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COMMENT 

Wanted: A Central Plan for Development of Islamic Banking 
Despite the successes of Islamic banking in recent years, there is still a need 
for a considerable drive in progress, by means such as increased 'Research 
& Development' and personnel motivation. 

COPORATE PROFILES: 

BankRakyat 
In its continuing drive towards increasing its Islamic banking operations, 
Bank Rakyat (Malaysia) has managed to achieve its highest ever profits for 
the year ending 1994. 

The National Development Leasing Corporation Limited 
Dr Shahid Siddiqui analyses the surprising achievements of The National 
Development Leasing Corporation, despite great political and economic 
upheaval in Pakistan. 

Muslim Commercial Bank 
Muslim Corrunercial Bank has performed impressively for the year ended 
1994, showing significant increases in deposits and a tremendous increase 
in pre-tax profits. 
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The Islamic Development Bank's accomplishments in its world-wide aid 
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million. Dr Shahid Siddiqui takes a considered look at the workings and 
the implications of the agreements. 
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Shari'a principles. 
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C O M M E N T 

Wanted: A Central Plan for 
Development of Islamic Banking 
f I Ihere is no denying that Islamic banking has made 

I impressive progress i n a short per iod of t w o 
^ decades. Today, w e l l over 100 Islamic financial 

institutions are functioning around the w o r l d and are 
managing some 60 to 70 billion dollars. This is no mean 
achievement, considering that the pioneers of Islamic 
banking had to start from scratch and without the benefit 
of past experience. However, it should not be forgotten 
that Islamic banking is still in a nascent stage and has a 
long way to go before it can claim to have arrived. As a 
matter of fact what has been achieved so far is no more 
than a tiny fraction of what is possible and necessary. 

Today's financial markets are highly sophisticated, 
discriminating and competitive, and demand a whole 
range of products and services. The Islamic banking 
industry must therefore, move forward quickly to meet 
the demands of the market and realize its fullpotential. It 
would be tmrealistic for it to rely for business for long on 
the goodwill and Islamic aspirations of the people as has 
happened to some extent so far. To do so w o u l d be 
suicidal. 

First and foremost is the h u m a n factor. I t is 
imperative tl\at Islamic banks are staffed by people who 
are not only competent technically but are also w e l l -
versed i n the Islamic financial system, believe in it and 
are conunitted to it . A t present all Islamic bankers do not 
fall in this category; some jumped on the bandwagon for 
selfish reasons. In this context, education and training in 
Islamic b a n k i n g assumes great importance . 
Unfortuiiately, there is an acute shortage world-wide of 
suitably qualified personnel. This obstacle to the progress 
of Islamic barJdng warrants urgent action. 

Another area which merits immediate attention is 
'Research and Development' (R&D). A t present, this vital 
function is either lacking completely or where it does 
exist, i t is rudimentary. Compared to this, conventional 
banking, despite its advanced state of development, 
gives great importance to this function and allocates 
substantial resources to it . In the June 1995 issue of 'New 
Horizon' , Dr. Saad A l Harran emphasized the crucial 
importance of R & D and r i g h t l y called i t a matter of 
survival for any business. It should be even more so in 
the case of Islamic banking, given its embryonic state of 
development. 

Recently, the Institute laimched a research project 
aimed at identifying issues and problems that were felt 
to be hindering the smooth working of Islamic banks and 

retarding their development. The aim of the excercise 
was to use the i n f o r m a t i o n gathered to p l a n a co
ordinated Research and Development programme. 

To collect the data, the Insti tute wrote to most 
Islamic financial Institutions requesting them to inform 
the Inst i tute about w h a t their m a i n concerns were 
regarding Islamic Banking and its evolution. 

The response of the Islamic financial institutions 
was very good and the Institute received a mass of very 
useful data. The data was orgarused and published as a 
booklet entitled; 'Islamic Banking and its Problems'. The 
booklet contains scores of issues that need to be resolved. 
These are divided into a number of categories. Most of 
the issues are not specific to any particular bank, but are 
common to all. 

The topics covered include, inter alia, definitions 
and s tandardisat ion of Is lamic b a n k i n g terms, 
documentary credit, stock exchange investments, spread, 
lenders of last resort for Islamic banks, banking tribunals, 
indust r ia l f inancing, development of new f inancial 
instruments, inter-bank financial markets, models for 
small business investments, international trade financing. 
World Bank funds, disputes over contracts, etc. 

In addition to the above, Stella Cox of Kleinwort 
Benson, w i t h her vast experience of Islamic investments, 
has identified many R&D areas in her excellent article in 
the July, 1995 issue of the 'New Horizon'. To mention only 
a few: a barrier exists to greater global participation in 
the Is lamic b a n k i n g sector due to the lack of 
standardisation of products and documentation; lack of 
analytical support facilities; project finance; identification 
of investment opportunities that w i l l enable Islamic 
banks to diversify and develop its asset and investment 
base and achieve an acceptable balance of sectoral; and 
geographical risk and return. 

I t is hoped that concerned agencies - Islamic banks, 
governments, research organisations, scholars, jurists, 
accountants - w i l l urgently address the issues identified 
above. A pract ica l approach w o u l d be for an 
internat ional agency, e g the Jeddah-based Islamic 
Development Bank, to assume overall responsibility for 
the project. The issues could perhaps be divided into a 
few packages and each package assigned to a national or 
international research organisation. Action in this area is 
crucial to take Islamic b a n k i n g beyond its present 
nascent stage. Failure i n this regard w o u l d inevitably 
result i n stagnation. 
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F E A T U R E 

Focus on Islamic Development Bank's 
Aid Projects 
Daphne Bukmaster looks at IDB's world-wide aid projects, charting the achievements 
of various initiatives financed from the Special Assistance Account, including relief work, 
reconstruction, education, and agricultural and technical help. 

A. A s s i s t a n c e for E m e r g i n g 
M u s l i m R e p u b l i c s and 
Communities in Eastern Europe 
and Central Asia 

For the third consecutive year, 
the Islamic Development Bank (IDB) 
has been channelling assistance to the 
emerging M u s l i m republics and 
communities in Europe and Central 
Asia. In 1993/94, US$ 2.33 mill ion 
was approved for nine operations. 
This amount excludes US$ 2 million 
equity participation in the Albanian 
International Company for Investment 
and Development which was financed 
from ordinary capital resources. 

In the past, the IDB has focused 
mainly on developing vocational and 
administrative training, educational 
programmes ( including Islamic 
education) and relief support. It has 
now expanded its activities by 
approving a number of technical 
assistance grants for project 
preparation and developing 
institutional capabilities for Albania, 
Azerbaijan, the Kyrghyz Republic and 
two non-member countries, 
Khazakhstan and Turkmenistan. 

So far, US$ 32.5 million in grants 
for 92 projects has been approved for 
the emerging Muslim republics and 
communities in Eastern Europe and 
Central Asia. 

The IDB is also now 
implementing the US$ 6 mil l ion for 
relief assistance and US$ 15 million for 
reconstruction purposes previously 
approved for Bosnia-Herzegovina. 

B. Special Assistance Projects for 
Member Countries and M u s l i m 
C o m m u n i t i e s in Non-Member 
Countries. 

In 1993/94, the IDB approved 
US$ 22.17 million for 31 programmes 
from the Special Assistance Account. 
Of this, US$ 15.52 mil l ion were for 
five member countries and two 

regional projects. 
The sum of US$ 6.66 million was 

approved for 24 operations for Muslim 
communities in non-member countries 
during 1993/94. Twelve operations 
amounting to US$ 1.55 million were 
funded from a previously approved 
grant of US$ 30 mi l l ion to support 
training and educational activities for 
Indian Muslims. 

From the establishment of the 
Special Assistance Account in 1979 to 
the end of 1994, a total of US$ 431.14 
mi l l ion was approved and used to 
fund 314 operations. Of this, US$ 
303.49 m i l l i o n was approved for 
member countries and US$ 127.65 
mil l ion for Muslim communities in 
non-member countries. 

C . Scholarship Programme 
The IDB started a Scholarship 

Programme in 1983/84 to help Muslim 
students in non-member countries to 
study medicine, engineering, 
dentistry, pharmacology, nursing, 
veterinary sciences and agriculture, 
either in their own countries or in 
member countries. In response to the 
urgent needs of Muslim communities 
in the Commonwealth of Independent 
States and the East European 
countries, the IDB included other 
studies, such as economics, finance, 
administrat ion, management, 
accountancy and marketing in the 
programme. 

The scholarships are awarded to 
Muslim communities as grants and to 
students as interest-free loans. The 
loan repayments are deposited i n 
trusts (waqfs) which the IDB has 
established in the beneficiary 
countries. The funds thus generated 
are to be used to help other students 
from the same country. 

The IDB also expects graduates 
to play an active role in the 
development of their respective 
countries and, to this end, provides 

guidance to students to enhance their 
knowledge of Islam and awareness of 
their social responsibilities. 

So far, 2,796 students from 38 
countries have been awarded 
scholarships. Exceptionally, two 
member countries, Palestine and 
Afghanistan, have been included in 
the programme and it is expected that 
more M u s l i m communities, 
particularly in Eastern Europe and 
Central Asia, w i l l join. 

In 1993/94, a total of US$ 2.28 
nullion was spent by the IDB on the 
Scholarship Programme. Since the 
inception of the programme, US$ 18.54 
nullion have been spent. Of the 2,796 
scholarships given to students from 
the beginning of the programme to 
mid-1994, 637 completed their courses 
and 217 dropped out. 

D. Merit Scholarship Programme 
The IDB Mer i t Scholarship 

Programme was introduced in 1991 to 
provide scholarships to promising or 
outstanding scholars and researchers 
to undertake advanced studies or 
research in areas needed i n the 
development of the member countries. 
The scholarships are tenable at certain 
renowned scientific institutions and 
universities and cover a wide field, 
ranging from laser and fibre optics to 
environmental protection. They are 
for a three-year doctoral degree or one 
year of post-doctoral research. Over 
the f irst five-year per iod, the 
programme has a budget of US$ 9.223 
million and is expected to support the 
tra ining of between 80 and 100 
scholars. 

The programme began with the 
acadenuc year 1992/93, since when 24 
promising and established scientists 
from 14 IDB member countries have 
benefited from it. Twenty of them are 
now studying i n educational 
inst i tutions i n the US, UK, Japan, 
Germany, Canada and Belgium. 
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For the year 1994/95, 24 
additiorial scholars were selected, 
br ingi i ig the number of countries 
benefiting to 21. Five scholars from 
the 1992/93 academic year have 
completed their studies. 

Requests for applicants for the 
new academic year are announced by 
the IDB Governors' office between 
February and May each year and 
applications are received unt i l 30th 
September. 

E. Programme for Technical Co
operation A m o n g the I D B 
Member Countries 

The Programme for Technical 
Co-operation among IDB Member 
Countries (TCP) mobilises technical 
capabilities and promotes the 
exchange of expertise, experience and 
skills among member countries. From 
1982/83 to 1993/94, the programme 
has approved 384 operations, costing 
US$ 8.90 million, for the benefit of 45 
member countries. In 1993/94, i t 
approved 55 operations amounting to 
US$ 1.20 miUion. These included: 

1. Recruiting seven experts from 
member countries in the fields of 
banking, accounting, agriculture and 
industry at a cost of US$ 100,000. 

2. Approving 20 seminars and 
workshops hosting 600 participants 
for a total of US$ 750,000, provided by 
the IDB. 

3. Providing on-the-job training 
for 60 trainees at a cost of US$ 300,000. 

F. Participation of the I D B in the 
S a c r i f i c i a l Meat U t i l i s a t i o n 
Project of the Kingdom of Saudi 
Arabia. 

For the twe l f th year in 
succession, the IDB has co-operated 
with the government of the Kingdom 
of Saudi Arabia in implementing the 
Sacrificial Meat Utilisation Project. 
The main object of this is to facilitate 
the pilgrims' performance of religious 
rites, distributing the sacrificial meat 
among the poor in member countries 
and M u s l i m communities in non-
member countries. Saudi Arabia has 
installed four fully equipped slaughter 
houses costing approximately US$ 
125.33 million. 

As part of the Special Committee 
set up by the government of Saudi 
Arabia to supervise this project, the 

IDB arranges the slaughter of 
sacrificial animals in modern abattoirs 
and the distribution of the meat to the 
poor of Makkah and to refugees and 
the needy in member covmtries. In the 
1993/94 Pilgrimage season, the IDB 
arranged for the transportation of 
sacrificial meat by sea, land and air to 
23 countries. 

The Sacrificial Meat Project has 
been publicised by the mass media in 
the member countries and booklets 
about i t are published i n nine 
languages. During the 1993/94 Hajj, 
about 520,000 sheep and 10,360 camels 
and cattle were sacrificed. In the 11 
years since the start of the project, 
about 4.73 mi l l ion sheep and over 
46,000 camels and cattle have been 
sacrificed. 

G . Islamic Research and Training 
Institute (IRTI) 
i) Research Activities 

D u r i n g 1993/94, 17 research 
assignments were undertaken. These 
were: 

1. Financing agriculture through 
Islamic modes and instruments: 
practical scenarios and applications. 

2. Redeemable Islamic financial 
instruments and capital participation 
in enterprises. 

3. Leasing-based securities. 
4. Financial instruments for 

public shareholding companies in an 
Islamic framework. 

5. Islamic instruments for the 
financing of public utilities. 

6. Islamic financial instruments 
for the development of infrastructure. 

7. Towards restructuring the 
process of monetary instruments used 
by Central banks to control the money 
supply in an Islamic state. 

8. Development of financial 
instruments to enable Islamic banks to 
manage their excess liquidity as well 
as to help them make direct 
investments in productive enterprises. 

9. Key issues in the 
development and management of 
Islamic capital markets. 

10. Assessment of the practice 
of Islamic financial instruments. The 
case of the IDB Unit Investment Fund 
and the Islamic Banks Portfolio. 

11. The possibil i ty of 
establishing Islamic financial markets 
and institutions in the Central Asian 

Republics.A case study of Kazakhstan. 
12. Islamic futures and their 

markets. 
13. A model of Islamic 

Companies' Law in Kuwait. 
14. Interest-free operations for 

external resource mobilisation w i t h 
special reference to Pakistan. 

15. How to complete the 
Islamisation process of the financial 
sector in Sudan by Islamising non-
banking financial instituhor«. 

16. Towards the Islamisation of 
the stock market. A n empirical 
enquiry into the stock markets of some 
member cotm tries. 

17. Islamisation of tax structures 
in selected Muslim countries. 

Twenty studies were published 
and five seminars/workshops were 
held i n 1993/94. The five 
seminars/workshops were: 

1. Workshop on co-ordination 
of research and training in Islamic 
economics, Islamabad, Pakistan. 

2. Course on orientat ion of 
Islamic economics, Leicester, UK. 

3. Seminar on rura l 
development f rom an Islamic 
perspective, Islamabad, Pakistan. 

4. International course on fiqh 
(law) for economists, Kuala Lumpur, 
Malaysia. 

5. Seminar on zakah 
management, Dakar, Senegal. 

The proceedings of the following 
seminars/courses have been edited 
and are now under evaluation: 

1. Proceedings of the 3rd zakah 
conference, Malaysia (Arabic). 

2. Proceedings of the 3rd zakah 
conference, Malaysia (English). 

3. The role of Islanuc banks in 
the economic development of 
Maghreb Countries, Morocco 
(English). 

4. Seminar on financial 
institutions according to the Shari'a, 
Indonesia (English). 

5. The Impact of a Single 
Economic Community on OIC 
Member Countries, Morocco (English). 

6. Proceedings of the zakah 
course, Mauritania (French). 

7. Third international conference 
on Islamic economics, Malaysia 
(English). 

The research division arranged 
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F E A T U R E 

several lectures by distinguished 
scholars during 1993/94. 

The IRTI launched a journal 
entitled Islamic Economic Studies in 
1993/94. It is a bi-annual journal 
published in English, Arabic and 
French. Work was also started on the 
preparation of country studies of 
member countries. So far, first drafts 
of 22 country studies have been 
prepared and another 18 are in 
preparation. 

In 1993/94, ten books on Islanuc 
economics were translated into 
French. Lectures by eminent scholars 
and the IDB prize laureate were 
translated into English and French. 

ii) Training Activities 
Dur ing 1993/94, the IDB 

Training Divis ion conducted the 
following programmes: 

1. Workshop on case writing 
(Stage I I ) , Marrakech, Morocco 
(French). 

2. Course on project 
identif icat ion, preparation and 
appraisal, Cairo (Arabic). 

3. Training course for 
instructors on Islamic modes of 
financing, Amman, Jordan (English). 

4. Executive seminar on 
privatisation for heads of NDFIs in 
member countries, Banjul, Gambia 
(English). 

5. Course on project 
identif icat ion, preparation and 
evaluation, Damascus, Syria (Arabic). 

6. Course on project 
identif icat ion, preparation and 
evaluation, Yaounde, Cameroon 
(French). 

7. Course on project 
implementation and supervision, 
Banjul, Gambia (English). 

8. Course on project 
identi f icat ion, preparation and 
appraisal in agricultural projects, 
Timis, Tunisia (French). 

9. Seminar on environmental 
impact assessment of development 
projects, Amman, Jordan (Arabic). 

10. Workshop on case w r i t i n g 
(Stage I), Jakarta, Indonesia (English). 

Training material for the training 
of instructors in Islamic modes of 
financing and environmental impact 
assessment of development projects 
was prepared for the participants. 

iii) Information Activities 
Data was collected on fertiliser, 

cement, petro-chemicals, energy, food 
security, trade and trade 
opportunit ies . Databases were 
prepared on research programmes in 
Islamic economics and banking, 
NDFIs and Islamic banks, M u s l i m 
universities, highly qualified Muslim 
experts and information systems and 
centres, and country profiles of 
Muslim countries and communities. 

The IDB is co-operating with the 
Arab Trade Financing Programme in 
collecting data for member countries. 

The Trade Exhibitions and Fairs 
database and the Trade Promotion 
Organisation database have been 
designed and tested and are available 
on computer. The Cement (2nd 
edition) and Petrochemicals and 
Fertilisers databases have been 
finalised in book form. The Directory 
of Channels of Communication (4th 
edition) has also been published. 

The IDB is co-operating w i t h 
UNCTAD to Arabise the Automated 
System for Customs Data to be used 
by customs departments in member 
countries. 

H . O I C I n f o r m a t i o n Systems 
Network (OICIS-NET) 

OICIS-NET was set up by the 
IRTI of the IDB, under a mandate from 
the 5th Islamic Summit, 1987, to 
improve the f l o w , exchange and 
sharing of in format ion resources 
among member countries. The pilot 
scheme was launched in 1992/93 and 
covered Egypt, Indonesia, Kuwait , 
Malaysia, Morocco, Oman, Pakistan, 
Senegal and Turkey. 

In 1993/94, an action plan was 
agreed upon and the various 
components of the network are being 
co-ordinated, inc luding the 
development of network institutions, 
database development, systems and 
standards, informat ion services, 
telecommunications and computer 
p la t form manpower t ra in ing and 
network promotion. 

Trade, industry and agriculture 
have been given high p r i o r i t y for 
developing databases. A t the first 
meeting of the Focal Points of the 
Trade Information System in 1994, it 
was agreed to implement the Trade 
Information System. 

The computer and 
telecommunication platforms to 
support the network are at an 
advanced stage. Detailed 
specifications have been drawn up for 
developing trade databases. 

A Memorandum of Understanding 
has been finalised and is expected to 
be entered into w i t h several OIC 
organisations, the Arab League, the 
World Bank, ITC/UNCTAD and ITU, 
including National Focal Centres, to 
implement the project as a co
operative endeavour of IDB/IRTl, 
NFCs and OIC and other regional 
orgarusations. 

Horizon 
For a definitive coverage of the world of 
Islamic hanking, finance and insurance. 
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C O R P O R A T E P R O F I L E 

Bank Rakyat 
Continuing to strive towards becoming a full Islamic Bank, 
this Malays ian bank posted its best year so far in 1994, 
bouncing back in spectacular fashion from near bankruptcy in 
the mid-70's. Y.B.Dr. Haji Yusof Haji Yacob 

Bank Rakyat has come a long way since its humble 
beginning in 1954 as a rural and co-operative banking 
institution. With record profits for the year-ending 

1994, it is a force to be reckoned w i t h in the financial 
services industry and moreso w i t h i n the co-operative 
movement in Malaysia. W i t h ever-increasing Islamic 
Banking facilities, the bank's ultimate aim is to operate on a 
full Shari'a basis. 

The year to 31st December 1994 was an exceptional 
one for Bank Rakyat as the achieved profit was the highest 
ever recorded and it is expected to be difficult to attain 
similar achievements for 1995. The profit for the current 
year w i l l be nowhere near to what has been achieved for 
1994, because of "certain adversities which were seen to 
impair the conscious efforts of the management," according 
to Chairman, Y B Dr Haji Yusof Haji Yacob, in the annual 
report. 

For the year under review. Bank Rakyat recorded a 
hefty pre-tax profit of RM132 million, chalking a massive 
increase of 70 per cent over the RM78 mil l ion already 
achieved for 1993. After providing some RM30 million for 
tax, the bank recorded a clean profit 
of RM102 m i l l i o n , yet a bigger 
increase of 104 per cent over the 
RM50 million for 1993. 

The profit was well above that 
budgeted at the start of the year 
and, as such. Managing Director, 
Dato' Anuar Jaafar, conceded that 
he "would have to acknowledge the 
inevitable existence of swings and 
roundabouts w e l l beyond 
expectation". He also tempered the 
high figures by mentioning that: 
"while the profit for 1994 was the 
highest ever to date, the rate of its 
improvement was not as high as 
compared to the achievement by the 
1993 profit over that of 1992." 

The bank has greatly benefited 
from the buoyant economy which is 
now entering it's eight consecutive 
year of rapid growths, w i t h a 
growth rate of 8.7 per cent in 1994, 
increasing from 8.3 per cent in the previous year and 
thereby maintaining a favourable trend. "The continuously 
high level of activities in the economy is expected to remain 
so and as such, to repeatedly benefit the Bank", the 
chairman adds. 

Dr Haji Yacob, also reaffirms a solid commitment to 
Islamic banking: "Bank Rakyat is committed to becoming a 

significant entity in the Shari'a of Islamic BarUcing System 
which is increasingly popular, even with the non-Muslims. 
In this effort, the Bank wi l l continuously refine its existing 
products and create new ones to meet the demands of the 
public. 

"Already, the unique range of its existing Islamic 
products should have placed Bank Rakyat in a formidable 
position. The overwhelming response for Islamic banking, 
as evidenced by its own experience and actual transactions 
in the year under review, has given the Bank a really fresh 
impetus to forge ahead as an inspiring institution in Islamic 
banking. 

"The aim is to provide the Bank with a competitive 
edge in the market place, either through direct services and 
support or by a long-term actions to ensure a strong 
reputation for each of its various Islamic products. This wi l l 
continue to be the principal task of the management who 
are all adamant to convert the Bank into a fu l l Islamic 
bank." 

With 59 branches all over the country at present, the 
bank is now firmly a billion dollar organisation with assets 

able to match the sizes of some corporate giants in the 
country. The chairman puts this down to the excellent 
performance of the management and the public 's 
increasing confidence in i t . The success serves to 
put Bank Rakyat on a much sounder financial 
footing with ample funds to meet any contingencies and 
eventualities. 
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C O R P O R A T E P R O F I L E 

The National Development Leasing 
Corporation Limited 
Dr Shahid Hasaii Siddiqui looks at the heartening success of a leasing company beating 
the odds in the economically depressed and politically unstable environment of Pakistan. 

N'ational Development Leasing Corporation Limited 
is a leading Leasing Financial Inst i tut ion in 
Pakistan. I t is heartening to note that the 

Corporation has shown good operational results for the 
year 1994, despite a depressed economic and political 
climate in Pakistan. 

The figures show an after tax pro f i t of Pak 
Rsl57,156,228 during the year, an increase of 26 per cent 
over the previous year. The following are the Comparative 
Financial highlights: 

Year Ended 
Dec93 

Year Ended Rise 
Dec94 

%Rise 

Share Holder's Equity 827 946 119 14 

Operating Profit 
Before Provisions 175 224 49 28 

Pre-Tax Profit 165 18 22 13 

Net Profit (After Tax) 125 157 32 26 

Balance Sfieet Footings 2,878 3,645 767 27 

Cols Raised (During the year) 1,063 1,551 488 46 

Assets Leased 4,851 5,898 1,047 22 

The assets leased during the year showed a rise of 
Rsl,047 million in 1994 from Rs4,851 mill ion in 1993 to 
Rs5,898 million in 1994 showing a rise of 22 per cent. The 
total assets also increased to Rs3,644 m i l l i o n in 1994 
showing a rise of 27 per cent as compared to last year. 

In its 11th Annual Report, it reported that during the 
period under review, the economy achieved moderate GDP 
growth. The ever increasing budget deficit led to measures 
to increase revenues through higher taxation and 
borrowings, mainly through the channelisation of domestic 
savings into government debts instruments. The low saving 
rates, and the worsening balance of payments position 
constrained private sector investment. Overall, economic 
growth was stifled by rising inflation and restrictions on 
monetary expansion. 

Possibly the greatest contributor to Pakistan's 
depressed economic activity was the size of the cotton crop. 
The crop for the current fiscal year is estimated to be 
around 8 million bales, well below original expectations, 
and this wi l l undoubtedly have been further frustrated by 
the recent floods. 

After an encouraging performance in the first half of 
1994, the Equity Markets suffered a severe setback, largely 
brought about by political uncertainty, a liquidity crunch 
and selling by foreign investors. 

Nonetheless, despite the these apparently gloomy 
observations, there has been an overall growth in corporate 
earnings which speaks well of the underlying strength of 

the economy. 
To boost its resources and for mobilising savings, the 

Corporation obtained approval of the Government for 
issuing "Certificates of Investment" in local currency on 
Profit and loss Sharing system. In 1994 the Corporation also 
introduced a scheme of "Foreign Currency Certificate of 
Investments", w i t h the approval of the State Bank of 
Pakistan. The Certificate of investments recorded a net rise 
of Rs211 million from Rs671 million in 1993 to Rs882 million 
in 1994. 

Due to the downward trend in the Stock Exchange 
market the equity Portfolio of the Corporation suffered 
losses which have been taken care of by making provisions 
of Rsl5.59 million in 1994. The Corporation acquired credit 
lines amounting to Rs382 m i l l i o n i n 1994 mainly for 
expending it's leasing business and Lease disbursements 
amounting to Rsl,047 million were made mainly in Cement, 
Power and Polyester fibre section. It is important to note 
that leasing is considered an Islamic mode of financing. 

This, the largest and oldest leasing company, is 
"committed to maintaining our position as a leader in the 
leasing i n d u s t r y , " according to Tayyeb Afza l , 

(Left to Right standing) Mohammad Naseem (Director), S.G.Abbas (Director), 
Abdul Shakoor (Director), S.M. Naseem (Director), Shahid Hassan (Director) 
(Left to Right seated) S.M. Saleem, Tayyeb Afzal (Managing Director & CEO), 
Mohammad Salim (Chairman) 

Managing Director & Chief Executive. "New markets w i l l 
be targeted... Innovative products wi l l be developed... and 
we plan to place considerable emphasis on the development 
of new financial instruments and funding sources in the 
domestic and international markets," he added. 
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C O R P O R A T E P R O F I L E 

Muslim Commercial Bank 
Within a few years of its privatisation, Muslim Commercial Bank has emerged as one of 
the major players among the rest of the public and private sector banking institutions in 
Pakistan. 

The Mushm Commercial Bank enjoyed double the pre
tax profits over the previous year during 1994, thanks 
to substantial increases in the volume of conventional 

deposits and retail credits coupled w i t h participation in 
mega-facilities for large corporates and other capital market 
operations, according to Mr Hussain Lawai, the President 
and Chief Executive of the bank. 

The bank managed an impressive 30 per cent increase 
in deposits in 1994, reaching a figure of Rs81,452 million. 

During the same period, advances by the bank also 
showed a substantial increase equating to a figure of 
Rs41,521 million - a rise of almost 35 per cent from the 1993 
figure of Rs30,753. This increase was necessary to achieve 
the growing work ing capital requirement of both the 
private and public sectors. 

There was also dramatic g r o w t h i n the level of 
investments made by the bank, an increase of 30 per cent on 
1993 figures giving a total of Rs36,159 million. The majority 
of these investments were transacted i n the form of 
Treasury Bills and FIBs. Mr Lawai emphasised the need for 
all banks to give a higher priority for the attainment of 
unrecovered loans, citing his own bank's example in 1994, 
which managed to recover Rsl,309 million, a significant 
advance on Rs780 million in 1993. 

Despite a slower than expected recovery in foreign 
trade, the bank has still managed to show a keen interest in 
the financing of imports which were increased by almost 25 
per cent in 1994 over the previous year. 

In an attempt to achieve greater exports and in the 
face of strong international competition, the bank decided to 
laimch "Exportmor" financing facility, a specialised service 
to exporters, having consolidated export financing business 
in 20 of the bank's branches. The savings that are made are 

passed on to the exporters in the form of reduced borrowing 
rates. As a result of this new facility, export business 
increased significantly to Rs21,329 mil l ion in 1994, an 
increase of 26 per cent on 1993 figures. 

The bank's introduction of the 'Remit Express' scheme 
enabled a brisker transfer of funds for its customers, 
resulting in an increase from Rs3,023 mil l ion in 1993 to 
Rs4,007 million in 1994. 

The Investment Banking Group has also made its 
mark at the capital market level within Pakistan and has 
now established itself amongst the other international 
investment banks. Achievements are exemplified by the 
raising of US $898 million for the PTC global depository 
receipts together with Jardine Fleming within a very tight 
time frame. The bank was also able to lead manage the 
largest private placement of a Fibre project to the value of 
US $55 m i l l i o n , i n line w i t h other major established 
Pakistani Banks. 

Muslim Commercial Bank now plans to expand its 
international branches to the Middle East and Africa. The 
bank has also ini t ia ted the f irst credit cards w i t h 
photographic identification, this re-launch is to boost the 
existing membership. 

Mr Husain Lawai's major targets for the remainder of 
1995 concern two projects that w i l l operate w i t h MCB's 
participation. The first project concerns a venture capital 
company in partnership with A l Barka Investment Bank of 
Saudi Arabia and Nomura Securities of Japan. The second 
project involves the setting up of an asset management 
company i n collaboration w i t h Bear Stearns Jehangir 
Siddiqui Ltd. ,IFC and a subsidiary of A T M Management 
Group of USA. , 

Highlights of the year as at December 31,1994. 

Authorised Share Capital 

Issued, Subscribed & Paid-up Capital 

Capital Reserve for Issue of Bonus Shares 

Reserve Fund 

Deposits 

Net Assets 

Profit before taxation 

Profit after taxation 

(Rupees in millions) 
1994 1993 

2,000.00 2,000.00 

1,117.99 662.52 

202.00 124 ?? 

1,137.00 1,086.00 

81,452.19 62,782.74 

98,603.62 75,426.95 

707.62 346.23 

252.62 146.23 

Number of Accounts 3,648,705 3,411,427 

Number of Branches 1,306 1,290 
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JUST PUBLISHED 
T h e F i r s t - e v e r 

E N C Y L O P A E D I A O F I S L A M I C B A N K I N G & I N S U R A N C E 

With a foreword by H R H Prince Mohammed 
Al-Faysal Al-Saud, Chairman of the 
International Association of Islamic Banks, the 
monumental Encyclopaedia involved years of 
painstaking research and preparation. 

The 464-page Encyclopaedia deals with the 
concept and evolution of Islamic banking as well 
as its operational problems and prospects. It 
also contains a comprehensive survey of Islamic 
banks the world over. 

The valuable reference book, published by the 
Institute of Islannic Banking & Insurance, 
London, contains in-depth articles by 
distinguished scholars ai\ jurists. 

The Encyclopaedia is divided into eight 
sections dealing with various aspects of the 
Islamic economic system, namely:-

• Concept, Theory and Evolution 
• Operations 
• Investment and Insurance 
• Inter-bank Relations 
• Experiences 

• International Groups and Organisations 
• Research and Co-ordination, and 
• International Survey of Islamic Banking 

Institutions 

Among the topics discussed are: Islamic Law 
and Finance; Role of Islamic Banks in 
Development; Role of the Religious Boards; 
Characteristics and Structure of an Islamic 
Bank; Financial Accounting: Mobilising and 
Utilising Funds; Ijara; Venture Capital; Islamic 
Unit Trusts; Stock Exchange Transactions; 
Conversion of Interest-based Banking to Islamic 
Interest-free Banking; Islamic Investment; 
Islamic Insurance; Regulatory Control of Islamic 
Banks by Central Banks; Experiences in Iran, 
Pakistan and Sudan; the Role of the Islamic 
Development Bank, Dar Al-Maal Al-Islami 
Group and Tlie Albaraka Group; the 
International Association of Islamic Banks; 
Institute for Islamic Banking and Insurance. 

The Encyclopaedia is priced at £ 1 5 0 + p&p*. 

C ^ ^ ^ 

ORDER FORM 
E N C Y C L O P A E D I A O F I S L A M I C B A N K I N G A N D I N S U R A N C E 

Name 

Address 

Telephone Fax Date 

Please sertd copy(ies) of the Encyclopaedia at £ 1 5 0 + pSq)* . Bardcers draft/cheque on a 
U K bank for £ is enclosed made payable to the "Institute of Islamic Banking and 
Insurance", I C I S House, 144-146 Kong's Cross Road, L o n d o n W C I X 9 D H , T e l . 0171 833 
8275 Fax 0171 278 4797 

* p & p rates per vmit U . K . £ 5 ; Europe £ 7 ; Rest of the world £ 1 0 



F E A T U R E 

Interest-Free Financing Agreement 
Dr Shahid Hasati Siddiqui examines the interest-free financing agreement of $40 million 
executed between the International Finance Corporation and Leasing Modaraba 
Companies of Pakistan 

On 25 July, 1995, the 
International Finance 
Corporation (IPC), executed 

three interest-free agreements in 
Pakistan for p r o v i d i n g long term 
finance, aggregating to $40 million, to 
First UDL Modaraba, First Crescent 
Modaraba and Second BRR Modaraba. 
According to the arrangements, IFC 
w i l l subscribe Income Notes (IN) of 
Modaraba companies for an aggregate 
face value of $20 million from its own 
resources, and w i l l mobilise the 
balance amoimt through placement of 
I N w i t h Islamic investment 
institutions. 

I t is significant to note that 
in i t i a l ly two more Modaraba 
companies, namely, Modaraba A l -
Mali and First Grindlays Modaraba 
had also successfully negotiated 
investment financing with IFC for $30 
million and $10 million respectively, 
but then had opted out of the scheme 
at the eleventh hour due to various 
reasons. It is felt that they may have 
done so in the wake of high rates of 
forward cover fees, non-observance of 
Shari'a spirit in the arrangements, and 
a possible reluctance in giving 10% 
equity to IFC in the company. It is 
estimated that forward cover fees 
could be as high as 11% per annum, 
and if a Modaraba company declares a 
dividend of 15%, the cost of funds 
including charges, for all practical 
purposes could be well over 20% pa, 
whereas in Pakistan lease finances are 
being presently made available to 
good parties at the rate of about 19% 
pa. It is therefore felt that the 
Modaraba companies may have 
agreed to sign the agreement more in 
the interest of the management 
company who, being sponsors and 
managers of the project, are entitled to 
a 10% fee on the p r o f i t of the 
Modaraba. This may amount to 
sacrificing the interest of Modaraba 
certificate holders. 

A representative of IFC claimed 
that these agreements are based on 
Islamic principles and that: "This is 

IPC's first major initiative to tap the 
vast pools of Islamic funds i n the 
Middle East and elsewhere, and 
channel these resources through 
Modarabas into long term investments 
in productive assets in Pakistan." 

The funds have been made 
available by IFC to the three Leasing 
Modaraba companies, to be utilised 
exclusively in Leasing operations, in 
the form of quasi equity mode of 
redeemable capital by way of the I N of 
the Modaraba companies 
denominated in US dollars. The profit 
part ic ipat ion is l inked to annual 
dividends as shown in table. 

agencies, due to the restriction that 
they cannot obtain funds under an 
interest-based system. The designing 
of the instrument of I N on an interest-
free basis of IFC, is therefore being 
termed as an historic event in this 
direction and could go a long way in 
meeting the economic needs for the 
country by making available finances 
to small and medium enterprises on 
the one hand and enhancing and 
enlarging the activities of leasing 
Modaraba companies on the other. 

According to regulations, the 
operations of Modarabas in Pakistan 
are supervised by a religious board 

According to the agreements, I N 
can be redeemed by IFC in six equal 
semi-annual instalments after seven 
years grace period in US dollars, and it 
can also opt for up to 20% on the I N 
outstanding at any time w i t h 
Modaraba Certificates at par. 

In this connection, it is important 
to note that Modaraba companies have 
expanded very rapidly in Pakistan in 
the last few years, but have been 
feeling constraints on their resources 
as heretofore, they were unable to 
obtain finances f rom international 

constituted under Section 9 of 
Modaraba Companies and Modarabas 
(Floatation and Control) Ordinance, 
1980. The religious board is therefore 
required to ensure that the Modarabas 
do not flout the tenets of Islam. It is 
reported that after careful scrutiny and 
deliberations, the newly constituted 
religious board has cleared the 
agreement executed with IFC. 

The scrutiny of the terms of 
agreement concluded w i t h IFC 
however, reveals that there could be 
serious reservations regarding some of 
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F E A T U R E 

its terms. I t appears that IFC can 
redeem I N after a specified period "at 
par". It has also been laid down in the 
agreement that IFC can opt to convert 
the outstanding amount of I N into 
Modaraba certificates (MC) during a 
specified period "at par". Further, IFC 
wil l not be bearing the losses incurred 
by the Modaraba company as a going 
concern i n the rat ion of funds 
invested. In the absence of any 
compliance with this requirement, the 
whole transaction becomes invalid. 
Shari'a clearly lays down that losses 
should be borne strictly in the ratio of 
capital employed in the business. It 
appears that this requirement has not 
been fulfilled in the agreement, and 
various clauses have been 
incorporated therein, i n an 
unsuccessful bid to bring it closer to 
Shari'a. 

The provisions of the agreement 
referred to above violate the basic 
principles of loss sharing and also 
involve the element of interest in the 
transaction. This is being justified by 
the argument that IFC shall not be 
entitled to a return on I N , i f the 
operations of the Modaraba company 
during a year do not record profit, and 
a comparatively lower return has been 
laid down for IFC, apparently in lieu 
of IFC not assuming responsibility for 
losses during the year. It is also argued 
that as the losses of the Modaraba 
company w i l l be carried forward to 
the next financial year, lesser 
dividends w i l l be declared by the 
Modaraba, thereby reducing the 
return to IFC. It is also argued that in 
case of liquidation, IFC would be able 

to fall back upon the residues of the 
Modaraba company as p r i o r i t y 
creditors. This appears to be against 
the interest of Modaraba certificate 
holders, as the IFC is being given the 
priority share in the residues and not 
the proportionate share. 

As aforesaid, IFC can opt to 
convert the outstanding amount of I N 
into MC during 
a specified 
period "at par". 
This amounts to 
i n t r u d i n g the 
element of 
interest i n the 
transaction in 
s i t u a t i o n s 
where the book 
value of MC is 
lower than the market value of these 
certificates, at the time this option is 
exercised. 

In the final analysis it appears 
that IFC has agreed to share potential 
losses, if any, only in the case of 
liquidation of the Modaraba company, 
and not the losses incurred by the 
company as a going concern. It has 
accordingly, in the case of loss, 
ensured the safety of the principal 
amount invested in the Modaraba 
company. This is clearly against the 
spir i t of Shari'a. I t is therefore, 
surprising to note that the religious 
board has cleared the agreement 
which does not appear to be in 
conformity with the Shari'a. 

Although it is claimed that the 
financial system i n Pakistan is 
working under Islamic tenets, the fact 
remains that the operations of the 

commercial banks, development 
f inancial inst i tut ions , investment 
banks and leasing companies etc, are 
not being supervised by religious 
boards. It is only in case of Modaraba 
companies that the religious board has 
been constituted under the law to 
supervise their operations. The general 
impression therefore, has all along 

TABLE 

Dividend Rate declared 
by the Modaraba Company Share of IFC 
1) Upto 15% 60% of the dividend rate 
2) Up to 30% 60% of the dividend rate up to 15% + 40% 

ofthe dividend rate in excess of 15% 
3) In excess of 30% Same as at 2 above + 20% of the dividend 

excess of 30% 

been that Modaraba companies i n 
Pakistan are operating under interest-
free system. The doubts regarding the 
permissibility by the Shari'a of the 
agreement executed with IFC should 
therefore be given serious 
considerations for taking remedial 
measures as early as possible, as many 
people invest their funds w i t h these 
companies purely on good faith. 

I t is expected that other 
international financial agencies w i l l 
also jump in , providing finance on 
similar basis to various companies in 
Pakistan, and IFC is also likely to offer 
more funds for investment. I t is 
therefore imperative that the lacunae 
in the agreements concluded with IFC 
f rom the Shari'a perspective, are 
rectified as early as possible and the 
terms of agreement are re-examined 
for future guidance. 
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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. 
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Open 7 days a week for lunch and dinners. 

Please caU 071-727 5420 or Fax: 071-229 1835 for reservations. 
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R E V I E W 

"Banking in the Middle East"-
Financial Times Report 
Andrew Cunningham is a bank analyst at Moody's Investors Service and specialises in 
the Middle East. He has previously worked as a journalist with the 'Middle East Economic 
Digest' as well as a finance specialist for 'Middle East Economic Survey'. 
He has compiled the 'Banking in the Middle East' report published by Financial Times 
Publishing 

Anew management report from 
F.T. Financial Publishing 
entitled Banking in the Middle 

East has been w r i t t e n by Andrew 
Cunningham. I t is an authoritative 
guide to the fundamental working 
mechanisms of the Middle Eastern 
markets. The report i n d i v i d u a l l y 
explores each country in the region 
with a focus on the banking trends, 
regulations and legislation, as well as 
contemporary issues which affect their 
financial markets. It also considers the 
development of these financial 
markets, the role of the banking 
system, the relationship w i t h 
international organisations and the 
increasing role of Islamic banking in 
the region. 

The development of the financial 
markets are seen to be segregated 
between two groups of economies; 
firstly, the oi l rich exporters of the 
GCC (Gulf Co-operation Council); 
Bahrain, Kuwait, Oman, Qatar, Saudi 
Arabia, UAE, and secondly, the rest of 
the developing countries wi th in the 
region. Initially, the report conducts 
an overview of the evolutionary stages 
of the economies in the Middle East, 
citing focal points of the role of the 
banking system such as the various 
developments of debt and equity 
instruments. Intrinsic cul tural 
differences between Western and 
Middle Eastern banking practices are 
supremely highlighted by the author's 
conclusions of the contrasting 
methods of reporting and disclosure. 

The report also places emphasis 
on the importance of the Gulf Co
operation Council and its relevance to 
the development stages of the Middle 
Eastern economies. I t outlines the 
common characteristics of the GCC 
countries which joined i n 1981 
expecting i t to be a force for 
synchronised policy, in which regard 

i t has fai led. These shared 
characteristics include the i n i t i a l 
economic development of the GCC 
countries which began i n 1973 as a 
result of the massive rise in oil prices. 
Al l the GCC countries have since been 
heavily reliant on oi l prices and all 
except for Kuwait, fix their currencies 
to the US dollar. The market overview 
of the Gulf Co-operation Council gives 
a clearer perspective of the 
background to the emergence of 
certain Middle Eastern economies. It 
also touches upon possible future 

F T 
Financial Times 

Financial Publishing 

competition amongst GCC countries 
such as Bahrain and Dubai which are 
expected to show continued rivalry for 
the role of the principal international 
banking centre of the Gulf. Foreign 
bankers, however, wi l l still view Saudi 
Arabia as the most valuable market 
since it accounts for over half the GDP 
of the GCC as well as nearly half the 
commercial banking assets. 

Arab banking in international 
markets is also examined beginning 
with the entry of Arab investments in 
global markets as a result of the 
explosion of oi l prices in 1973 and 
1974. The report brief ly charts the 
expansion of Arab banks on the 
international scene which began with 
the majority of Arab financial 
institutions establishing themselves as 
consortium banks. 

Finally, the report divulges in 
the rapid expansion of Islamic banking 

and br ie f ly tries to explain the 
essential characteristics that 
differentiate it from the conventional 
banking system. I t manages to 
ascertain that pr inc ipa l ly . Islamic 
banking when employed in its purest 
and simplest form has greater success 
than when i t is constructed into a 
sophisticated financial system as it is 
by many Islamic financiers. The rise of 
this alternative banking system is 
traced not only to the increase in oil 
prices in 1973 but also to the Iranian 
revolut ion i n 1979. I t is also not 
considered to be confined to the 
M i d d l e East, as is exemplif ied by 
Malaysia and Pakistan. Andrew 
Cunningham outlines the differences 
between the theory and practice of 
Islamic banking. He states, w i t h 
examples, the need for Islamic Banks 
to engage i n interest-based 
transactions, even if it may be on an 
infrequent basis. The four key Islamic 
f inancial instruments; Murabaha 
(trade finance); Musharaka (venture 
capital); Mudaraba (funds 
management) and Ijara (leasing) are 
also b r i e f l y out l ined as the 
instruments most frequently used by 
Islamic banks. 

The report includes coverage of 
the following countries: 

Bahrain; Kuwait; Oman Qatar; 
Saudi Arabia ; U A E ; Egypt; Iraq; 
Jordan; Lebanon; Syria; Yemen; 
Algeria; Libya; Morocco; Tunisia & 
Iran. 

There are 184 pages in the report 
and is priced at £350. Further 
information can be obtained from: 
FT Financial Publishing 
Pearson Professional Limited 
Maple House 
149 Tottenham Court Road 
London WIP 9LL. 
Tel : 0171 896 2222. 
Fax: 0171 896 2274. 
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The Concept of Leadership Among the 
Leaders In Islam 
Dr Saad Al-Harran, Assistant Professor of Islamic Banking & Finance, at the International 
Islamic University in Malaysia, discusses Islamic fundamentals of good leadership and 
management, drawing his observations from the words and actions of the Prophet 
Mohammed (upon whom be peace) and his companions. 

Islam is a complete way of life and 
offers not only to regulate the 
spiritual aspects of mankind, but 

even to take care of his material needs. 
The former is a direct relationship 
between the Creator (Allah) and his 
creatures, the latter is transactional in 
nature among mankind, and 
encompasses the management of 
other's affairs and dealing w i t h 
people. 

As a religion of moderation and 
balance, Islam provides a basis from 
which to deal w i t h many varied 
aspects of l i fe inc luding : social, 
polit ical , economic, business and 
management. Therefore, the concept 
of management (and its application) is 
not peculiar to Islam, rather i t is 
embodied in the very belief and faith, 
and has been translated in terms of 
action and deeds by way of 
illustration. 

I t is sad to observe that the 
contemporary M u s l i m minds of 
professionals, when they discuss the 
concept of management at different 
formats such as seminars, workshops 
and conferences, largely tend to be 
influenced by other models of 
management such as those from the 
West or the East - the Japanese concept 
of management, for instance. 

When these kind of professionals 
write papers to a journal or 
newspaper, or present a model to a 
conference or seminar, they start over
emphasising the importance of Eastern 
models of management. However, it 
was felt by some (especially those who 
have learnt from the lessons that the 
history of the Islamic civilisation has 
to offer), that such a distinct 
management model would not solve 
their problems in managing the affairs 
of their economics, but indeed that it 
would make them more complicated 

and confused. 
The Japanese model of 

management was structured (or 
developed) in an environment and 
culture which is completely alien to 
ours. In the past three decades, since 
the 1960s, the experiences of other 
nations in the M u s l i m W o r l d has 
taught us many lessons. For example, 
a country, let's call it country 'A' , by 
adopting an economic model, for 
example from the Eastern block, such 
as from the former-USSR, which is 
based on different environment and 
cultural values, has ended up in 
economic disarray, and the social cost 
which that society has paid, and still 
pays, is extremely high, with financial 
losses running into billions of dollars. 

So what have we learnt from the 
experiences of some parts of the 
Musl im world? Not a great deal it 
seems. We are committing the same 
mistakes as before. The ultimate loser 
in this costly exercise is society, and it 
is the indigenous people who w i l l 
suffer, sooner rather than later. Who is 
to blame for these disastrous economic 
blunders? That only history can judge. 

Therefore, the environment, 
culture and level of education, do 
influence the professional economist 
when he builds a model. I t is not 
sufficient merely to build a Japanese 
model of management, and then try to 
convince others that such a unique 
model can operate w e l l in our 
environment - past lessons have 
shown this to be untrue. 

Learning from others is no bad 
habit, as the concept of life itself is a 
learning process, but simply copying 
the model of others, or even 
conceptualising it with the intention of 
implementation, within an economy 
that is essentially different i n it 's 
environment, culture and educational 

background, may understandably do 
more harm than good, especially in 
the long r u n . Once the costs and 
benefits for such a sudden shift are 
analysed, it w i l l be realised that the 
cost far outweighs the benefits and 
making rectifications wi l l also be very 
costly indeed. 

What we really want to convey 
in this article is that we need to look 
more closely at the history of Islamic 
civilisation, and particularly how the 
Prophet Mohammed (upon whom be 
peace) and his companions were 
successful in managing the affairs of 
the Islamic state as well as the people. 
This by itself is an indication that 
management i n Islam is not only 
unique but it is vital that it be studied 
carefully by professional Muslims and 
others (some of whom have already 
learnt from it) in order that it may be 
implemented in our daily life. 

Umar Ibn Al-Khattab and how 
he introduces the concept of 
leadership among leaders is the 
subject of discussion i n this brief 
paper. Umar was the second successor 
of Prophet Mohammed, and 
introduced a concept of management 
and administration which needs to be 
taught, studied and practised in our 
schools and universities. It should be 
started at the primary school level and 
carry on up to the higher learning 
institutions especially for those who 
are managing the affairs of others. 

According to the opinion of 
many scholars, Umar is the real 
founder and the father of modern 
administration. This unique concept of 
management is not given just in terms 
of concept or methodology, as Umar 
actually put it into practice. He was a 
successful trader, which indicates that 
the market was (and is) important in 
Islam, but his main objectives were not 
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to make huge profit, but to acquire 
knowledge. Since Islam is a religion of 
moderation the target of Islamic 
financial institutions should be 
reasonable profit from any business 
operations or transactions, but it is 
also to gain higher knowledge, which 
can then be passed to the public, and 
employees of the organisation. 

What are the characteristics of 
Umar's leadership? 
1. Submission to Allah 

Generally speaking to be a 
leader in Islam is not a simple task. 
Umar (or any other companion to the 
Prophet) had to make a real 
submission to the Creator so that he 
could be entrusted w i t h power and 
responsibility, while following His 
path in daily life. Secondly, he is a 
servant or Abd to the Creator and 
therefore indebted to h i m only 
because without H i m he w i l l never 
exist. Thirdly, the concept of life is a 
trust and he w i l l be accountable and 
for his deeds and actions in this life 
and Hereafter because he is entrusted 
with responsibility. 

Al i , the fourth Caliph said " I saw 
Umar running exhausted so I asked 
him where he was going" . Umar 
replied " I am trying to catch one of the 
camels of charity, as i t has gotten 
free". A l i exclaimed that this was too 
much and that how d i f f i c u l t an 
example i t was to fo l low for his 
followers. Umar responded that if 
even a single goat were lost in the rims 
of the Euphrates, Umar w o u l d be 
accountable for i t on the day of 
Judgement. And the resources given to 
him by Allah must be utilised for the 
benefit of the society rather than lost 
or unuhlised. 

Have the current Muslim's mind 
and intellectuals (or Islamic financial 
institutions) succeeded in efficiently 
utilising our resources? Unfortunately, 
experience has taught us that they 
have not. We wil l not have success as 
long as we do not change our attitudes 
and perceptions, whi le others w i l l 
successfully utilise our resources for 
their own benefits, which is often for 
the benefit of a few. 
2. Strong Personality 

When Umar became the leader 
of Muslims his age was fifty, which is 

the age of great mental maturity and 
physical strength. His toughness was 
not an end, rather it was a mean to 
serve the interest of Islam. The 
Prophet Mohammed said: 

"The most graceful person for 
my nation is Abubakr and the 
toughest person in my nation on the 
path of the religion of Allah is Umar." 

From the above quote we see 
that while Umar was tough, Abu-Bakr 
(the first successor to the Prophet) 
provided a balance in his inherent 
gentle-naturedness. Therefore, we 
may learn that a strong personality is 
important to be a leader when he has 
to exercise power and make decisions 
after consultation with others. A weak 
leader or manager cannot make 
decisions as he delays i t due to 
unwillingness to use his legitimate 
authority. According to Umar such a 
person should be a follower not a 
leader. 
3. Participative Management 

When i t comes to a decision 
which effects the lives of people, it was 
Umar who called for the public to 
participate in making the decision. 
Participation is a must in Islam, and it 
was done at the grassroots level 
through consultation and advice and 
this is where the concept of Al-Shurah 
came to be. To involve the people in 
the decision-making process is a 
culture by itself which Umar 
developed. Umar also consulted his 
followers before he made the 
appointments of governors and army 
commanders. Umar kept the people of 
highest calibre among his companions 
with him in Madina so as to benefit 
from their opinions but consultation 
did not just stop at this level, in fact it 
was so wide that it included virtually 
everybody in the society regardless of 
age, race or gender. 

4. Quality Management 
Islam gives due consideration to 

the question of quality of work and 
according to Prophet Mohammed 
(upon whom be peace): "when one of 
you does a job he/she should do it 
well" . The Prophet went further when 
he said: "When you slaughter an 
animal for sacrifice do it in the best 
way, make certain that the knife is 
sharp so that the slaughtered animal 

dies comfortably." 
Umar was also extremely careful 

in appointing his leaders and he chose 
them only after careful scrutiny, as he 
delegated a great deal of power to 
them to exercise. The delegation of 
power is a reflection that Umar was 
indeed a qual i ty leader who gave 
authority and responsibility to his 
qual i f ied companions. Al-Buraey 
stated that Umar used to test the 
performance of his governors by 
appointing them on ad-hoc basis for 
two to three months prior to their 
regular appointments. 
5. Control Process 

Umar's task was to explain to the 
appointee what he was expected to do. 
Then, he has to check whether the 
appointee was doing the job that he 
was ordered to do. Umar checked over 
the performance of his appointees 
through certain programs such as the 
annual Hajj conference, Umar's 
personal visits, intelligence, and the 
agency of complaints which received 
public complaints about the various 
leaders. 

The control process introduced 
by Umar was also fo l lowed by 
surprise visits to the appointees 
without any prior notification which 
demonstrates to us that he was an 
action-oriented leader. 

First ly, he accumulated facts 
about the performance of the 
appointees who did not carry out their 
duties appropriately. Once this 
in format ion was collected and 
analysed. Umar d i d not hesitate to 
change them and the actions were 
very decisive, ensuring that he could 
improve an already good 
performance. The process of 
improvements was facilitated by the 
culture of advice and this is a 
philosophy the Prophet had planted in 
the minds of his companions. 

Thus it may be valid to question 
whether it is now the right time for 
professional Muslims to spend more 
time and effort reading and analysing 
the history of Islamic civilisation with 
special references to management and 
other disciplines? Perhaps with hope, 
it is not already too late to redirect our 
attentions to this course. 

NewHorizon September 1995 15 



L E T T E R S 

Mark Down the "Mark Up" 
Islamic Banking was launched 

nearly two decades ago w i t h great 
fanfare. 

One of the instruments 
introduced was "Mark Up" . Though 
not strictly i n accordance w i t h the 
Shari'a law. Islamic scholars permitted 
its use as a temporary measure. It was 
hoped that the Islamic banks would 
develop new instruments keeping in 
view the Islamic concept. 
Unfortunately, "Mark U p " continues 
to donunate Islamic banking. It is time 
that Islamic bankers replace "Mark 
Up" system by Islamic Instruments. 

Salem Ahmed 
Abu Dhabi 

Four Points to Consider 
Having for the first time read 

your magazine, there is I th ink a 
considerable scope to improve. The 
fact that New Horizon is carving a niche 
in a much needed are of Islamic 
studies is very encouraging. However, 
there are at least four points which 
might be worthy to consider. 

Firstly, twenty pages for two 
pounds is a bi t steep. Much of the 
journalism seems not investigative or 
evaluatory, rather a sparse dabble in 
various fields of M u s l i m finance. 
Perhaps increasing the page number 
to about forty might be appropriate. 

Secondly, the agenda is very 
narrowly focused so as to exclude not 
only the average Muslim layman to 
who I am sure this is not directed to, 
but also intellectuals and academics. 
Aiming simply at bankers prevents, 
your magazine and the M u s l i m 
reading population from reaping the 
full rewards of its niche, ie on banking 
and insurance. There is a need for a 
platform of debate on Islamic banking 
which must not only incorporate the 
banking wor ld but Islamic thinkers 
and academics. To completely exclude 
the latter, w h i c h seems to be the 
adopted tow, is perhaps w o r t h a 
critical glance. 

Thirdly, with the rise of Muslim 
stockmarkets and the globalisation of 
world trade, finance and industry, 
perhaps two or three pages should be 
devoted to various equity markets. 
Further, not only w o u l d their 
performance be interesting to note but 

also how they stand viz various 
perspectives within Islamic law. Are 
for instance the Malaysian banking 
and equity industries run along lines 
broadly within the Islamic paradigm? 

Related to this, is the f o u r t h 
point that the journal should 
encourage a greater participation of 
the Muslim people in Muslim banking 
and finance. There is little point in 
conducting surveys and debates on 
finance within Shari'a if for instance 
there exist no such financial products 
for the Muslim to turn to. Indeed, if 
such IslamJcally geared products exist, 
where are they for I have seldom come 
across them? We need to know if there 
are such things as Islamic unit trusts, 
where are they, do they perform well? 
By attracting the mass M u s l i m 
consciousness and allowing channels 
for this to filter would perhaps be the 
best way to improve and strengthen 
Islamic banking, something New 
Horizons is ideally placed to do. 

Saqib Qureshi 
Editor, Islamica 
London 

It's Not Just a Matter 
of Riba 

It seems to me that we always 
tend to become entirely caught up in 
the intricate workings and 
complexities of interest-free banking 
as the be-all and end-all of the Islamic 
financial system, and forget that this is 
a blanket which covers the entire 
spectrum of daily and commercial 
transactions. 

The Islamic Economic Order is 
based on a set of principles 
consti tuting the concept and 
philosophy as enunciated explicitly in 
the Holy Qur'an. This philosophy 
provides what can be understood to be 
the Islamic systems of social justice. 
No matter what aspect of Islamic 
Economic Order is introduced for 
practical operations, i t has to base 
itself on the Qur'anic concept of social 
justice. The Islamic financial system, 
therefore, cannot be introduced merely 
by e l iminat ing riba, but only by 
adopting Islamic principles of social 
justice, and introducing laws, 
practices, procedures and instruments 
which help in the maintenance and 
dispensation of justice, equity. 

fairness, and human considerations. 
The positive realisation of the 

Ummah's responsibil i ty towards 
creating an Islamic framework of 
economic and financial system at state 
level, owes much to the late King 
Faisal b i n A b d u l Aziz Al-Saud of 
Saudi Arabia, on whose initiative the 
Organisation of Islamic Conferences 
was established. Concrete efforts were 
made to init iate collective efforts 
towards u n i t i n g the Muslims for 
common objectives. The elimination of 
riba and the creation of Islamic 
financial and economic institutions 
were among these objectives. 

It was the belief of His Majesty 
King Faisal, that since the Qur'an 
prohibited riba, and laid down specific 
principles for an Islamic economic 
society, i t was incumbent on every 
Muslim to obey these commandments 
and abide by these principles. He felt 
that the Islamic nations must evolve a 
structure which could have a blend of 
the Shari'a (Islamic law) , and the 
modern financial techniques in order 
to produce a new and viable financial 
alternative, free of what is prohibited 
i n Islam and pursu ing what is 
enjoined in it. 

I think that from time to time, if 
not more often, we would do well to 
remember this i n our pursuit of a 
society created and run along God's 
designated path. 

Shaheer Al-Haq 
New Jersey, USA 

Letters Column Returns 

Readers are invited to send in their 
views, opinions and discussions, for 
this section. 

The editors reserve the right to 
edit, abridge, or refuse publication of 
any letters submitted. The views 
expressed in the letters column are not 
necessarily those ofthe Publishers or of 
the Institute of Islamic Banking and 
Insurance. 

Please send your letters, 
preferably typed, to: 
The Editor, 
New Horizon, 
ICIS House, 
144-146 Kings Cross Road, 
London WCIX 9DH. 
UK 
Or by Fax: 0171 278 4797 
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Islamic Banking 

BAHRAIN 

I I C G B a h r a i n Provides 
US $ 15 million Financing Facility 

Islamic Investment Company of 
the Gulf (Bahrain) EC, (IICG Bahrain), 
according to its press release, has 
provided a Murabaha Financing 
Facility of US $15 mil l ion to Dogus 
Insaat ve Ticaret AS, a subsidiary of 
Dogus Group, Turkey. The Murabaha 
Financing Facility is for the purchase 
of construction materials by Dogus 
Insaat ve Ticaret AS (the "Dogus 
Group Company"). The obligations of 
Dogus Group Company are 
guaranteed by Garanti Bankasi, 
Turkey. This financing facility is fully 
underwritten and structured by IICG 
Bahrain. Citibank International pic is 
the arranger for the fac i l i ty . The 
faci l i ty Agreement was signed i n 
Istanbul, Turkey on July 31,1995. 

During the last two years, IICG 
Bahrain has raised in excess of US $0.5 
billion under the "Islamic Financing 
Programme". 

The successful closing of this 
value added transaction in Turkey is a 
tribute to the growing respect and 
confidence which the international 
investors have continued to show in 
financing proposals in Turkey and 
also to the prominent role w h i c h 
Bahrain is p laying as a leading 
financial centre. 

IICG Bahrain is currently in the 
process of finalising agreements to act 
as arrangers, lead managers and 
Modareb for syndicated financings in 
Egypt, Indonesia, Pakistan, South 
Africa, Turkey and other countries. 

SAUDI ARABI/!£ 

I D B Approves More than US $102 
Million to Finance New Projects 
and Operations i n Favour of a 
Number of Member Countries 
and Muslim Communities. 

The Board of Executive Directors 
of the Islamic Development Bank has 
approved new finances totalling more 
than US $102 mil l ion in favour of a 
number of member countries and 
Muslim communities l iving in non-

Islamic cormtries. 
The Board made the approvals 

during its 158th session which was 
concluded at the headquarters of the 
Bank in Jeddah under IDB President 
Osama Jaafar Faquih. 

The IDB President said the 
allocations approved for the 
development projects within the new 
finances were US $39.1 m i l l i o n i n 
favour of Lebanon (US $20m), 
Morocco (US $ l l . l m ) , Pakistan (US 
$5m) and Senegal (US $3 million). 

He said within the IDB's efforts 
to boost intra-trade among Islamic 
countries, the Board has approved US 
$62.5 million for Turkey in addition to 
a credit line to the amount of US $10 
million for the Jordanian Central Bank 
to finance import operations with in 
the IDB's Imports Financing Scheme 
for the year 1416H. 

The Board also approved six 
special assistance operations in the 
form of non-refundable grants to the 
tune of US $519,000 in favour of the 
M u s l i m communities i n Brazil , 
Panama, New Zealand, Surinam, 
South Africa and the United States 
w i t h i n its support to these 
communities which are an integral 
part of te Muslim Ummah. 

Faquih said the new provisions 
w i l l be used to finance a number of 
development projects and foreign 
trade operations w i t h i n the bank's 
efforts aimed at contributing to the 
achievement of economic 
development and social progress for 
member countries and M u s l i m 
communities. 

The IDB President concluded 
that the Board also considered a 
number of administrative and 
financial reports, reviewed the 
progress of work in the development 
projects being financed by the bank in 
a number of member countries and 
looked at the agenda of the 20th 
Annual Meeting of the IDB's Board of 
Governors which w i l l be held i n 
Jakarta at the level of Islamic Ministers 
of Finance, Economy and Planning 
next November 29-30th. 

Islamic Development Bank 
The Executive Council of the 

Jeddah-based Islamic Development 
Bank has approved new loans i n 
excess of 100 m i l l i o n dollars for 

member states. These loans w i l l 
facilitate development projects in the 
Lebanon, Morocco, Pakistan and 
Senegal. 

UAE • 

T h e 1995 I s l a m i c B a n k i n g & 
Finance Symposium 

Infocenter Internat ional is 
currently organising its second major 
international gathering i n Dubai 
between the 10th and 13th of 
December 1995. This annual 
symposium (the largest gathering of 
its kind held anywhere in the world) 
in 1994 attracted over 250 delegates 
from over 20 countries, representing 
94 banks and financial institutions. 
The 1995 event w i l l , once again, 
feature key contributions from those 
experts at the very forefront of 
industry developments. 

This timely event (just 10 days 
after the Islamic Development Bank's 
A G M - A n n u a l General Meeting) 
offers a unique and authoritative 
insight into the global standing, and 
future directions of Islamic banking 
and finance. The topical agenda is 
guaranteed to b r i n g up-to-date 
in format ion on the very latest 
regulatory developments; bank and 
financial products; alliances between 
conventional banks and Islamic banks; 
market developments and investment 
opportunities around the world. 

Banking & Trade 

BAHRAIN 

B a h r a i n to Host M a j o r A i r 
Exhibition and Conference 

Bahrain, the aviation hub of the 
Gulf, has been selected to host the 
most important airport exhibition and 
conference to take place in the region. 

The show, 'Airports Middle East 
96', w i l l take place at the Bahrain 
International Exhibition Centre from 
May 13-15 next year. 

The event, w h i c h w i l l b r ing 
exhibitors from around the world to 
Bahrain, is being sponsored by 
Bahrain's Ministry of Development 
and industry. 

Over 200 international 
companies are already w a i t i n g to 
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secure space at the show which has the 
support of the region's leading airport 
and aviation authorities including the 
Arab A i r Carriers Organisation, 
Bahrain Airport Services, Gulf Air , 
Gulf A i r p o r t Services Association, 
Kuwait Ai rpor t Service Company, 
Kuwait Airways and the Saudi 
Arabian Presidency of Civil Aviation. 

The associated high level 
technical conference drawing on the 
expertise of acknowledged experts in 
the field of airport development w i l l 
examine the political, air transport and 
airport issues in the Middle East, as 
wel l as looking at specific airport 
development i n countries such as 
Jordan, Lebanon, Saudi Arabia and the 
other Gulf States. 

Bahrain has chosen to host these 
two important events due to its 
reputation as the centre of Middle East 
aviation, playing host to 40 of the 
world's leading airlines, and w i t h a 
soaring passenger figure confirming 
its status as the Gulf's fastest growing 
airport. 

The event w i l l provide a forum 
for exchange of information amongst 
aircraft industry colleagues from all 
parts of the w o r l d who w i l l be in 
Bahrain not only for the exhibition, but 
also to attend the conference. The 
conference committee, made up of 
Khal i l Zaman of BAS and GASA; 
David Ryan, Chief Executive of 
Marketing for Bahrain International 
Airport; Akel Biltaji, Vice President -
Investment of Royal Jordanian and 
representatives of the 'Airpor ts 
Middle East 96' organisers', Arabian 
Exhibit ion management, w i l l be 
calling for papers concerned with the 
reaction of Middle East airports to the 
world-wide trend of corporatisation 
and privatisation and the industry's 
increasing reliance on revenues from 
commercial and third party business. 

Emerging and developing 
technologies w i l l also be open for 
consideration, such as innovations in 
passenger faci l i tat ion, baggage 
handling and security. 

Middle East InfoTech 
Middle East InfoTech 95, is the 

9th International Computer, 
Information Technology and Business 
Systems Exhibition Centre. The show 
was off ic ial ly inaugurated by the 

Minister of Development and 
Industry , Yousef Al -Shirawi and 
attracted 6,622 business and trade 
visitors, a 20% increase on the last 
show in the series. 

Also present at the opening of 
the show demonstrating the 
commitment which the Bahrain 
Government has to M i d d l e East 
InfoTech, were the Minister of 
Transport, Sheikh A l i bin Sulman A l 
Khalifa , and the Minister of 
Information, Tariq Almoayed. 

"Managing Risk through 
Information Technology" was the 
theme of this year's Technical 
Conference, an event w h i c h runs 
alongside Middle East InfoTech every 
year. Both events are held under the 
patronage of the Prime Minister of 
Bahrain, Sheikh Khalifa and are 
sponsored by the Minis t ry of 
Development and Industry. 

Two hundred computer related 
companies from around the w o r l d 
were represented at the show 
displaying products covering al l 
aspects of the IT industry including 
communications software, networking 
systems, hardware and software and 
other IT accessories. 

IRAN 

Total Takes the Bait 
The French company Total SA 

did not waste time in signing up with 
the National Iranian Oil Company 
(NIOC). When the Royal Dutch/Shell 
group pulled out of the bidding for 
Iran's offshore Sirri fields in July, Total 
was the only remaining contender 
with a serious chance of clinching the 
deal. Based on the contract NIOC 
worked out w i t h US o i l company 
Conoco, the Total deal involves 
extraction of oil and residual gas from 
the Sirri A and E fields, with combined 
reserves of 500 mi l l ion barrels, are 
expected to produce 120,000 barrels 
per day (bpd) of crude within three 
years. 

Iran's Oil Minister, Gholamreza 
Aghazadeh, said the contract was 
based on the buyback principle where 
the contractor recoups his investment, 
plus an agreed reasonable return, 
through liftings of a proportion of the 
fields' oil or gas output. In practice. 
Total w i l l invest US $600m in 

developing the Sirri fields in return for 
one third of the eventual production. 

Shell had been negotiating since 
the early 1990's over the North Pars 
gas field, but talks broke down in 1994 
over pr ic ing disagreements. The 
Anglo-Dutch company switched 
instead to the Sirri fields, a move made 
more timely by the collapse of NIOC's 
contract w i t h Conoco. But pricing 
disagreements again thwarted the 
dicussions: Shell's estimate of the 
scheme's cost was much higher than 
NIOC's, part ly due i n view of the 
difficulty of obtaining vital equipment 
f rom non-US sources. Washington 
says Shell abandoned its b id in 
response to US pressure, but the 
company attributed its withdrawal to 
tough Iranian terms. Industry sources 
said Shell had apparently tried to 
obtain easier terms than those in the 
Conoco deal. 

The US $600m Sirri development 
wi l l not be an easy ride for Total. Part 
of the deal involves transpiring 100m 
cubic feet per day of generated gas for 
re-injection in Dubai's oilfields. Just 
days after Total announced its 
contract, the US government asked the 
UAE authhorities not to accept Iranian 
gas for re-injection. But there is 
growing antagonism i n the UAE 
towards the hardl ine US attitude 
towards Iran. Despite the UAE's 
dependance on US security 
guarantees, oil analysts believe it may 
override US concerns. Dubai was keen 
to unload its crude onto the US 
companies after the state-owned 
Indian O i l Corporat ion (IOC), its 
regular customer, decided to move in 
on the Iranian market. 

MALAYSIA 

Be More I n n o v a t i v e and 
Aggressive: Anwar 

Kuala Lumpur: Deputy Prime 
Minister Datuk Seri Anwar Ibrahim 
has urged Malaysian corporations to 
be m.ore innovative and aggressive in 
the acquisition, development and 
adaptation of high technologies in the 
face of intensifying competition. 

He said there must be 
commitment on their part to develop a 
totally integrated electronics industry -
from the design of microchips and 
wafer fabrication to downstream 
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multi-feature, high quality consumer 
products that are affordable. 

"Such an approach becomes 
expedient since we cannot continue 
investing capital and manpower only 
in the traditional areas of assembly 
and manufacturing which are even 
now facing pressures from two main 
sources - neighbouring countries with 
lower labour costs and developed 
coimtries whose electronics-based and 
IT-based products have a very high 
added value," he added. 

Speaking at "Malaysia's 
Electronic Business Summit '95", 
Anwar said local companies should 
also form strategic alliances not only 
with international firms but with each 
other. 

Nikko Securities Launches New 
Malaysia Fund 

Kuala Lumpur: Nikko Securities 
of Japan has launched an open-ended 
medium to long-term country fund, 
called the 'New Malaysia Fund' , 
which w i l l be used to invest in 
Malaysian stocks. 

The fund w i l l be managed by 
Luxembourg-based Tital Alpha 
Investment Fund Management Co SA, 
and advised by Arab-Malaysian 
Merchant Bank Bhd (AMMB), said 
AMMB in a statement. 

A total of US $36.51 m i l l i o n 
(about RM90 mi l l ion) was raised 
dur ing the in i t i a l seven-day offer 
period at an offer price of US $10 a 
unit. 

"The response to our fund was 
more than we expected, considering 
that the economic situation in Japan is 
not good, and everyone is getting 
salary and bonus cut-backs," said 
Nikko's Malaysian representative, 
Takahira Ogawa. 

In addit ion, many Japanese 
investors seem to feel that it would be 
more profitable to invest their funds 
overseas than on the Japanese stock 
market. 

Financial Centre's Goal within 
Reach 

Kuala Lumpur: While the idea of 
Kuala Lumpur becoming a financial 
centre has been mooted for years, 
Malaysia's strong economic showing 
over the last few years has meant that 
the goal is now that much closer to 

being realised. 
However, as the country reaches 

for greater heights, it has become clear 
that to become a t ru ly significant 
player i n the financial w o r l d , the 
authorities w i l l have to look into 
certain areas that are "screaming for 
change". 

"Kuala Lumpur has al l the 
trappings of becoming a leading 
financial centre, but there are certain 
issues that need to be addressed", 
industry sources said. 

"The stock market is developing 
fast, as can be seen f rom the 
introduction of new instruments like 
call warrant, and we have all these 
new listings that are coming almost 
every week," they added. However, 
the local bourse continues to be held to 
ransom by the movements of foreign 
funds in and out of the market. 

"Whi le these (foreign) funds 
account for only 30 per cent of the 
market, something has to be done to 
reduce the effects they have on the 
indices," sources added. 

H i g h on everyone's "must 
change" list is the participation level 
of the Employees' Provident Fund on 
the local bourse. It is generally agreed 
that EPF, w i t h its massive coffers, 
could play a meaningful role in 
stimulating the market when needed 
while reducing the sway of the foreign 
funds. 

At present, according to sources, 
EPF has an in-house policy that places 
a 15 per cent ceiling on its stock 
market investment. 

SAUDI ARABIA' 

Employment Opportunities 
Minister of State and chairman 

of the Civil Service Bureau, Turki Ibn 
Khalid Al-Sudairi has announced the 
availabihty of more than 20,000 new 
jobs for women all over the Kingdom 
and stressed that all male graduates 
who meet the conditions for 
employment in the education sector 
would be accepted. 

He noted that the creation of 
these jobs comes within the context of 
Royal directives aiming to provide all 
possible job opportunities for qualified 
citizens. 

UK 

F i n a n c i a l expert checks on the 
future of the British bank note 

The growing threat posed by 
banknote f raud, w h i c h is costing 
millions of pounds in lost revenue for 
world governments, was the subject of 
a recent talk by financial expert Dr. 
Peter Harrop in Edinburgh. 

He pointed the finger of blame 
f i r m l y at some governments' 
continued refusal to acknowledge the 
growing crisis or make use of the wide 
range of options currently available to 
make forgery of banknotes more 
d i f f i c u l t , par t icular ly the main 
problem of person-to-person 
deception with counterfeits. 

Dr. Harrop , chairman of 
Birmingham-based Kalamazoo 
Computer Group, also suggested that 
increasingly sophisticated 
counterfeiting techniques could sovind 
the death bell for banknotes, during 
his talk to the 'Financial Self-Service' 
conference. 

"Some cheques and even tickets 
are being modernised faster than 
many banknotes yet there is evidence 
that even those most in need, such as 
the elderly or those on income 
support, are receiving dud notes from 
banks and post offices w i t h no 
recourse." 

Dr. Harrop's audience of banks 
and building societies also heard that 
countries l ike Finland, Taiwan, 
Singapore and Austria were steering 
away from banknotes and cheques in 
favour of prepayment cards which can 
be 'loaded' with a cash value and used 
in many banknote applications such as 
shops, leisure centres and trains. 

"The central banks of these four 
countries are issuing their 'national 
purse cards' so they are highly likely 
to succeed. Finland also has a national 
plan to eliminate one t h i r d of 
banknotes in five years. They have 
already eliminated cheques." 

Dr. Harrop w h o is currently 
undertaking a series of lectures in 
USA, Europe and Bri ta in, on the 
future of cash and cards, is also 
publ ishing a book on intel l igent 
printing techniques. This covers many 
technologies that can help avoid the 
crisis in banknote fraud. 
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N E W S M O N I T O R 

Alexander H o w d e n G r o u p 
Awards Major Contract 

Alexander Howden Group 
(AHG), a subsidiary of Alexander and 
Alexander Services Inc, one of the 
world's leading insurance companies, 
has awarded a five year contract for 
the management of its mainframe back 
office systems to CGS, which trades as 
Hoskyns in the UK. 

The decision to award the 
contract was taken,in part,to reduce 
costs. In addition, Alexander Howden 
wish to concentrate internal resources 
on preparing for fuU electronic trading 
on the LLoyds market and 
standardising the computerisation of 
its network of overseas offices. 

The contract is seen as a pilot to 
develop a more strategic technology 
partnership w i t h Hoskyns. This is 
focused on i m p r o v i n g customer 
service through the use of technologies 
such as data mining and warehousing 
to provide accurate information on 
risk exposure. 

S a v i n g I n v e s t o r s ' T i m e and 
Money 

A major new study published 
recently by FT Financial Publishing 
w i l l save inst i tut ional investors 
consderable time and money when 
they carry out an essential part of their 
fiduciary obligations. The 70,000 word 
report. Global Custody - A Guide for 
investors, is the first-ever detailed 
study of the relationship between 
global custodians and investors. 

A l l investors w i t h significant 
foreign portfolio holdings use global 
custodians to handle the 
administrative requirements and 
income collection tasks consequent on 
those holdings. However, as author 
James Essinger - a leading financial 
journalist explains, 'many investors 
choose the wrong custodian for their 
needs and consequently waste a great 
deal of time and money. Even where 
investors make the r ight decision 
about a global custodian, they often 
pay too much for the service, or are 
largely unaware of the range of 
services they can expect their global 
custodian to provide'. 

The new report rectifies these 
problems by providing clear, detailed, 
completely up-to-date and above all, 
practical informat ion about the 

world's global custody industry, the 
activities of global custodiar\ and the 
kind of relationship an investor ought 
to aim to have with a global custodian. 

Essinger adds, 'the report 
provides practical, systematic 
informat ion which w i l l enable all 
types of investors to maximise the 
benefits they derive f rom their 
involvement w i t h custodians. The 
report also suggests a formal 
framework w i t h i n which the 
investor/custodian liason should be 
conducted i f the security and 
performance of funds held under 
management is to be maximised'. 

G E Capital Europe Strengthens 
Executive Team 

Continued demonstration of the 
strengthening of General Electric 
Capital Corporation's operations in 
depth acrosss Europe in the business 
development group have just been 
announced. 

Jad Khallouf has joined the 
company as Director, Business 
Development for France, Belgium and 
Luxembourg. Previously, Mr. Khallouf 
was Senior Vice President for Credit 
Corrunercial de France, based in Paris. 
Prior to that he was w i t h the 
International Monetary Fund i n 
Washington, D.C., for several years. 
He is a French national. 

Joining GE Capital as Director 
Rusiness Development for Central 
Europe is Tony Fekete. Mr. Fekete 
comes to GE Capital Europe Ltd. from 
Citibank where he was Deputy 
General Manager for the bank's 
Hungarian operations. 

Contributors Welcomed 
Readers, Scholars, 

Academics, Banks and 
Corporations are inv i ted to 
contribute to New Horizon on a 
regular or occasional basis. 

We are looking for news 
and views on current trends, 
developments and initiatives in 
the Islamic banking, finance and 
insurance industries and related 
fields i n c l u d i n g business, 
management and marketing. 

Discussions, lectures, and 
academic.papers on the theory, 
history, future and latest 
jurisprudence rulings concerning 
the same areas and topics, are also 
welcomed. Additionally we are 
interested in corporate and 
business profi les; reviews of 
books, reports and seminars; and 
interviews. 

Please write to The Editor, 
New Horizon, ICIS House, 
144-146 Kmgs Cross Road, 
London WCIX 9DH. 

The editors reserve the right 
• to edit , abridge, or refuse 

publicat ion of any article or 
material submitted. The views 
expressed by contributors are not 
necessarily those of the Publishers 
or of the Institute of Islamic 
Banking and Insurance. 

BOOKS ON ISLAMIC B A N K I N G 

Banking and Finance 
Is lamic Concept 

£ 10 

I s lamic Bank ing 
and i t s Problems 

£ 5 . 5 0 

Available from 

Institute of Islamic Banking and Insurance 
ICIS House, 

144-146 King's C r o s s Road 
London WC1X9DH . 

Phone: 0171 833 8275 Fax: 0171 278 4797 
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DIVERSITY IS OUR STRENGTH 
— our growth speaks for itself 

Beximco's 18 Companies employ ing over 6,500 persons 
having to ta l turnover of Taka 2.5 bi l l ion and to ta l assets 
exceeding Taka one bi l l ion are engaged in industr ial 
manufactur ing, construct ion activit ies and international 
trading. 

We are involved in marine food export , shr imp fa rming , 
pharmaceuticals, agro-chemicals, garments, computers, 
soil invest igat ion, foundat ion and pi l ing works , deep 
tubewel l dr i l l ing , bridges, superstructure and road 
bui ld ing, hydraulic structure and general construct ion, 
besides being the wor ld 's largest jute yarn manufacturer. 
We also handle over 3.5% of Bangladesh's to ta l export . 

We we lcome co-operat ion w i t h others for technological 
j o in t ventures and for investment in new activit ies. 

BBOMCD 
MANUFACTURING INDUSTRIES AND INTERNATIONAL TRADING 

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

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

Telex: 8956871 BEXIMCOG 



D M T 

mi: 
i^ioneering 

Alternative 
financial 

System 

L I S L A M I 
84, AVENUE LOUIS-CASAI, 1216, COINTRIN, GENEVA, SWITZERLAND 

PHONE: (022)791 71 11 * FAX: (022)791 75 64 * T E L E X 415 648 DM-CH 


