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C O M M E N T 

Taking up the R&D Challenge 

I slam insists that Muslims most partake of everything 
that would enhance their legitimate activities in any 
way possible, in the field of commerce and finance, 

some scholars: argue that any blatiint fail'.ire to add value to 
a business or banking operation whether through innovation 
or research and development (R&I)) is tantamount to neglect. 

In an ideal situation aMusl im investor deposits iiisfiinds with an 
Islwnic financial institution on the unwritien undcr_sianding that 
the institution would uliliso the lunds in llie inosl eliieieni way 
which would then accrue hcndils inr the investor, (he msmager 
of the f u n d | | i i | i i i i a s e the institution, the MudariijIlindstKiety 
in general.^ •••• 

Being in the frdntiine o f your business sector gives competitive 
advantages. In the f ieldof Islamic banking andfmariee, which in 
comparison wi th its conventional counterpart is a mere two 
decades old as opposed to over a centurv' o f experience,expert ise 
and iiinovatii>n.iheehallcni;co! inn'natmn. product develoimieiii 
andR&Dassutnesanevengreaterimportance andresponsibifity. 

IsJamic banks are the flag-bearers o f an i m | i i | | | i | | i r i e r g i n g 
aitemative system of financial management. 'ITaey are under the 
scnitirty of both their Musl im constiui.iiev. con\cn(ional 
counterparts, intemaiional regulatory and supervisory SutKdrities 
and other interested parties such as the International Monetary 
Fund (IMP), UNDP, the World Bank and so on. 

Funds under management estimated to reach over $ 150bn by the 
lurn of the century means that their K^pv\y ni ihe 
international financial sector is assuming awesome proportions. 
Arid growing competition between the Islamic and conventional 
banking systems for depxxsits especially in Musl im societies 
means that for Islamic banks to stay ahead, they w i l l have to 
de vel op tiew banking products. ^ 

Whereas conventional banking has an in-built culture o f I ) . 
albeit nurfuredb^eraienturyofjiXjicricnec and practice. Islamic 
bankers merely pay lip service to the importance and even 
desirability for R & D . "Wedo realise the importance of R & D . but 
at the moment our board of directors have notallcXia^itilany l\inds 
for such a depptment. It can beacost ly exercise,":iionfided a 
Malaysian Islamic banker to New Horizon recently. 

Others maintain they do have R & D departments, when in real i iy . 

these are PR departments whose bulletins on Islattiic banking 

and the institutions in question are embarra,ssingly poor in quality 

of design and substance. 

R & D should be one of the basic challenges of the Islamic 
banking movement, especially in this stage of its contemporary 

development. 

I f Islamic banks sliirk the i-es^ponsibilily o f R & D and rely on theit^ 
monetary authorities and organi-^atii'ns such as the International 
Association o f Islamic B anks ( I . \) or academic i i M i I u t i ons! n t he 
M M i i f n *d r ld , t be r i ; : ! ^ for a rude awakening. It would be 
moire prudent to s e t l i p i iJiifedible R & D capability than lavish on 
expensive annual meetings in exotic locations. 

^ i i i | | i ; | ^ i amic banks see R & D as an unnecessary and unaffordable 
luxury. This is short-termism. The result w i l l he that Western 
financial institutions with thcirsupcrinrsdentifichankmgstrucuires 
willsset the pace. 

l i i i i i i i l t h e r e already signs of this. Marketing Islamic banking 
pt'SditctS is now a preserve o f Durham University; Birmingbam 
.UriiYersit|: haS::|^ scjme excellerit studies oti accounting 
standards in Islamic financial institutions; the Harvard University 
;Islamic!Banking Project, financed by tbe National Commercial 
Bank of Saudi Arabia and supervised by the leddali-based Islamic 
Developmonl Bank ( IDB) is bound to set new parameters in 
; H | | i | | i n g Islamic bankmg. 

"What is needldiSi i centres o f excellence where Islamit 
b i i i i i i i f &nd i inance i i i ib i faugh tand researched in the context o f 
P i l i i d c r n scientific banking system. Perhaps some of the larger 
islamic financial institutions could sponsor a chair in Islamic 
economics and finance at one or two internationally renowned 

i i l l l i ^ i u c h as the London School of Eiconomics, University of 
i i l i | g | | b and indeed Flarvard University; 

SbMe Muslims may raise their eyebrows and ask why should iheSi 
centres of excellence be located in the West and not in the Musl im 
world? Indeed this was the reaction o f a senior Arab banker when 
he heard of the Harvard project. He wanted to know why an Arab 
uniycrsity was not approached to conduct the survey. The sad truth 
i i l i i i p i b r state of R & D in the Mushm world especially in areas 
sucb as banking, finance and economics. 

Some Islamic financial institutions have indeed sponsored iSlarriic: 
finance and economics departments at a number of universities. 
Hiwever , the results have been very disappointing. Education and 

; ; i i i ; i^ | | i t i es in Musl im countries untbrtuhately tend to be governed 
by t i c vagaries of local politics and the politics of religion. Wi th the 
result that R & D .standards are dreadfully low; the administration o f 
R & D is seriously lacking; the monitoring and quality control o f 
R & D is basically flawed; and the language of R & D is p twr - many 
:;«ni:js§rsities may do reasonable research in Arabic or Bahasa or 
;Pi i ' | i |but the English translations are certainly very poor in many 
instances. 
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IDB Faces Challenges with 
New-Found Optimism 

f-w^ here seems to \ie -a 
I new sense of 

optimism at the 
.leddah-based Islamic 
Development Bank (IDK) 
in its ability to meet the 
enormous challenges 
which the pan-Islamic 
financial institution and 
its 48 member states arc 
faced with. 

Having overcome its earlier challenge 
of establishing Islamic development 
banking since its inception in 1975 
"when there were no (other) Islamic 
finance institutions to which the B ank 
could turn to for inspiration and 
guidance", the IDB has succeeded in 
using Islamic finance to respond to 
some of the funding needs o f its 
member states. I f one considers that 
half of the IDB member states are 
classified as least developed countries 
(LDCs), its mission as an Islamic 
deve lopment bank becomes 
unenviable. 

Not surprisingly, I D B President 
Osama Faquih is in bullish mood. 
His first year as the Islamic world's 
largest trade and project finance 
institution falls during this month of 
March. His immediate objectives for 
the Bank is effective and efficient 
resource mobilisation of resources; 
new financing instruments; greater 
f lexibi l i ty in adapfing the I D B ' s 
operations to the changing world 
economic environment; and to 
respond more effecUvely to the 
changing needs of member states and 
Musl im communities elsewhere. 

Indeed the I D B , which has approved 
over $ 15bn worth o f trade, project 
and special assistance financing over 
the last 20 years, is in the process of 
i m p l e m e n t i n g a m e d i u m - t e r m 
strategic plan; it has also ordered a 
review o f its activities over the last 
two decades since its establishment 
in 1975; and is considering a report 
by an eminent persons group on the 
future of the IDB and in particular its 

operations. " I t is true the challenges are 
immense but the IDB w i l l rise to meet 
these through the continued support of its 
member states, and management," 
stressed M r Faquih in a recent interview. 

Already under M r Faquih's tenure, the 
IDB ' s membership has increased to 48 
from 45 wi th Turkmenistan the newest 
arrival, having being admitted as a 
member in November 1994. Growth in 
membership is still not yet complete with 
at least three more Mus l im central Asian 
states yet to jo in the I D B . The Bank's 
capital has also been increased to $3.8bn 
from $2bn. 

O f the $15bn approved funding over the 
last two decades, most went into short-
term trade finance funding the imports 
and exports of member states in an effort 
to boost intra-Islamic trade. The I D B has 
come under criticism for neglecting equity 
and project funding; venture capital and 
even leasing (ijara). 

Given the diverse nature of the economies 
of the Musl im countries, it is not surprising 
that even the IDB has not managed to 
boost trade between its member states 
beyond 10 per cent of their total trade. I f 
Osama Faquih and his new management 
team can start to make inroads into 
improving intra-Islamic trade than the 
IDB's credibility, esteem and confidence 
as a leading international development 
funding institution would receive an 
invaluable and deserved boost. 

However there are signs that project 
financing is starting to feature strongly in 
the first loans approval of the I D B for 
1995. The IDB under Osamah Faquih 
has promised more fmancingforprojects, 
both infrastructure and private sector 
ones, in the face of confinuing criticism 
that the Bank concentrates too much on 
short-term trade finance. 

O f the $24 I m approved in soft loans, 
which do not have an interest element but 
a min imum management fee, about 
$130m is allocated for project finance. 
This follows arecentlDB-led syndication 
loan to Pakistan of $65m to fund a 
electricity distribution network from the 
giant Hub River Power Project to 
lamshoro. The syndication comprised 
four Islamic banks including the IDB 
subscribing $47.5m, Kuwait Finance 
House with $10m, Faisal Islamic Bank 
of Bahrain with $6.5m and the Kuwait-
based International Investor with $ l m . 

Gu l f countries, faced wi th budget 
deficits, are increasingly accessing 
I D B funds. In this tranche the I D B has 
extended a $17.58m loan to Oman to 
set up 10 power generating units and a 
$0.25m grant to Jeddah Municipality 
i n Saudi A r a b i a to finance the 
feasibility study for a solid waste 
disposal plant. 

In a departure from past practice, the 
I D B is also co-operating with regional 
development and export promotion 
banks to finance small-and-medium 
sized projects. As such the present 
allocarion includes $8.1m to the 
Development B ank for West Africa to 
finance projects in Benin, Burkino 
Fasq, M a l i , Niger and Senegal - all 
I D B member states. A further $5m 
has been allocated to the Egyptian 
Bank for the Promotion o f Exports. 

As expected East European and 
Central Asian countries are also getting 
increased funding from the Bank. The 
I D B has extended $5.5m to Albania to 
fund a housing and development 
project in the north of the country and 
$ 1.88m to Kyrgyzstan to finance the 
import o f medical equipment for the 
Beshkik Maternity Hospital. 

The power sector also feamres strongly 
in the loan allocation. Apart from the 
Pakistan and Oman financing, Uganda 
w i l l receive a loan of $ 10m to expand 
a power station east o f Kampala; 
Indonesia w i l l receive a loan o f 
$21 .08m to f inance 16 power 
generation units for rural areas; Syria 
w i l l receive $ 19.2m towards the 
building o f five power stations; and 
Jordan w i l l receive $21.5m for the 
expansion of the Aqaba power station. 

The rest o f the funding includes 
$ 12.34m to Malaysia to fund a fishing 
project; a $5.5m to Iran to purchase 
equipment from Germany for a zinc 
bullion factory; $5.1m to Benin to 
build a number of roads; $38m to 
Turkey to import steel scrap and iron 
rods; $30m to Pakistan to import oil 
and fertilisers from Saudi Arabia; 
$ 15m to finance Moroccan oi l imports 
from the U A E ; $15m to Indonesia to 
finance the import o f cotton and 
polyester yam; and $10m to Iran to 
finance the importing of steel rods 
from Turkey. 
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F E A T U R E 

Strategic Perspectives on Islamic 
Finance and Investments 

Iqbal Ahmed Khan, Chief Operating Officer, Islamic Investment Company of the Gulf, discussses techniques applied by 
Islamicfinancial institutions in the area of asset allocation and transaction origination strategy, and thefuture challenges 
facing managers of Islamic finance. 

I slamic finance is concerned with 
creating value (value as defined 
in the Shariah), while it is also 

about commercial finance and asset 
finance. I n the 1970's when Islamic 
f inancia l institutions ( I F I ) began 
operating, I F l s were growing fast on the 
liability side, and hence there was 
pressure to deploy funds into earning 
assets. It was a period in which I F I s were 
focussing on the documentational aspect 
of their businesses. They were investing 
into the "known" areas of Islamic-
friendly investments such as Murabahas, 
Musharakas, I jara , I j a r a W a Iktinah. 
With time, I F I s were being introduced 
to the concept of asset allocation based 
on portfolio d ivers i f i cat ion , r i s k 
management, return parameters and 
cross border lines. 

Conventional asset allocation models deal 

with cash, bonds, equity and tangible asset 

allocation. A n Islamic asset allocation 

model involves allocation of investments 

in the real economy. Instead of being a 

cash, bond, equities, derivatives and tangible 

assets model, an I F I asset allocation model 

is more detailed as it covers cash, trade 

finance, asset finance, venture capital 

finance, equity investments - both pre-IPO 

and IPO financing, equipment finance, 

project finance and inventory finance. 

Increasingly, IFIs are realizing that a better 
risk/retum combination is achieved through 
a dynamic asset allocation model where 
different classes of assets are blended into 
a portfolio. IFIs are also adding the "Fx 

hedge" to their asset allocation model in 

order to protect their investors funds. The 

main difficulty faced in building an asset 

allocation model for an I F I is the lack of 

readily available quality data on an 

expanding array of asset classes. Based on 

a historical database of retums, variability 

and correlafion of asset classes, IFIs are 

using a "scenario approach" combined 

wi th a fundamental appraisal o f asset 

classes to build a more forward looking 

perspective. Essentially this is a four step 

process: 

• Assessing the basic value creation and 
other financial characteristics of the asset 
class. > 

• Evaluates how asset classes react to 

economic changes. 

• How has the asset class reacted to 
change historically? 

• The fourth and final step determines 
the scenario likely to occur in the future 
and assigns them probab i l i t i e s o f 
occurrence. 

Given this data, analysts within IFIs are 

deve loping returns, va r i ab i l i t y and 

correlation measures that reflect forecasts 

rather than historical results. While the 

forecast approach is more difficult and 

fraught wi th more potential error than the 

historical approach, the potential for 

improved forecasting hence asset allocation 

is substantial. Because of the tangible nature 

of an Islamic asset allocation model, a 

greater focus has to be made on sector 

analysis and the value creation potential. 

A n Islamic asset allocation model provides 
a broad framework under which an Islamic 
financier has to operate. Since the nature o f 
the underiy ing transactions which an Islamic 
financier reviews for a financing are based 
in acommercial economy, an Islamic banker 
has to carefully build up his transaction 
origination strategy within the iramework 
of an Islamic asset allocation model. Whi le 
estabhshing an active transaction origination 
strategy, an Islamic banker has to review 
the countries in which he wants to operate, 
the kind of transactions, the levels of risks 
which he is prepared to take, the duration o f 
the t ransac t ion , the covenants, the 
documentation and above all the value 
creation potential o f these underlying 
transactions. 

In establishing an active transaction 
origination strategy, an I F I has to analyse 
currency risks, country risks, political risks, 
counter party risks, structural issues in the 
transaction and documentation risk. 

A n I F I would need to identify trade flows in 

the form of exports and imports, goods and 

services, the f l o w o f funds th rough 

remittances, the infrastructural development 

in the country, the increasing scope of the 

utilities, an advisory role within macro 

economic reforms brought about by the 

country, the climate for direct equity 

investments both pre-IPO and IPO levels, 

the possible roles in pre-product ion 

financing for the growth o f the industry in a 

country, the asset finance role in the country 

and venture capital financing opportunities. 

This review would lead to the identification 

4 March ^995 NEW HORIZON 



F E A T U R E 

of tangible concrete opportunities in tbe 
real economy which would become the 
focus of apossible transaction for an Islamic 
banker. The review process needs to address 
some key issues such as: 

• Which customers are we serving today 
and which customers w i l l we be serving in 
the future? 

• Through which channels are we 
reaching our customers today and through 
which channels do we intend to reach our 
customers in the future? 

• What is the basis of our current and 
future competitive advantage? Where do 
our margins come from today and where 
w i l l these margins come from in the future? 

• What skills and capabilities make us 
unique today and what skills and capabilities 
w i l l make us unique in the future? 

• Lastly, in which product market do we 
participate today - Murabaha, Ijara, Bai 
Salam, Istisna, documentation related 
businesses. In which product markets do 
we intend to participate in the future -
Documentation business plus investment 
banking advisory businesses? 

In identifying countries in which to operate 
for asset based and other commercial 
financing possibilities, an Islamic financier 
should view individual countries as a 
multitude of opportunities in the field of 
cross border finance (public sector, mult i
nationals and other corporates), pre-IPO 
and IPO investments, investment banking 
and corporate finance advisory work, other 
venture capital investment opportunities. 

Once an IF I has identified the kind o f 
businesses it wants to focus on, it can 
proceed in positioning itself forbidding on 
the idenUfied businesses. Most Islamic 
financial institutions have gone out and 
established an investment criterion which 
are generally based on the following factors: 

• Is value being created as defined in the 

Shariah? This brings about a macro view 

which covers sector allocation industry and 

commodity allocafions. 

• H o w pract ica l is this investment 
oppormnity which is available and is this a 
real tangible opportunity? What are the 
advantages for such investment to an IF I 
and its customers, clients, the user of funds. 
What are the advantages for the country in 
which the financing is taking place? 

• What are the risks associated with such 
a financing, cross border risks, currency 
risks, fiduciary risks, credit risks, price 
risks, settlement risks, agency risks and 
compliance risks.? 

• Is this the best investment for an IFI 's 
customers from the universe of investments 
available? 

Structuring Islamic transactions is 
challenging because of the demands of 
working within the stated regulatory 
framework of the host nation which, at 
times, might differ with the Shariah 
framework being applied. Creating a 
consensus between the two legal systems 
can at times be a daunting task. 

After having positively completed this initial 

review, the IF I would need to undertake a 

credit risk/ risk retum analysis. Once the 

line management has completed this 

evaluation, the recommended transaction 

moves on to the statutory approval process. 

Here the procedure differs from that of a 

conventional financial institutional in that 

for an I F I to put money into a transaction, 

it should also have either a blanket or an 

ind iv idua l approval o f its Rel igious 

A d v i s o r y Board . Th is dual con t ro l 

mechanism enables IFIs to continuously 

mon itor and review the health and the value 

creation role of their investment portfolios. 

Only once all these hurdles have been 

cleared, can the structuring process 

commence. 

S t ruc tu r ing I s l amic transactions is 

challenging because o f the demands o f 

work ing wi th in the stated regulatory 

framework o f the host nation which, at 

rimes, might differ w i t h the Shariah 

framework being applied. Creating a 

consensus between the two legal systems 

can at times be a daunting task. 

Generally, structuring can be divided into 

four broad classes: the form of asset contact; 

the financier's position on the client's 

balance sheet; the financier's position and 

the obliger's cash flow: the financier's 

position vis-'a-vis the other financiers -

both conventional and Islamic. 

In its simplest form, an asset contract 

covers the rate of retum, maturity schedule, 

collateral and any covenants which the 

client agrees to give to the financiers. For 

s imple consumer f i n an c ing in a 

conventional institution, the contract may 

be one or two pages long, while for a 

highly technical transaction, it can literally 

run to hundreds of pages - most o f them 

filled with covenants. Unlike conventional 

financing contracts, an Islamic financier is 

either an owner o f the asset or in a lessor 

position which gives h im a superior status 

vis-'a-vis a conventional financier. 

Ever since the double entry book-keeping 

was perfected, financiers have realized 

that there was a great deal o f importance 

associated wi th where on the client's 

balance sheet their debt appears. One only 

has to look at the balance sheet of a finance 

company or an electrical util i ty company 

or a financial institutions to see clearly the 

concept o f layering debt in conventional 

sense. 

Layering has become quite an art. Highly 

leveraged companies can have first 

mortgaged debt, second mortgage debt, 

senior unsecured, subordinated unsecured, 

income debentures, preferred stock, all 

before one gets down to the common 
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F E A T U R E 

stock. In addition, ttiere may be off balance 

sheet debt like, leases or obligations to 

perform on such things as interest rate or 

currency swaps which might not show up 

in an orthodox credit analysis, but could 

have a huge impact in a bankruptcy 

preceding. 

To make matters more complicated, some 

layers are convertible into other layers, 

either at the option of the financier or upon 

the technical default of one of the covenants. 

Here once again, an Islamic financier would 

have superior position on the balance sheet 

of the client by virtue of the fact of the 

ownership o f the financial asset. It is more 

than likely that his security position can not 

be compromised by the client's other 

financing. 

The final challenge to Islamic finance 
would come from business process re-
engineering. In the last decade of the 
twentieth century no line of business would 
be more competitive than finance. There 
will be no other industry in which profit 
margins willbe narrower, no environment 
which will be harsher and no work place 
which would demand more of the workers. 
Specifically, in Islamic finance the last 
decade of the twentieth century is already 
witnessing more and more conventional 
banks opening Islamic banking windows. 
A new generation of IFIs are coming into 
the market 

Balance sheet positions have traditionally 

been the measure of safety and protection 

for financiers, but a more useful measure 

might be cash flow position. Where balance 

sheet positions refer to the financier's claim 

on its principals, cash flow positions refer 

to his claim on the service to the financing 

itself. Once again. Islamic financing 

transactions being project specific in which 

the ownership o f the underlying assets are 

resting with the Islamic financial institution 

orits appointed agent, have astrong position. 

IFIs are paying close attention to the 

availability of cash flows to service the 

financing. And since IFIs are dealing wi th 

specific transactions, they can pin-point 

cash f lows and make sure they are 

segregated to finance their obligations on 

the specific financing. 

The final issue under stmcturing assets 
results from the fact that when the obligor's 
cash flow is insufficient to service the 
financing, the financiers are thrown into a 
competition to access the cash flows. As a 
client 's financial condirion begins to 
deteriorate, institutions that have entered 
into the transactions as peers become 
competitors. IFI 's superior status in terms 
of ownership of the assets as well as the 
project specific cash flows being assigned 
to them puts them in an advantageous 
position. 

The challenge to Islamic investment in the 

future w i l l be the challenge of keeping in 

t ouch w i t h sh i f t i ng paradigms o f 

international finance and working together 

with conventional financial institutions. 

As the reality o f international finance 

changes continuously. Islamic investment 

bankers would have the task to follow the 

change and to manage the change. The 

challenges facing the worid of Islamic 

investment are: 

• How well can an IFT work with export 

credit agencies and multi-lateral agencies 

such as the World Bank and the International 

Finance Corporation; 

• Can IFIs develop an alternative 

benchmark compared to the prevalent ones; 

• As IFIs get involved in large complex 

projects the challenge of managing inter

c red i tor issues w o u l d be o f p r ime 

importance. This is particularly necessary 

in projects where different sources and 

types of financing are being applied to 
create a full underwriting. H U B C O is a 
good example o f such a project. 

In this regard, IFI ' s have been achieving 
streamlining o f the documentation by 
having a different financing agreement 
subject to a common inter-credi tor 
agreement. 

The final challenge to Islamic finance 
would come from business process re-
engineering. In the last decade of the 
twentieth cenmry no line of business would 
be more competitive than finance. There 
w i l l be no other industry in which profit 
margins w i l l be narrower, no environment 
which w i l l be harsher and no work place 
which would demand more of the workers. 
Specifically, in Islamic finance the last 
decade of the twentieth century is already 
witnessing more and more conventional 
banks opening Islamic banking windows. 
A new generation of IFIs are coming into 
the market. 

The rule for success and growth in Islamic 
finance would be two-fold. The processing 
of twice as much business through a same 
sized balance sheet wi th half as many 
people. Islamic financiers w i l l have to 
move f r o m documen ta t ion re la ted 
businesses to the idea sensitive areas o f 
corporate finance and investment banking. 
IFIs w i l l have to work wi th each other to 
create an inter-IFI market as has been the 
case in Malaysia. 

The competitive ladder of Islamic finance 

w i l l be made of winners, competitors, also 

rans and victims. No one knows who the 

winners w i l l be. But to stay as winners, the 

winners w i l l have to re-design and rework 

the business processes, so as to maximize 

obtainment of the business goals. 

This is an abridged version of a paper 
presented by Iqbal Ahmed Khan at 
the Dubai conference on Islamic 
Finance, held in November, 1994. 

6 March 1995 W£WHOff/ZOA/ 



F E A T U R E 

Central Banks & Islamic Banking 
Dr Farah Fadil, economic adviser to the International Investor, Kuwait, examines the impact of the introduction 
Islamic banking on the regulatory authorities and the response of the central banks to this change. 

T he emergence of Islamic 
banking in the Middle East and 
other parts of the Muslim world 

has brought to the fore the issue of their 
relationship with regulatory authorities. 
T h e importance of this issue is 
underlined by the world-wide interest 
in the supervision of banks following 
the crises faced by the banking industry 
for the past two decades and the 
establishment of stringent rules for 
regulating traditional banks and their 
capital. At the same time, the brief 
history of Islamic financial institutions 
has not been crisis free either. B C C I not 
withstanding, it was in Egypt , for 
instance, where most of them collapsed 
with large losses to depositors and lai^er 
loss of credibility to the regulatory 
authorities. 

Yet in most o f these countries, Islamic 
financial institutions are effectively outside 
the control o f central banks for the 
following reasons: 

• From the outset. Islamic banks sought 
independence from the traditional frame
work of central bank control, pleading the 
special nature of their operations, which 
are in contradiction with existing laws and 
measures governing the operations of in
terest-based banks. 

• Though they demand exemption from 
the constraints of banking supervision and 
control, they demand the same financial 
assistance as is given to traditional banks 
in case of temporary shortages, yet wi th
out the payment of interest to the central 
bank. 

• Ambiguity and lack of understanding 
on the part o f the central banks, of the 
principles regulating these banks. Central 

banks are not well versed in Islamic law 
and are not trained for it. As a result, these 
financial institutions have been left to 
their own devices, and regarded by bank 
regulators as an anathema to the system. 
In Kuwait, regulation o f Islamic banks 
was left to the Ministry of Finance, a 
highly unlikely place from which to regu
late banks. 

• Relegating the responsibi l i ty o f 
regulation to the Ministry o f Finance was 
the outcome of lack of understanding of 
how to deal with these banks as well as the 
outcome of the debate on whether these 
institutions should be defined as banks or 
as non-banks (investment companies). I f 
they are classified as non-banks, then 
central banks can be absolved from 
responsibility for them and other bodies, 
such as the Ministry o f Finance or the 
Stock Exchange Authority, can look after 
them, even i f they lack the relevant 
experience. 

It seems, that applying Islamic thinking 
on the banking industry has raised, once 
more the issue of justification of state 
control over banks and provoked the 
hypothesis of whether there is anything 
special about Islamic banking to warrant 
their exemption by central banks, from its 
supervision and assistance. 

The exemption of Islamic banks from 
central bank control and its protective 
umbrella revolves around one central 
proposition, namely the denial o f a 
predetermined interest rate on deposits 
and the lack of sufficient guarantees on 
their principal. 

The foundation and theoretical justification 
of the existing institutional framework o f 
monetary control does not indicate that 

prohibition o f interest payment has been a 
cause oracondition forregulating deposit-
taking institutions. 

In countries, where Islamic banking has 
been l icensed alongside t r ad i t iona l 
banking, the central bank relationship wi th 
interest-free banking was confused and 
non-uniform. 

The introduction of Islamic banking owes 
much to the encouragement o f some 
governments in the Arab world and in 
other M u s l i m countries. Under the 
sponsorship of these governments. Islamic 
banks were established by special 
legislation (Egypt, Dubai, Sudan, Kuwait 
& Bahrain) which set them apart from 
other financial institutions, and in other 
cases they were exempted from certain 
provisions of the banking law to facilitate 
their mission. Some of these governments 
went to the extent of participating in the 
capital of these banks. For instance the 
Kuwait i government took up 49% of the 
share capital o f the Kuwait Finance House 
in 1977. 

A closer look at the legislation and the 
manner in which Islamic banks were 
licensed to work indicate the following 

• The legislation was not designed to 
grant privileges to Islamic banks as opposed 
to interest-based banks. 

• In the case of the Faisal Islamic Banks, 
the forerunners o f the movement, the leg
islation reflects the concession granted by 
the host countries (Egypt, Sudan and 
Dubai) to a foreign investor. Its provisions 
emphasize the protection of the banks 
against nationalisation, confiscation and 
foreign exchange controls wi th respect to 
profit repatriation. Exemption o f taxes on 
the profits and deposits o f the bank was 
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rate, reserve requirements and restrictions 
on credit are not applicable to Islamic 
banks." This of course, occurred 12 years 
before the Islamic government came to 
power in Khartoum. 

Only in 1981 did Islamic banks realize the 
necessity of involving the central banks in 
their affairs, when the first expert committee 
was set up to examine and prepare guide
lines on the promotion, regulation and 
supervision of Islamic banks. Ever since, 
the relationship between Islamic banks 
and central banks has been a standard issue 
in debates in conferences and seminars 
about Islamic finance. The response o f 
central banks was not uniform. Some began 
to bring them under supervision, but it was 
generally with benign neglect, since they 
were asked to provide data only to the 
central bank, while others, as in Kuwait, 
washed their hands of them and referred 
the Islamicbanks to the Ministry ofFinance. 
This divergence reflects the confusion and 
the background of debate is comprised of 
two differing arguments. 
The proponent of the first view, Ziauddin 
A h m e d , points to the state o f 
underdevelopment of money and capital 
markets in Musl im countries, which acts as 
a severe constraint on the effectiveness of 
central bank policies in regulating monetary 
conditions. Islamic financing offers a 
golden opportunity, the argument goes, for 
central banks to introduce new institutions 
which w i l l deepen the market. A t the same 
time, this is in conformity with the mandate 
of newly established central banks to play 
a promotional role in the financial system, 
including special responsibilities for 
developing financial institutions and 
domestic money and capital markets. 

A variant o f this view-point tends to 

min imise the r isks i n v o l v e d i n the 

operations of Islamic banking and the need 

for central bank control. Depositors in 

Islamic banks are not guaranteed a fixed 

rate o f return but must also be prepared to 

share in the losses. The implication is that 

central banks are under no obligations to 
protect depositors and that there is no reason 
why Islamic banks should be subject to 
strict control by the monetary authority. In 
fact, they argue that the risks in Islamic 
banking are exaggerated and, that there 
should be less stringent control over Islamic 
banks as compared to other banks. The 
profit/loss relationship implies that Islamic 
banks do not stand as original party to the 
relationship between depositors and users 
of funds, but rather perform a proxy (or 
fiduciary) role for the depositor vis 'a vis 
the fund user. In fact this proxyship may 
take two forms: 

• A delegation of a general nature from 
depositors to invest in any project, where 
the profits from this deposit pool are re
invented and finally redistributed among 
depositors on the basis of a point product 
system after deduction of management fees. 

• A specific delegation to invest in a 
particular project after explanation and 
acceptance o f the risk involved. This is 
called a "specified deposit" which can also 
be applied to foreign exchange contracts, 
where the depositor wishes to take a position 
in a particular currency or currencies for a 
certain maturity. 

In both the above cases, the bank performs 
a "fiduciary function" where the depositor 
is aware of the risk. The legal basis for the 
depositor sharing in the profits o f the bank 
is derived from the agreement of the bank's 
shareholders (the only party entiUed to the 
bank's profits) to surrender part of their 
profits to depositors. Hence, there is no 
rationale for imposing supervisory control 
over Islamic banks. 

A corollary of this argument is that Islamic 
banks, i f they need any control at all, need 
only to be self-regulated by the Shariah. 
This view is reflected in the deliberation of 
the secretariat o f the Federation of Islamic 
banks ( A l Najar, 1994). 

The second and stronger view articulating 
tbe relationship between Islamic banks and 
central banks argues that Islamic banking 

entails greater r isks compared to 
conventional banks. This has two divergent 
implications for central banks control. 
Some argue that because o f such higher 
risks. Islamic banks should be subject to 
more strict control by central banks. 

Others, howevermaintain that these higher 
risks underline the fact that interest-free 
banking has special and unique properties 
that are sufficient to disqualify Islamic 
financial institutions from the status o f 
be ing a bank, a l l o w i n g regu la to ry 
requirements imposed on other banks to be 
waived. Exponents o f this last view are the 
influential Bank of England (Pemberton 
R.L., 1984) and the comptroller of the 
currency of the United States (Sekuta, C, 
1988). 

Both the Bank of England and the U.S. 
currency controller remove Islamic banks 
from the realm of central bank control on 
the following grounds: 

• There is no certainty of the rate of retum 
on deposits owing to the profit-loss-sharing 
(PLS) principle as well as no certainty o f 
the value o f the capital o f the depositors. 
As the ex-governor of the Bank of England 
stated, "this is o f course a perfectly 
acceptable mode of investment, but it does 
not fall within the long established and 
w e l l understood de f in i t i on o f what 
constitutes banking in this country". In 
other words, these institutions "cannot hold 
themselves out to be a bank or to use a 
banking name". 

• There would be numerous supervisory 
problems, particularly the difficulty o f 
evaluating the assets of an Islamic bank 
and assessing the capital adequacy of an 
institution engaging in essentially capital 
uncertain transactions. 

• There is also the risk o f misleading and 
confusing the general public by allowing 
two essentially different banking systems 
to operate in parallel. In fact, some Arab 
bankers requested from the authorities in 
the U K and USA, a special Banking Act or 
a special section within the Banking Act 
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for Islamic banks, which would mean two 
sets of rules in the British Banking act. The 
difficulty is that the Banking Act says that 
all banks must be treated tbe same. 

In addition to the above, the American 
supervisory authorities add the need to 
insulate depositors from risk, while the US 
banking regulations require insurance from 
the FDIC before branches of foreign banks 
may function as retail banks, i.e. to be 
deposit takers. Would deposit insurance be 
acceptable under Islamic principles? 

Not withstanding otherfactors, it is obvious 
that the basic objection revolves around the 
denial o f a guaranteed retum on deposits 
and the security of the principal of the 
deposit. The importance o f this view from 
prominent supervisory bodies, is the great 
influence it exerts on the official (and non-
of f i c i a l ) attitudes and responses o f 
supervisors elsewhere, particularly in the 
Islamic world. 

How relevant are these justifications in the 
context of central banking theory and 
practice. Such relevance has to be judged in 
the context o f why central banks are 

permitted to control the banking industry. 
More specifically, the issue is whether 
interest payment on deposits represents a 
sine qua non for bringing the banking firm 
under the regulatory authority o f the central 
bank. 

But before examining the rationale for 
central bank control, it is important to 
identify a basic contradiction in the two 
justifications cited above; deposit safety; 
and guaranteed retum on deposits. 

Security of deposits is a prerequisite for 
regulating banks and not to exempt them 
from regulation. No cenU-al banker under 
any system of supervision, can dispute that 
the primary objective is to protect the 
individual depositor, and the final aim of 
supervision is to minimize the risk of any 
bank sliding into impmdent decisions and 
practices by its management which may 
jeopardize the deposit base of the bank. I t is 
clear that one cannot minimize such risks 
by leaving banks outside the regulatory 
network, set-up by central banks. Hence it 
is a contradiction to use the lack of security 
of deposits as apretext for excluding Islamic 

banks from central bank control and 
supervision. 

On the other hand, interest payment (or 
guaranteed retum) on deposits has never 
been (or would be) a condition or a 
requirement neither to impose regulation 
on banks nor to leave them unregulated. 
On the contrary, state control over banks 
(through central bank regulation) rests on 
whether non-interest bearing liabilities at 
banks or the claims they issue against 
themselves can be considered as money. 
Careful examination o f the reasons why 
the central bank was created as an instimtion 
and its history in practice, indicates that 
interest payment on deposits is not a 
requirement for regulating banks. 

Farah Fadil was speaking at the Dubai 
conference on Islamic Banking and 
Finance, held in November 1994. 

To be continued. 
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Islamic Financial Products: 
Planning for the Future Market 

Speaking at the Institute's monthly lecture on Islamic banking andfinance, Richard Duncan, Director of Islamicfinance 
atANZ Bank, London maps out the constraints impeding the development ofIslamic banking into the 21st century,from 
the lack of uniform Shariah guide-lines to product innovation. 
Also participating in the lecture was Mohammad Nabi-Bux, Senior Manager, Interest-Free Banking Unit, Credit 
Corporation, Malaysia, who gave a brief exposition of Islamic banking in Malaysia. 

1 
believe that Islamic banking is 
at a crossroads in the 
international market Looking 

at the current position, change is 
necessary to ensure that Islamic banking 
meets the challenges ahead in the next 
five years and on into the tvfenty first 
century. The Institute of Islamic Banking 
and Insurance is the correct forum to 
discuss these issues, and as a serious 
players in the market we all have to look 
at the issues and move forward together. 
A failure to achieve this will lead to a 
lack of progress and the market will 
stand still against the competition; 
conventional finance. 

We shall look at the motivations and 
concerns of the various parties involved in 
the international market and discuss the 
issues which arise. I am not going to try to 
provide answers, rather I w i l l try to identify 
the major issues and pose the questions 
which need to be debated. 

The most important and overriding concern 
for an Investor is that the investment truly 
conforms with his interpretation of the 
Shariah. I f as bankers we cannot ensure 
that the investments do not conform to an 
Investor's interpretation we should not be 
doing the business. The question is, how do 
we ensure this without driving way genuine 
business with over-onerous documentary 
requirements? 

The above issue is compl icated by a lack of 
uniformity of interpretation on major issues 

From left to right; the speaker of the February lecture, Richard Duncan; the Chairman, Andrew 
Pocock, Senior Vice President, Gulf International Bank; the Director General of the Institute, 

Ali Hassan Ali 
leading to a certain amount of confusion 
amongst prospective users o f Islamic 
finance. A l l major world markets have 
evolved successfully because the "ground 
rules" are clear to both practitioners and 
users. Wi th in these markets individual 
institutions have developed their own 
distinctive styles and niche specialisations. 
Nobody has the right to tell individual 
investors what is right or wrong in relation 
to Shariah interpretation, certainly not me, 
but a greater degree of standardisation in 
basic Shariah guide-lines w i l l enhance 
understanding by and attract greater 
pa r t i c ipa t ion o f major in te rna t iona l 
corporates. A n authori ta t ive Is lamic 
institution must take the lead in this process. 
May I suggest that the Institute may play a 
leading role in this. 

To generate an halal retum on investment. 
Investors must participate in the risk of the 
u n d e r l y i n g trade or business. The 
continuing desire to have the credit risk 
enhanced (usually by a bank guarantee) is 
an issue which must be quesfioned. Banks 
are under pressure to increase retums on 
the risks they assume and in some countries 
the costs o f such guarantees are 
prohibitively expensive. W i l l Investors 
continue to be wi l l ing to bear the costs o f 
that credit risk enhancement? 

It is only right that investors receive a fair 
return from the risks they have been 
required to undertake. However central 
authorities have been driving down global 
interest rates to historical lows and most 
analysts agree that short term rates w i l l 
continue to stay at these levels. In the 
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international market, Islamic finance must 

compete on cost w i t h interest-based 

products to gain market share. Wi th margins 

also falling sharply in countries traditionally 

favoured by Islamic investors, profit retums 

on short term business have become a 

major concem. 

Nowhere is this better illustrated at the 

moment than in Pakistan. A year ago a 

Mudarabah financing was arranged for the 

Rice Export Corporation o f Pakistan. 

Pricing on the deal was around 200 basis 

points over L IBOR. Last month a similar 

transaction was arranged by conventional 

banks at around 100 basis point over. A 

dramatic fall in retum available to investors. 

Wi th the market awash in short term funds 
enabling major trading houses, for instance 
Japanese trading companies, to borrow 
money at a few basis points over L I B O R 
from their t r ad i t iona l banks or the 
commercial paper market. A dynamic 
approach must be adopted i f Islamic finance 
is to be competitive on the international 
scene. 

The need is therefore to develop product 

which is longer term in nature but offers 

investors liquidity. The bond and capital 

markets were developed to achieve this for 

the interest-based system. This provides 

users with long-term money whilst giving 

investors liquid investments. This liquidity 

arises from a wide range of institutions 

participating in the market both as investors 

and market makers. Once again though, a 

key area in the success of the bond and 

capital markets is standardisation of dealing. 

The risks of each investment are different 

but the dealing practices and setdement 

systems are standard thereby ensuring a 

high degree of confidence in participants. 

Islamic financial institutions must be 

prepared to back such a market thereby 

attractingconventional banks and securities 

houses to make markets in Islamic securities. 

Much work has been undertaken in recent 

years in Malaysia where an Islamic 

securities market is beginning to emerge. 
This market is receiving excellent support 
from the central authorities and w i l l 
continue to grow and develop. 

I am told that there is a wide gap in the 
Shariah interpretation between the Far and 
Middle East. I would not presume to 
comment on who is right or wrong on such 
issues, but lessons can certainly be teamed 
from the work already undertaken. 

The g r o w t h o f p r iva t i sa t ion i n the 

developing economies of the Islamic worid 

should be seen as a major opportunity for 

Islamic finance. The concept of project 

finance is very Islamic with retums being 

earned from participation in a project by 

either equity or asset leasing. Islamic 

institutions have been successful in this 

area domestically but, it must be said, littie 

has been achieved on an intemational scale. 

The major development agencies such as 

the Export Credit Agencies; the Wor ld 

Bank; the Asian Development Bank and 

indeed the Islamic Development Bank are 

all becoming increasingly involved in 

project finance. It is therefore possible 

w i t h careful s t ructuring to improve 

substantially some of the risks. I know 

several major issues must be resolved, (for 

instance, what happens i f the project is 

delayed and payments are late?), however 

w i t h new projects under discussion 

throughout the Mus l im world (e.g. power 

in Pakistan) Is lamic finance has an 

opportunity to seize the initiative. 

The financing o f capital goods exports to 

developing economies has surprisingly 

been an area where Islamic finance has 

under performed. The main reasons for 

this are, I think, an unwillingness to take 

the longer term exposures (discussed 

before) an inability (or unwillingness) to 

support investors during the bid process 

on contracts. 

I t is usually too late to offer finance once 

a contract has been awarded as exporters 

arrange finance early in the bid process. I 

do appreciate the difficulty o f providing a 

commitment which ties up scarce risk 

limits and cannot be charged for. However, 

many exporters have expressed a desire to 

use Islamic finance but have not done so 

because they could not obtain commitment 

in advance o f the contract being awarded. 

In this area the Islamic finance market is 

placing itself at a serious competitive 

disadvantage and is losing the opportunity 

to work on many first class deals. 

Participants at the February lecture. 
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The Islamic finance market has come far in 
a very short space of time and has established 
itself as a credible altemative to interest-
based banking. As a more mature market it 
is time to move forward to the next stage of 
growth and to be ready for the challenges of 
the next century. The issues raised above 
must be addressed and products developed 
which meet the changing needs of an 
increasingly sophisticatedinvestorbase and 
a highly competitive marketplace. This can 
be achieved quite quickly as the concepts 
on which many of the new products w i l l be 
based already exist. What is required is the 
determined exercise of w i l l from all sides 
involved in the market to achieve progress.'' 

Muhammad Nabi-Bux of the Credit Corporation, addressing the participants. 

Islamic Banking in Mala> sia 
"The development of Islamic banking or 
mlcrcst-frec banking as il is know in 
Malaysia has focused on serving (he 
domestic rathcrtlmniniernational market. 
Islamic banking is very much rctail-hascd 
and is driven by ctmsunicr demand. 
Islamic banks in Malaysia(ifTcrpniducts 
which are in demand' from tlic people 
such as housing loans, consumer loans, 
leasing, finance for small businesses. 
Large scale financing through the 
Mushiu-aka and Mudaraba instruments 
have not been undertaken. Although lately 
steps by slate provinces in Malaysia lo 
acquire Musharaka financing lor 
relatively larger infrastructural projects 

Banks in Malaysia are given tlic option lo 
inlrixliKC inlcrcM-frcc banking if lhc\ 
desire, by the government. Today more 
than 50 banks in Malaysia piovidc a dual 
form oi" banking, interest-free banking 
operating alongside uonvcniicmal 
banking. 

Because of (he wide diversilicalion of 
inlcrprclalion in the .Shariah. throughout 
the Muslim world, Malaysia docs 
undcrtakcccrtaintypcsoflinancingwhich 
are not acceptable to Shariah boards of 
Ciulf'bascd Islamic banks. In this rcspccl 
there needs to be an international Shariah 
council which can work ttnViirds a more 
standardised set of Shariah rules. 

Moves also need to be made within 
Malaysia lomakc Islamic banking global 
raihcrthanjust national. Incounlrics such 
as IttdoBesia» tibere are individ' ' ' 

businesses who desire Islamic finance and 
this is a nuirkct in Asia which needs to be 
lapped. 

bunding has remained a problem in ihc 
Islamic financial market in Mala>sia. 
Duringlimcsof lowrclumsanci low interest 
rates, in conventional markets, the Islamic 
market receives subslanlial funds from 
depositors because tlie prol it shaiing ratios 
given to depositors arc much higher than 
Ihc returns in the conventional market if 
these prol Its arc con vertcxl into percenlages. 
However in times of relatively high interest 
rates. Islamic bankers have problems in 
attracting deposits. Much depends on the 
economic cycle of the country. 

Because of low interest rates, conventional 
depositors in Malaysia often shift deposits 
from the conventional sector lo interest-
free banks, for the simple reason that m 
Malaysia their deposits am guaranteed by 
Ihe government, whether islamic or 
conventional. Should financial institutions 
falter, the centrid bank gu:trantccsdcp<isiiors 
funds. There has meant a free flow of funds 
between the islamic and conventional 
banking sector. 

Invustois in Islamic financial markets in 
Malaysia prefer short-term rather than long 
lerm deposits which can be used to finance 
long-term projects. A major reason for this 
is the fear that if interest rates rise in the 
conscniional sector, depositors may not he 
able to shifttheir deposits across. 

l-.xtensivc government support to Islamic 
banking in Malaysia has ir i • • • - • 

pnKiucls have been developed jomtly 
by the government and Islamic banks. 
Money market instruments such as the 
Islamic bankers acceptance and a 
government papcrknown as the general 
investment ceit i l icatc have been 
develoiied. Islamic banks can always 
buy and sell these certificates and 
acceptances in times of liquidity 
shortages, in the absence of a secondary 
market, the government provides funds 
lothelslamic financial market indirectly. 
Intcr-bank borrowing on ainlcrcst-frcc 
basis between Is lamic financial 
institutions has also been developed. 
Although this i«, something new and still 
needs time lo fully develop, 
infrastiucture is now in place for Islamic 
banks to borrow from one another to 
finance projects and to share in Ihc 
profit'N. 

Islamic bankers in Malaysia are 
increasingly becoming matchmakers 
between fundersand borrowers. Profit 
margins for Iskunic banks arc constantly 
being squee/.cd as investors .seek 
incrca.sing returns while borrowers of 
funds seek finance al theUtwesl pt)ssible 
price. 

Ihe challenge for Islamic bankers is to 
(lev ise ways of successful matching the 
needs o1 the suppliers and funds and the 
users of funds and in the process 
receiving a fair reuiin m te i ius ol pr.ifit 
Sharing." 

Mtiluimmcid Nahi-IUix 
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91 
A sound in vestment.. 

FOREIGN EXCHANGE CERTIFICATES OF INVESTMENT 

In an economic environment of rapid change, high inflation 
and depreciating currency, keeping your funds in a secure 
place is a sound investment. Al Faysal Investment Bank's 
Foreign Exchange Certificates of Investment (Fx La. 
COI's) give you the flexibility of investing among four of 
the world's most stable currencies. Your investment is ^ 
secure, and you also get good returns. We back it up with 
ARIEL'S personalized brand of Service. 

Special Features of Fx COI's: 

• Higher returns than the International 
market 

• No Zakat, Withholding or Wealth tax 

• No restrictions on worldwide remittance 

• Financing facility in Pak. Rupee 
available against your investment 

• Maturities ranging from 3 months 
to 3 Years 

• Choice of investments in Pound Sterling, 
Yen, US Dollar and Deutsche Mark 

For more information, contact; 

Islamabad: Salman Afimed 
15 West Blue Area, Jinnah Avenue, 
Tel: (051) 212579 Fax: (051) 212578/220970/222587 

Karachi: Ali H. Askari 
5th Floor, State Life Building No. 11, Abdullah 
Haroon Road. Tel: (021) 5682563, 5682979, 
5682584, 5683316 Fax: (021)5683436 

Lahore: Omer Muslehuddin 
2nd Floor, Ajmal house, 27 Egerton Road. 
Tel: (042) 6316000 Fax: (042) 6365629 

Al-Faysal Investment Bank Ltd. 
^ Investing in the future 
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F E A T U R E 

Intellectual Capital: The Way Ahead 

Islamic banks through the use ofMudaraba and Musharaka modes of financing are ideally placed to take advantage of 
financing intellectual property rights argues Dr. Omar Marashdeh. 

I Islamic banks far too often shy 

away from Mudarabah and 

Musharakah financing claiming 

that Islamic banks are commercial 

enterprises, not charities. However, 

Musharakah and Mudarabah financing 

falls within the commercial activities of 

Islamic banking. One of the primary 

reason why Islamic banks shy away from 

these forms of financing is the lack of 

and inadequacy of collateral which 

investors are able to provide. 

Inte l lectual capi ta l an entrepreneur 

possesses is the ultimate collateral which 

could be provided to secure financing. 

Intellectual capital is knowledge gained 

through education, training andexperiences 

than can be transferred to produce a tangible 

asset, such as an invention or innovadon. 

Knowledge can be viewed as a factor o f 

production which adds value to other factors 

of production. Indeed, knowledge might 

even be the most important factor o f 

production. Without the entrepreneur's 

intellectual capital, otherfactors themselves 

may not produce anything. 

Evaluating knowledge which is intangible 

can be a problem. This is one area which 

Islamic banks need to look into. Indeed it is 

an area whichis ideally suited to Musharaka 

and Mudaraba modes o f financing. 

Physical collateral such as real estate is 
vulnerable to market forces that lead to 
over or under evaluafion o f these assets. 

The debacle of the Savings and Loans 
Associations in the United States in the 
late 1980's attests to the problems 
associated with physical collaterals. The 
value of these assets almost vanished 
overnight and left many savings and loan 
associations with huge portfolio of bad 
loans collateralized by real estate. 

The financial value of intangible knowledge 

such as a new dmgs/medicines or software 

innovation is less susceptible to changes in 

the economic cycle as compared to tangible 

assets such as real estate. Islamic banks 

should be leaders and innovative in their 

field and try to introduce such intangible 

collaterals to encourage the development 

of small and medium size industries. 

Once projects have been identified, an 

Islamic bank could act as an underwriter or 

a venture capitalist. It can also seek high 

net -worth i nd iv idua l or ins t i tu t ional 

investors to purchase stakes in such projects 

on a Musharaka basis. The profit-or-loss 

w i l l be shared according to the size of their 

capital. In this type o f arrangement, the 

entrepreneur contributes his intellectual 

capital and know-how, the bank contributes 

its managerial skills in terms of raising and 

administration of funds and the investors 

contribute their capital. The bank for his 

role can obtain fees like any underwriter. 

Islamic banks, however may argue that 

they cannot do such underwriting under 

current laws. Indeed, this might be true as 

central banks strongly emphasise the 

separation of commercial banking from 

investment banking. However, Islamic 

Banking Acts, which most countries wi th 

I s lamic banks have enacted, a l low 

Mudarabah financing and mobilization o f 

deposits. Under the current Mudarabah 

instrument, underwriting is feasible as most 

acts do not specify the operational aspects 

of how the Mudaraba instrument should 

be used and implemented. However, i f 

Islamic banks still feel that this may not be 

feasible under current acts, they should try 

to convince centrals bank to introduce 

such changes to the law to allow them to do 

such underwriting. 

Pa radox ica l ly , a bank w i t h o u t the 
intellectual capital o f managers and 
employees w i l l not function and prosper. 
Indeed, bankers strive hard to recruit the 
best in the field to give them an edge in 
their business over others. This shows that 
bankers appreciate and va lue the 
intellectual capital o f their employees. 
Thus, given this recognition, why do 
bankers refuse to value and acknowledge 
the intellectual capital o f their customers 
and insist on physical capital o f their 
customers as the most important criterion 
in their evaluation of the creditwortheness 
of the customers. 
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Information Sources on Islamic 
Banking and Economics 

By S. Nazim Ali and Naseem N. Ali 
Published by Kegan Paul 
International 
P.O. Box 256, London WC1B 3SW 
London, November 1994, 
352 pps, 55 pounds 
Islamic banking and economics, according 
to the publishers, is a fast growing subject 
of vital interest to both East and West, as 
Musl im investors increasingly change their 
attitudes towards investments and find ways 
to invest their funds according to Shariah 
banking and financial principles. 

Indeed, demand for Islamic finance, 
especially Murabaha trade finance, Ijara 
(leasing), Musharaka (equity financing) and 
instalment sale, is ever increasing. One 
estimate puts funds under management in 
Islamic banking at a staggering $60bn and 
deposits growth in the sector is projected at 
15 per cent per year. 

According to bankers such as Mohammed 
Al-Shroogi , the Vice-President in the 
Middle East of Citibank, Islamic banks 
could attract deposits of $ 1 OObn by the end 
of the century. Islamic banking is now a 
global phenomenon with Western financial 
inst i tut ions now fami l i a r w i t h such 
intemationally-acceptedmodesoffinancing 
such as Murabaha and Ijara. Western blue 
chip corporations now regularly access short 
term Islamic trade finance mainly through 
the City of London giants such as Citibank, 
A N Z Grindlays and Kleinwort Benson, 
who together arranged some $ 10.4bn worth 
of Murabaha trade finance in 1993 alone. 

But as the authors of 'International Sources 
on Islamic Banking and Economics 1980-
1990', Nazim A l i and Naseem A l i . suggest 
"along with the rapid developments in 
I s lamic bank ing there has been a 
concomitant increase in the quantity of 
relevant Islamic banking and economics 
material generated. Since Islamic banking 
and economics is ahighly specialised cross-
disciplinary field involving economics, 
business, marketing, religion, philosophy 
and culture, it is difficult for researchers to 
locate and obtain information without 
having to go through several secondary 
sources, such as indexing and abstracting 

services. 
In this electronic age, the authors continue, 
it is essential for researchers to be aware of 
the various forms of information available 
for consultation. 

The rapid expansion o f Islamic banking 
over the last few years has meant an 
increased demand for quality information 
about its practice, progress and structures. 
T i l l today there is a big dearth in quality 
information on Islamic banking. This is so 
partly because of the continued cynicism 
about Islamic banking both in the West and 
the Musl im world; the failure of Islamic 
banks to market the system adequately and 
to promote its ethos and practice; the 
underdeveloped concept and funding of 
research and development in Islamic 
financial institutions. 

In the Musl im world, Malaysia is the only 
country really setting the pace w i t h 
developing a dual banking system - an 
Islamic interest-free system operating side-
by-side wi th a conventional interest-based 
one but not interacting. Bahrain on the 
other hand is deve lop ing u n i f o r m 
accounting standards for Islamic financial 
institutionsandhasthelargestconcentration 
of Islamic financial institufions in the world. 

Wi th this rapid expansion in a matter o f 
only two decades, the authors, Nazim A l i 
and Naseem A l i , the former an associate 
professor at Bahrain University and the 
latter a librarian at the Bahrain Training 
Institute, have rightly identified an important 
gap in accessing information and references 
on Islamic banking and economics. There 
have been other efforts in this field but they 
have been largely limited. As the title of 
this book indicates, 'Information Sources 
on Islamic Banking and Economics -1980-
1990' is precisely about accessing 
information sources on Islamic finance for 
research and other purposes. In a world of 
advanced information technology and 
highly competitive banking and business, 
it is imperative that Islamic bankers, 
researchers and businessmen have access 
to various sources on Islamic banking and 
economics. 

Much has been written on Islamic banking 

and economics over the last five years. 
However, the amount of quality research 
and writ ing on the subject is sUll largely 
lacking. For instance, most o f the articles 
in the Western media on the topic have 
tended towards the cynical, questioning 
the viability of interest-free profit sharing 
banking rather than trying to understand or 
explain the principles involved. On the 
other hand, some of the better basic research 
on contemporary Islamic banking practice 
have been done by Western academics 
such as Dr. Volker Nienhaus o f Bochum 
University. Mus l im writers themselves 
tend to drown their works in an orgy of 
eulogy - glorifying Islamic banking to a 
point o f embarrassment and blaming all 
the ills o f the world economy on the riba 
(interest) based system. This sorely 
distracts from the genuine economic and 
financial researchers such as Mohsin Khan 
and Abbas Mirakhor, some of whom have 
produced important empirical works on 
Islamic banking. 

There are huge gaps and omissions for the 
decade 1980-1990 in this book. Another 
problem is that of datedness. By the time 
the book was published in November 1994, 
some o f the information was already 
obsolete. Some references are clearly out 
of date and even some contact addresses 
of publications are erroneous. Chapter two 
on 'Islamic Banking and Finance' is based 
on a paper given by Imtiaz Pervez, former 
CEO of Faisal Islamic Bank of Bahrain 
( H B B ) at a seminar in 1990. Even M r 
Pervez would agree that since then a 
number of new issues have arisen in Islamic 
banking. 

Nevertheless, the enthusiasm and effort of 
the authors must be commended and 
encouraged. The chapters on journal 
l i te ra ture on I s l a m i c bank ing and 
economics and on electronic databases 
and on-line services are useful though 
those too need much updating. Given the 
absence o f other such li terature on 
information sources on Islamic banking 
and economics, this book is useful, 
although the authors could update and 
refine some of the material perhaps through 
some primary research. 
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Islamic Banking 

JORDAN 
First Gaza Islamic Bank 
T he Islamic Arab Bank, the first 

Islamic bank licensed in the 
Gaza self-rule area will start 
operations in the first half of this year, 
Tawfik AI-Fakhouri , a banker heading 
investors announced recently that 75 
per cent of the Islamic Arab Bank's 15 
million dinar ($21.3 million) capital 
had been covered by a private 
placement to 160 Jordanian and 
Palestinian investors. 
He said the remaining 25 per cent were 
being offered in a public subscription in 
the Israeli-occupied West Bank and the 
self-rule Gaza area wi th the closing date 
at the end of February. 

Fakhouri, chairman of the Bank of 
Jordan, a top Jordanian bank and the first 
to resume operations in the Israeli-
occupied West Bank under the Middle 
East process, said the new bank intends 
to expand to the West Bank. 

The bank, to be based in Gaza city is the 
first licensed by the Palestinian Authority 
running the self-rule are, to follow 
Islamic banking mles in the occupied 
territories and Palestinian self-rule areas. 

SAUDI ARABIA 
Land Bank Announces 
Tie-Up with Al-Rajhi 

L and Bank of the Philippines and 
Al-Rajhi Commercial Foreign 

Exchange have officially signed a 
remittance tie-up agreement to 
expedite the transfer of almost 650,000 
Filipino overseas contract workers in 
the Kingdom of Saudi Arabia to the 
Philippines, according to a press 
release from the L a n d Bank. 

The formal launching of the "Money 
Express" by Land Bank and Al-Rajhi 
Commercial Foreign Exchange was 
announced by Manuel I . Inserto, assistant 
vice-president and Middle East 

representative of Land Bank. 

Inserto regularly visits the Middle East to 
monitor the existing correspondent 
banking relationship with overseas banks 
regarding the servicing of remittances of 
OCWs. He also provides business 
counselling on the Philippine 
government's Livelihood Loan Program 
in preparation for the re-integration of 
OCWs into the Philippines. Inserto 
additionally co-ordinates wi th the 
Philippine embassy and consulate labour 
attaches and O W W A welfare officers in 
addressing the needs the banking needs 
of Filipino OCWs. 

Aside from Saudi Arabia, Inserto covers 
Bahrain, Qatar, United Arab Emirates, 
Oman and Kuwait. 

Officials present during the signing were 
Yolanda D . Velasco, vice-president and 
group head of global banking at Land 
Bank, Manuel I . Inserto, Abdul Rahman 
Abdul Aziz Al-Rajhi, chairman of the 
board and Fahad H . Mozahim, acting 
general manager o f Al-Rajhi Commercial 
Foreign Exchange. 

Filipino OCWs world-wide are estimated 
to remit nearly $3 bil l ion a year to the 
Philippines and with a large number of 
them here in the Kingdom, nearly every 
Saudi bank has started a remittance 
program to attract Filipinos. 

Stiff competition between local banks 
has left OCWs with a wide choice of 
banks and services to choose from. 

TURKEY 
IDB to give $21m to 
Turkey 
T he Jeddah-based Islamic 

Development Bank has agreed 
to give s $21 mUlion loan to a Turkish 
company to import scrap metal from a 
member country. 
This facility brings the total I D B 
allocation for Turkey to $486m for trade 
finance. The agreement was signed in 
Jeddah recentiy by IDB President 
Osamah Jafaar Faquih, Ahmed Bear and 

Bashar Yughshal, both from the Turkish 
company. 

The I D B has also given $306m to 
Turkey for various development 
projects. 

UAE 
Islamic Banking to 
Continue Growing in Next 
Century 

I slamic banking deposits in the 
Gul f will continue to grow until 

the turn of the next century, with 25 
per cent of all Gul f Co-operation 
Council deposits being made on an 
Islamic basis by the year 2000, 
according to a leading expert on 
Islamic banking. 

Dr. Rodney Wilson, reader in Middle 
Eastern economics at Durham 
University, England, says murabaha 
(mark-up) investment w i l l increasingly 
replace conventional savings and 
investment deposits. 

Dr. Wilson, author o f several books on 
Arab banking and articles on Islamic 
economics stated: "The challenge for the 
banks may not be so much to attract 
Islamic deposits, but rather to identify 
how these funds can be used profitably 
through murabaha, musharaka and ijara 
operations." 

He added: "There is certainly likely to 
be increasing competition among 
suppliers o f such financing with 
pressures on margins which w i l l affect 
the conventional as well as Islamic 
banks. 

Nevertheless much w i l l depend on 
overall economic developments in the 
region and in particular on whether o i l 
prices stay firm or remain depresed. 

"Islamic banking has been poorly 
marketed wi th a tendancy to concentrate 
on the Islamic acceptability of the 
products rather than the requirements of 
the clients," said Wilson who is to 
address a workshop on how to market 
Islamic products" being held at the JW 
Marriot Hotel in Dubai on March 19. 

The workshop is part of a major two-day 
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conference on "Current developments 
and implementation o f Islamic banking 
and finance" being organised by IBC 
Gulf Conferences from March 18. The 
conference w i l l be chaired by Dr. Ahmad 
A l i Abdullah, Secretary General o f the 
Higher Shariah Supervisory Board o f the 
Central Bank of Sudan. 

UK 
Encyclopaedia of Islamic 
Banking and Insurance 
Out. 

T he long awaited encyclopaedia 
of Islamic banking and 

Insurance will be available later this 
month. The book published by the 
London-based Institute of Islamic 
Banking and Insurance, headed by 
Muazzam Ali , is the first such 
publication combining the theory of 
the Islamic financial system with a 
comprehensive survey of Islamic 
banks the world over, while also 
covering operational problems of 
Islamic banking such as uniform 
accounting standards, conversion from 
an interest-based banking to Islamic 
interest-free banking. 

With a foreward by H R H Prince 
Mohammed Al-Faysal Al-Saud, 
Chairman of the Geneva-based Dar A l 
Maal A l Islami ( D M I ) , the 464-page 
encyclopaedia also has a section on 
research and co-ordination, profiling the 
institutions actively working to promote 
and research the field o f Islamic banking/ 
economics. 

Among the many topics covered are the 
evoludon of Islamic banking; Islamic law 
and finance; role of Islamic banks in 
economic development; venture capital; 
Islamic unit tmsts; mobilising and 
utilising funds in the Islamic financial 
market; regulatory control of Islamic 
banks by central banks; Islamic banking 
in Iran; profiles on the Dar A l Maal A l 
Islami Group; Albaraka Group; and the 
Islamic Development Bank. 

The encyclopaedia is priced at £150 plus 
postage and packaging. 

Banking and Trade 

BAHRAIN 
• Middle East Airport Technology 
exhibition Airports Middle East 96 
exhibition and conference is set to take 
place on 13/15 May 1996 in Bahrain in 
response to the rapid expansion of airport 
development throughout the Middle East 
- a US$25 bill ion market over the next ten 
years. 

Sponsored by Bahrain's Min i s t ry o f 
Industry and Development, Ai rpor t s 
Middle East 96 is supported by the leading 
airport authorities from throughout the 
region including the Gulf Airport Services 
Association (GASA) and the Arab A i r 
Carriers Organisation (AACO) . 

The exhibit ion w i l l feature the latest 
technology f rom around the w o r l d 
including: airport design and consUiiction; 
passenger, baggage and cargo handling; 
aircraft handling; airport security and 
safety; air traffic control; maintenance; 
training and associated services. 

The exhibition and conference w i l l be 
extensively promoted to attract key 
personnel from throughout the Middle 
East's aviation sector. 

Bahrain is the logical location for Airports 
Middle East due to its emergence as the 
hub o f Middle East aviation playing host 
to 40 of the world 's leading airlines. A new 
$100 m i l l i o n passenger terminal was 
recently opened at Bahrain Intemational 
Airport to accommodate passenger traffic 
which, soaring at the rate o f 13 per cent a 
year, confirms Bahrain's status as the fastest 
growing airport in the G u l f 

SHALIMAR HOUSE RESTAURANT 

We at Shalimar House Restaurant established 
in 1958 in London's East End, w i l l 

prepare and deliver anywhere in the U K . 

H A L A L A N D T R A D I T I O N A L 
P A K I S T A N I / M U G H L A I A N D 

T A N D O O R I C U I S I N E A T 

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 specialities are: 

Seekh Kebab, Batair, Paya, Maghaz 

Chicken Tikka , Mutton T i k k a 

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 

0171-709 0144/0145 

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

Patrons please note that we do N O T have any branches 

CATERERS TO T H E I N T E R N A T I O N A L CENTRE FOR I S L A M I C STUDIES 

(ICIS), L O N D O N 
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KUWAIT 
• Bank Merger 'Impractical' The 
National Assembly' s Housing Committee 
recently concluded that merging the Credit 
and Savings Bank (CSB) and the Housing 
Care Corporation (HCC) has proven 
impractical, and the two institutions must 
resume separate work activities. 

The commi t tee noted that the 
amalgamation process, which began on 
January 1st, 1995, was beset with many 
problems, including an enhancement o f 
bureaucratic red-tape. Consequently, the 
disbursement of real estate loans was 
delayed and many Kuwait i citizens were 
prevented from contributing to the housing 
care system. 

Modemisadon of Ports Kuwait 's Public 
Ports Authori ty intends to develop a 
system specially designed to control the 
movement of ships leaving and arriving at 
Kuwaiti ports. 

The Minister o f Communication and 
Electricity and Water, Jasem Al-Oun 
announcing the project last month in 
Kuwait said that the authority's five-year 
plan for 1995/1996 -1999/2000 includes 
a project for the provision, installation 
and operation o f a system to control and 
monitor ship movements at ports. He 
added that the project was allocated budget 
at KD1.5 mil l ion for fiscal years 1995/ 
1996- 1996/1997. 

Al-Oun explained that the purpose of the 
system is to l ink ports of Shuwaikh and 
Shuaiba with one radar network in order 
to overcome the geographic nature of the 
Rass Al-Ardh which leads to the Shuwaikh 
Port. 

OMAN 
• Spectre of Unemployment Oman's 
Sultan Qabbos has criticised his own 
people for boycotting jobs in several 
sectors because o f low wages and at the 
same time the private sector for serving 
only their own interests by employing 
lower-paid foreigners. 

He disclosed that around 30,000 Omanis 
are jobless, in a country of more than two 
mill ion strong Omani working population 
in 1990. The Sultanate's unemployment 
rate is running as high as 18 per cent. 
Overall unemployment rate for their 
nationals was already 14.8 per cent in 
1991. 

The Gulf Co-operation Council - grouping 
Oman with Saudi Arabia, Kuwait, Bahrain, 
Qatar and the United Arab Emirates (UAE) 
- set up ministerial committees in December 
to 'explore opportunities to meet the 
increasing demand for jobs' . 

Although most member states do not publish 
jobless statistics, they have for the last three 
decades experienced what Sultan Qabbos 
termed 'disguised unemployment'. 

He was referring to the practice o f inflating 
the c ivi l service and army to absorb job-
seekers. A n example o f the inflated number 
of government employees in some GCC 
member states, 150,763 Kuwaitis work in 
the c iv i l service, or 93 per cent of the active 
population among nationals. 

The 8.6 mil l ion strong expatriate community 
in the six countries make up 37 per cent o f 
their23 mill ion overall population, according 
to 1993 figures from the Gulf Organisation 
for Industrial Consulting (GOIC). 

In Bahrain, 55 percent of the 220,000 strong 
workforce is made up o f foreigners. 
According to Bahrain's newspapers, the 
number of jobless Bahrainis jumped from 
4,000 in 1981 (6.6 per cent o f the local active 
population) to 13,000 in 1991 (15 percent). 
The opposition says the real figure is at least 
three times higher. 

Despite such difficulties, the Gulf still imports 
foreign labour. In post-war Kuwait, despite 
pledges to cut the number of foreign workers, 
the overall workforce rose from 737,676 in 
1993 to 938,778 in 1994. 

QATAR 
• Qatar! Exports Qatar's total exports of 
national products to world states in 1994 
amounted to 1.426 bil l ion Qatari riyals ($396 
mill ion) according to a statistics reports by 
the Qatar Chamber o f Commerce and 
Industry. 

The report, which was published by the 
monthly Commerce and Industry magazine 
issued by the chamber said Qatar's exports to 
the Gulf Co-operation Council (GCC) states 
were valued at 854.4 mil l ion riyals. 

• 130% Jump in Fertilizer Profits Qatar 
Fertiliser Company (Qafco) has announced 
that 1994 net profits jumped 130 per cent to 
290 mil l ion riyals ($79.67 mil l ion) due to 
higher world prices and a rise in production. 

Qafco, 75 per cent owned by the state-
co n t ro l l ed Qatar General Pe t ro leum 
Corporation while Norway's Norsk Hydro 

holds 25 per cent, reported a 1993 net 
profit of 126 mil l ion riyals ($34.61 million). 

General Manager Faisal Al-Suweidi told 
reporters a decline in fertilizer production 
by former Soviet republics, higher natural 
gas prices and other elements contributed 
to a rise in world prices. 

SAUDI ARABIA 
• Saudis Expect to Raise $4.8bn A total 
of 18 billion riyals ($4.8 billion) is expected 
to be raised in 1995 due to the fresh increase 
in the prices o f goods and services. 

The prospect came in recent off icial 
statistics released last month. The revenues 
w i l l largely contribute to cover the 
accumulative domestic deficit during the 
coming five years provided the current 
expense rate was maintained. 

The Saudi Government decided in January 
to raise the prices of the essential goods 
and services such as fuel, electricity, water, 
telephone and domestic airline tickets. 
The Saudi Government attributed these 
measures to its efforts to rationalize the 
increasing consumption o f the high cost 
services and goods within an overall trend 
in the Gulf Co-operation Council to narrow 
the gap between prices and real costs. 

Among other hikes, fuel prices have been 
jacked up by 82 percent while the uplift in 
electricity fees ranged between 33 and 100 
per cent and the fees of stay permits by 330 
per cent. 

According to the statistics, the profit earned 
from the upswing in the price of gas w i l l 
amount to neariy one bil l ion dollars this 
year while the consumption of diesel and 
kerosene w i l l drain about $1.5 bi l l ion. 

• New Furniture Factory Prince Sattam 
Ibn Abdulaziz, vice governor o f Riyadh 
recently opened the ArabFumiture Factory 
at the Second Industrial City in Riyadh. 

Omair Al-Qahtani, executive manager o f 
the factory highlighted the extensive 
support being extended by the government 
to the industrial sector. The factory was 
built over an area of 26,000 square metres 
at a total cost o f SR 36 mil l ion (£6.5 
mil l ion) . The new factory w i l l have an 
annual capacity o f 14,000 bedrooms and 
surplus requirements w i l l be exported to 
other GCC states. 

• M a d e in S a u d i A r a b i a The 
Abudawood Clorex factory in Jeddah, 
which is the world's largest l iquid bleach 
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We cater for all palates - a unique place for 
traditional Sub-continental dishes. Parties 

catered for upto 200 guests. Outdoor catering 
for every occasion at competitive prices. 

ONLY HAL AL MEAT IS SERVED. 

Centrally situated. 
Open 7 days a week for lunch and dinners. 
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plant outside the continent of America, is 
planning further expansion o f its produc
tion facilities. 

Hussein H . Abudawood, the company 
president, reports that the factory w i l l 
increase its annual capacity by 65,000 
tonnes with an investment programme 
valued at SR 140 mil l ion. The company 
plans to enlarge its product line and the 
expanded factory is expected to be in full 
production by January next year. 

• SaudiElenex 95 Feeds Power Hungry 
Users SaudiElenex 95, Saudi Arabia's 
premier trade exhibition for the electiical 
and electronic engineering sector, w i l l 
take place 23-27 Apr i l this year, at the 
Riyadh Exhibition Centre. 

Increasing pressure on Saudi Arabia's 
power supply manifesting itself in a series 
o f power failures last summer has 
continued to fuel demand for additional 
generating capacity. Peak load on 
generating capacity was close to 19,000 
mega watts in 1994, 15 per cent higher 
than 1993' s peak, and is projected to grow 
by at least 15 per cent again in 1995. 

Against this background SaudiElenex 95 
has already attracted a number of key 
intemational companies seeking a share 
of this burgeoning market. 

UAE 
• GCC States Strive to Diversify 
Economies Gul f states have been the 
main investors in Arab industry as they 
strive to diversify their economies and 
minimise the impact o f low oi l prices, 
official figures showed. 

The six Gulf Co-operation Council (GCC) 
states accounted for more than one third 
of total Arab investment in non-oil 
industries at the end o f 1993, according to 
figures released by the Abu-Dhabi based 
Arab Monetary Fund ( A M F ) and the Gulf 
Organisation for Industrial Consultancy 
(GOIC). 

By the end of 1993, GCC countries had 
invested nearly $19 bil l ion in the non-oil 
industrial sector compared with a total 
Arab industrial investment o f $53 bil l ion 
the figures showed. 

The f igures d i d not inc lude GCC 
investments in petrochemical and other 
oil-related products, which exceed $15 
bilhon. 

Industrial investment by GCC states, Saudi 
Arabia, Oman, Bahrain, Kuwait, Qatar 
and the United Arab Emirates (UAE) did 
not exceed five bil l ion in 1975 and $9 
bill ion by the end of 1980 as most funds 
were pumped into the development of the 
oil sector. 

Increased investments pushed up the 
industrial sector's contribution to the gross 
domestic product (GDP) from around 4.5 
percentin 1980to8.1 percentin 1990 and 
9.1 per cent in 1993, according to the 
figures. 

A breakdown showed Saudi Arabia, the 
world's top oi l producer and exporter, was 
the biggest Arab investor in the industrial 

Telephone banking is one of the key growth 
areas. Leading U K bankers predict that the 
number o f calls taken through telephone 
banking is set to rise by 600 per cent by 
1997. This w i l l increase the total number of 
calls made through telephone banking from 
current levels of 1.6 mi l l ion calls per month 
to 11.5 mi l l ion per month in 1997. And by 
the year 2000, over 90 per cent of banks w i l l 
offer their customers telephone banking 
facilities. 

The report for Ernst & Young and the 
American Bankers Association also predicts 
that the volume of transactions handled by 
branches w i l l fall by 20 per cent, although 
report participants said they expect littie 
reduction in the number o f branches. 

sector, spenaing nearly j l l . l billion by 
the end of 1993. 
Investment stood at $2.9 bil l ion in the 
U A E , at $1.9 bil l ion in Kuwait, $803 
mil l ion in Qatar, $684 mil l ion in Bahrain 
and around $502 mil l ion in Oman. 

GOIC figures estimated GCC industrial 
exports at around nine billion in 1993, 
covering mosdy chemicals, paper, cement, 
and other building materials, spare parts, 
clothes and textile, food and home 
appliances. Despite the investments, oi l 
still provides more than 80 per cent o f the 
GCC's income because of the lack o f 
heavy industry, experts said. 

UK 
• U K Banking Industry Invests For 
the Twenty First Century The U K 
banking industry increased its technology 
spending by 13 per cent in 1994 to 
approximately £3.7 bil l ion, says a special 
report released in London last month. 

Note To Readers: 
Dr. Umer Chapra, Senior adviser 
to the Saudi Arabian Monetary 
Agency has pointed out to New 
Horizon, the lack of acknowledge
ment and prior permission of pub
lication of his article 'Monetary 
Management in an Islamic 
Economy' in the November, De
cember and January issues of New 
Horizon. 
New Horizon published the paper 
in good faith as a means of propa
gating the message of Islamic eco
nomics/banking and especially the 
work of Dr. Chapra who is consid
ered among the pioneers of mod
ern Islamic economics. New Hori
zon regrets it did not seek prior 
permission for publication of the 
article and for any inconvenience 
this has caused Dr. Chapra. 
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