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2 Management: Western or Japanese 
Of the Western and Japanese styles of management, which is the 
most appropriate for Islamic institutions to adopt? Considerable 
attention is given by Western companies in the search for an ideal 
management style, and they very often turn to the Japanese for 
improving their organisational activities and performance level. 
Perhaps it is also time for Muslim-led companies to take a closer look 
at the Japanese style management. 
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In an Islamic banking context there is a potential role for accounting 
standards (and for auditing) over and above what is the case for the 
conventional firm. Simon Archer (University of Surrey) and 
Noor Abid (Ernst & Young) argue that non-observability of account-
ing calculations becomes much less of a problem if known rules (laid 
down by an accounting standard body), are being followed and their 
correct application is being monitored by independent auditors. 

7 	New Strategic Alliances 
The end of the cold war era has made us think and act globally and 
strategically. A new dimension has been brought in; that is, the role 
of the market overshadows the role of the state. Competition, effi-
ciency and strategic alliances are the language of the world today. 
These rapid changes in the world economic scenario will require 
new strategic alliances between Islamic financial institutions, inter-
national university students and entrepreneurs to implement 
Musharaka financing, writes Dr Saad Al-Harran. 
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Management: Western or Japanese? 

 

In the past, America has been the acknowledged 
source of managerial expertise. It was also the 
world's economic superpower, setting the stan-

dards in the field of management. However the great-
est and most significant evolutionary development of 
this area has come, not from America, but Japan. The 
question is whether Japanese-style management is 
closer to the acceptable Islamic model? 

Japan, after the Second World War, was devastat-
ed. It was in economic ruins. The humiliating defeat, 
did however, force them to rethink their basic philoso-
phy. Rather than becoming the economic power by 
means of coercion, they had to find an alternative 
approach which would enable their economy, and 
country, to rebuild itself and prosper. With the moti-
vation, determination, and desire to succeed, their suc-
cess was almost inevitable. 

One widely accepted factor for their success, is 
their approach to management which has received 
world-wide attention over the years. In fact even in the 
West there is a trend towards adopting Japanese-style 
management British Airways and Rover are two such 
examples. Many firms are now incorporating Japanese 
practices within their present business system. So 
what makes Japanese management superior to west-
ern style management? 

The Japanese economy ( i.e. the commercial sector) 
has grown significantly over a relatively short period of 
time with such speed that it is expected to overtake 
America in the future. All profit making organisations 
are primarily concerned with increasing the productivi-
ty level. To achieve this managers are very much con-
cerned with implementing techniques to motivate their 
employees in the hope of attaining higher performance 
from them, leading to greater output. While Western 
companies are driven by the desire to maximise profit, 
the Japanese concentrate on maximising sales and 
acquiring market share. Their philosophy in manage-
ment stems from this deep rooted belief. 

The Japanese also want to maximise profit, how-
ever, they believe that this is only possible when they 
have penetrated markets and sliced the largest possi-
ble share for themselves, even at the expense of mak-
ing loss in the short run. To this end they have intro-
duced many concepts in the management field, some 
even borrowed and further developed from the west. 
Particularly of interest are their concepts of 
'Life-Time Employment', 'Continuous Improvement', 
'Just In Time', 'Quality Circles', and 'Total Quality 
Control'. 

Originally the Japanese were concerned with 
improving and maintaining the efficiency in the man- 

ufacturing industry. However it has been proven in 
the West that such management practices are also fea-
sible in the service sector. 

In a capitalist state too much emphasis is made 
on the notion of individualism, while in the Japanese 
economy, collectivism overrides individualism. All 
work activities are conducted in group co-ordinated 
efforts. Everyone acts as one, sharing a common inter-
est to make their company a success. Decisions are 
made on a consensus basis where everyone partici-
pates in the decision making process. Contrary to the 
West, where the chain of command is top down, only 
a few at the top level make the decisions. 

There has been a wave of interest in Japanese 
management, yet some writers are still claiming that 
Japanese ideas will not catch on in other countries due 
to the cultural differences. That the management style 
is only functional in their environment and society. 
However, the trend to adopt the Japanese manage-
ment, albeit not in its entirety, continues apace, with 
the counter-argument that those practices that do not 
directly conflict with indigenous cultures, but can 
increase performance, should be implemented. 

There appears to be some traits in the Japanese 
way of life that resemble certain Islamic teachings. For 
instance, Islam teaches Muslims to be strong in charac-
ter. To be a strong moral and ethical being, fair and 
equitable in business transactions, respect leaders, 
avoid confrontation and so forth. Such views are also 
the principles of the Japanese. 

Islam tells mankind to take the initiative and 
make progress in the economic sphere. However, 
Muslims in general tend to lack the willingness and 
determination to implement ideas and have found 
themselves left behind in the practical aspects of busi-
ness and economics. For Muslims to progress, their 
attitude must change. They must take a more positive 
role in the practical side of the Islamic principles espe-
cially concerning trade. Indeed, for one even to be a 
Muslim, it is not sufficient to just believe, but also to 
put into practice those beliefs. 

There is no one style of management that is supe-
rior than any other. A good manager will have a broad 
understanding of all management styles and practices. 
He would then have to employ them accordingly 
when appropriate. The managers must bare in mind 
that the passing of time brings with it different circum-
stances which will require expedient decisions to be 
made. The more knowledge, experience and flexibility 
a manager has, the better he/she will be in conducting 
this aspect of management process. Perhaps we should 
be looking at Japanese style management a lot more 
closely. 
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From the point of view of the eco-
nomic theory of the business 
firm, the role of accounting stan-

dards for Islamic banks can be seen in 
the context of Agency Theory. This 
body of theory deals with the 'agency 
problem', that is, the type of problem 
that arises from: (a) the divergence of 
the economic interests of the manager 
of the Islamic bank (agent), from 
those of the investor in the bank 
(principal) in whose interests the 
manager is supposed to act; and (b) 
the existence of information asymme-
try between the manager and the 
investor as to what activities the for-
mer has undertaken. 

Accounting and financial report-
ing are means whereby the investor 
may be able to mitigate the informa-
tion asymmetry by monitoring the 
activities of the manager, so as to 
detect activities which are not in the 
investor's interest. However, insofar 
as the accounting and financial 
reporting systems are themselves con-
trolled by the manager, this reduces 
the investor's monitoring capabilities. 
Accounting standards, together with 
auditing, are ways in which the 
investor's control over these systems 
may be enhanced, and his monitoring 
capabilities reinforced. 

Agency theory is relevant to the 
situation of an Islamic Bank in at least 
two ways. On the 'liabilities' side, the 
bank is accountable to various cate-
gories of investor, including invest-
ment account holders whose returns 
must be calculated on a profit sharing 
basis. Islamic investment accounts 
operate on the basis of the Mudaraba 
contract, according to which the 
investors receive the profits or bear 
their share of the losses from the pool  

of assets in which the funds are 
invested, while the bank as entrepre-
neur (Mudarib) receives a commis-
sion which consists of a share of the 
profit, being zero in case of a loss or 
zero profit. 

In the case of restricted invest-
ment accounts, the bank must invest 
the funds in a designated pool of 
assets, while funds in unrestricted 
investment accounts are normally 
commingled with the bank's own 
funds and invested in the bank's gen-
eral pool of assets (bilateral 
Mudaraba, discussed below). In the 
latter case (and also in the former if 
the bank has invested part of its own 
funds in the designated pool of 
assets), profit calculations involve 
apportioning the profit or loss on the 
pool of assets between shareholders 
and holders of investment accounts. 
The latter are entitled to their propor-
tionate share of profit, less the bank's 
share of the profit as Mudarib; the 
bank (i.e. the shareholders) receives 
the proportionate share of profit on 
any of its own funds which have been 
invested in the pool, plus its commis-
sion. In the case where the return on 
the pool of assets has been negative, 
the losses are shared as indicated 
above, while the amount of the 
Mudarib share will be zero. These 
profit and loss calculations are not 
observable by the investors, and this 
is a particular instance of information 
asymmetry. 

While for the ordinary company, 
it is the relationship between manage-
ment and shareholders which gives 
rise to an agency problem (the so-
called 'internal agency problem'), a 
further 'internal agency problem' thus 
arises in the case of an Islamic bank. 

0,MK.M 

This problem is due to the combina-
tion of the existence of profit-sharing 
investors other than shareholders, 
and of the incentives the management 
of the bank may have to favour one 
category of investors over another. 
For example, shareholders have the 
right to vote in General Meetings and 
thus have some control over the 
Board of Directors and the appoint-
ment of independent auditors, but 
investment account holders do not. 

The non-observability of the 
accounting calculations made to 
determine the returns due to the vari-
ous categories of investor thus 
becomes a crucial agency problem. 
This indicates that in an Islamic bank-
ing context there is a potential role for 
accounting standards (and for audit-
ing) over and above what is the case 
for the conventional firm. In this 
paper, we wish to argue that such 
non-observability becomes much less 
of a problem if known rules (laid 
down by an accounting standards 
body) are being followed and their 
correct application is being monitored 
by independent auditors. 

Accounting standards are con-
cerned with the amount of informa-
tion disclosed and the formats used to 
do so (disclosure standards), and also 
with the accounting methods used to 
calculate the amounts disclosed (mea-
surement standards). Measurement 
issues comprise those of recognition 
(e.g. of income) and valuation (e.g. of 
assets). The object of financial 
accounting standards is to ensure that 
the provision of financial information 
by reporting entities meets certain 
minimum standards of informational 
quantity and quality. Reporting enti-
ties in this context include any organi- 
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International Accounting Regulations 
for Islamic Banks 
In an Islamic banking context there is a potential role for accounting standards (and for 
auditing) over and above what is the case for the conventional firm. Simon Archer 
(University of Surrey) and Noor Abid (Ernst & Young, Middle East) argue that non-observ-
ability of accounting calculations, becomes much less of a problem if known rules (laid 
down by an accounting standards body) are being followed and their correct application is 
being monitored by independent auditors. 
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sations which have accounts to render 
to external stakeholders ('accoun-
tees'); in the case of commercial enti-
ties, the law generally makes the 
investors the main accountees. 

Accounting standards are a 
form of regulation of the financial 
reporting process. As such, they may 
be provided, at least in part, by self-
regulation. Islamic banks may have 
an incentive to collaborate in the 
development and promulgation of 
accounting standards since they are 
an efficient method of reducing the 
"agency problem" discussed earlier. 
However, there may also be limits to 
what can be achieved by self-regula-
tion. 

Self-regulatory accounting stan-
dards bodies have little, if any, power 
to enforce observance of their stan-
dards. The acceptance by the regula-
tees of the rules proposed by the self-
regulatory body, and hence the effec-
tiveness of self-regulation, depend on 
consensus between the self- regulato-
ry body and regulatees, which the lat-
ter will withhold if the former is per-
ceived as 'too demanding'. The con-
sensus levels of the quantity and 
quality of financial accounting infor-
mation may tend to be unsatisfactori-
ly low. 

Hence, it is a field in which reg-
ulation by governmental or public 
sector bodies with enforcement pow-
ers may play an important role. On 
the other hand, a wish to avoid gov-
ernmental regulation is one incentive 
for self-regulation. Rifaat Karim in an 
article in Accounting and Business 
Research (1990), notes that this was a 
reason for the setting up of the 
Financial Accounting Organisation 
for Islamic Banks and Financial 
Institutions (FAOIBFI), now renamed 
the Accounting and Auditing 
Organisation for Islamic Financial 
Institutions (AAOIFI) in 1991, with 
the primary objective of establishing 
and promulgating accounting stan-
dards for Islamic banks. 

International Accounting Standards 
A fairly comprehensive set of 

international financial accounting 
standards is provided by the 
International Accounting Standards 
committee (IASC) through its 

International Accounting Standards 
(IASs). These are particularly relevant 
here, as in principle they are entirely 
voluntary (although some countries 
have chosen to give them legal back-
ing for the purpose of national 
accounting standardisation). In other 
words, the IASC provides an interest-
ing example of how an international 
accounting standard setting body for 
Islamic banks, without enforcement 
powers, might operate. 

After its creation in 1973, the 
IASC proceeded cautiously by issuing 
flexible standards. It identified for 
each area of potential standardisation 

the methods which were 'generally 
accepted' internationally, and where 
more than one method was generally 
accepted the IAS allowed a choice 
between two methods. For example, 
IAS 11 allowed a choice between the 
percentage of completion and the 
completed contract methods of 
accounting for construction contract 
work-in-process (WIP). 

Likewise, IAS 12 allowed a 
choice between the full provision and 
partial provision methods of recogni-
tion for deferred tax liability. But in 
1989, the IASC felt that its internation-
al influence was sufficiently well 
established for it to publish E32, an 
Exposure Draft setting out its inten-
tions to narrow down the choice in 
many areas. For example, the corn- 

pleted contract method of accounting 
for construction WIP was to be elimi-
nated. Following E32, IASC revised 
other standards by eliminating alter-
natives and introducing the concept 
of benchmark treatment. 

In general, and especially in its 
earlier years, the IASC has paid con-
siderable attention to the accounting 
methods generally accepted in certain 
countries which are particularly influ-
ential in international accounting. 
However, more recently it has felt 
able to act more independently. 

For example, following E32, 
IA522 on Business Combinations was 
amended so as to disallow the treat-
ment of goodwill most used in the UK 
(elimination against shareholders' 
interest), and to require a 20-year 
maximum amortisation period for 
goodwill whereas the US standard 
allows a 40-year maximum period. 
The IASC's position on goodwill has 
certainly influenced the discussion of 
the proposed new UK standard which 
will cover accounting for goodwill; in 
particular, it is likely that the new UK 
standard will disallow elimination 
against shareholders' interest and use 
20 years as the maximum amortisa-
tion period. 

We have gone into these matters 
in some detail, because it is likely that 
the accounting standard setting body 
for Islamic banks, AAOIFI, will find it 
expedient to take note of the IASC's 
experience as an international stan-
dards setting body without enforce-
ment powers. 

Regulations of Banks 
Because of the key macro-eco-

nomic role of banks with regard to the 
supply of credit, and the importance 
of this for monetary and exchange 
rate policies, as well as the issue of 
public confidence, banking is a regu-
lated industry. Even in the most liber-
al politico-economic systems, matters 
such as banks' liquidity and capital 
adequacy ratios are subject to regula-
tion by a national central bank or 
monetary agency. In addition, for sig-
natories to the Basle agreements, 
national capital adequacy require-
ments are governed by international 
rules. 

Thus, there are special reasons  

for the existence of accounting stan-
dards for banks. Regulation of liquidi-
ty and capital adequacy requires 
monitoring of banks' financial state-
ments, which in turn calls for the pro-
mulgation and application of appro-
priate accounting disclosure and mea-
surement rules. 

For the reasons just given, finan-
cial accounting standards for banks 
are normally set by the national regu-
lator, i.e. the central bank or monetary 
agency. In addition, there exist inter-
national standards which pre-date 
those set by the AAOIFI. In early 
1991, the IASC promulgated a disclo-
sure standard, IAS 30, 'Disclosures in 
the Financial Statements of Banks and 
Similar Financial Institutions'. The 
European Union's directive 86/635 on 
the Annual Accounts of Banks and 
Credit Institutions, which was pro-
mulgated in December 1986, is also 
mainly a disclosure standard, though 
it includes some measurement rules 
in Articles 35-39. 

Limited Applicability 
It is, however, not necessary to 

study Directive 86/635 and IAS 30 for 
very long in order to notice that their 
application to Islamic banks would be 
problematic. With regard to disclo-
sure, many balance sheet and income 
statement captions are applicable only 
to the results of interest-based trans-
actions, while captions applicable to 
Islamic (non-interest-based) transac-
tions are lacking. 

For example, how are restricted 
investment accounts and the related 
assets to be reported: on or off the bal-
ance sheet? So far as measurement is 
concerned, rules applicable to the 
results of non-interest-based transac-
tions are absent. For example, profit 
recognition and asset valuation rules 
for Islamic finance leasing (Ijara wa-
iqtina) and credit sale (Bai bithaman 
ajil and Murabaha) contracts are not 
provided. Moreover, there is no guid-
ance as to the balance sheet status of 
unrestricted investment accounts, 
which are neither equity nor debt in 
the conventional senses. 

Karim gives some further rea-
sons why accounting standards 
developed for secular business organ-
isations are of limited applicability to 

Islamic banks. These include, in par-
ticular, the ethical aspect: conceptual-
ly, Western (secular) accounting stan-
dards are presented in a manner 
which minimises or even excludes the 
ethical perspective. According to 
Islam, rights and obligations in the 
provision of financial accounting 
information are matters to be gov-
erned by principles of religious duty, 
the Shariah, including the duty of 
trusteeship or Amana. 

This, therefore, is the back-
ground to the issuance, in October 
1993, by the then FAOIBFI of its 
Financial Accounting Standard No. 1 
(FAST1), 'General Presentation and 
Disclosure in the Financial Statements 
of Islamic Banks and Financial institu- 

tions', which became effective in 1996. 
As its title indicates, this is a disclo-
sure standard, and it may in part be 
regarded as a major adaptation of the 
IAS 33 approach (as well as of other 
applicable IASC disclosure standards) 
in order to meet the needs of Islamic 
banks. 

One test of the success of this 
standard, is the extent to which it is 
reflected in the requirements imposed 
on Islamic banks by national regula-
tors. For example, a number of central 
banks are considering reflecting it in 
their disclosure requirements, and 
some (e.g. the Central Bank of Sudan) 
have already done so. 

There are other specific and 
unique accounting situations that are  

relevant only to Islamic Banks. For 
instance, as we noted above, unre-
stricted investment account holders 
share in the income earned by the 
general pool of the bank's assets, 
together with the bank's sharehold-
ers. The sharing of income is subject 
to the specific terms of the Mudaraba 
contract between them and the bank. 
The unrestricted investment account 
holders' position as regards profit-
sharing differs from that of the bank's 
shareholders in various respects, 
depending on the particular version 
of the Mudaraba contract implement-
ed by the bank. 

The Mudaraba may be either 
unilateral (restricted) or bilateral 
(unrestricted). Most Islamic banks use 
the bilateral Mudaraba, acting both as 
manager (Mudarib) and as provider 
of funds. In this case, certain expenses 
may be deemed to be chargeable only 
against the bank's (i.e. shareholders') 
share of income, while the bank 
charges a management fee in respect 
of its role as Mudarib (and may make 
certain other charges) only against the 
investment account holders' share. 

Thus, in the common case of the 
bilateral Mudaraba, the accounting 
rules used by the bank may affect 
profit allocation, not just between 
investment account holders (depend- 
ing on the timing of profit recogni- 
tion), but also between unrestricted 
investment account holders and 
shareholders. Given that the Board of 
Directors is legally subject to the 
authority of the shareholders in gen- 
eral meetings, while the investment 
account holders possess no such 
power over the Board, the result is a 
specific 'agency problem' with regard 
to unrestricted investment accounts. 

In fact, the current accounting 
practices of Islamic banks which use 
the bilateral Mudaraba exhibit diversi-
ty in the attribution of revenue and 
expenses to the Mudaraba fund. While 
a majority tends to restrict the bilateral 
Mudaraba's revenues and expenses to 
those which relate to the fund's assets 
(thus excluding general overheads as 
well as revenues from other sources), 
other banks attribute all their revenues 
and expenses (except directors' and 
external auditors' remuneration) to the 
bilateral Mudaraba. 
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New Strategic Alliances 
The end of the cold war era has made us think and act globally and strategically. A new 
dimension has been brought in; that is, the role of the market overshadows the role of the 
state. Competition, efficiency and strategic alliances are the language of the world today. 
These rapid changes in the world economic scenario will require new strategic alliances 
between Islamic financial institutions, international university students and entrepreneurs 
to implement Musharaka financing, writes Dr Saad Al-Harran. 

As Stella Cox commented in 
New Horizon (issue 42, August '95): 
"Lack of common accounting stan-
dards does not assist the banks' 
endeavours to establish reciprocal 
relationships with others. Islamic 
financial institutions' accounts must 
be comprehensible to outside users so 
that an Islamic bank's performance 
over a set period of time can be.... 
judged..and consistent [so as] to gen-
erate confidence in the banks them-
selves...." 

To some extent, such problems 
may be mitigated by external regula-
tors or self-regulators. Thus, the 
AAOIFI's FAST1 addresses the 
agency problem of asymmetric infor-
mation by requiring separate disclo-
sure of: (a) those fund items (assets, 
revenues, expenses, gains and losses) 
pertaining to bilateral Mudarabas, i.e. 
commingled funds; and (b) those 
fund items pertaining to investments 
consisting only of the bank's own 
funds. 

The AAOIFI has developed 
accounting standards specifically for 
application to the three common 
types of Islamic financing contract: 
the Mudaraba, as described above, 
which is the normal source of non-
shareholder funds for an Islamic 
bank; the Musharaka, a form of joint 
venture; and the Murabaha, or credit 
sale on a cost-plus basis. 

These standards address mea-
surement as well as disclosure issues. 
However, the lack of standardisation 
of these contracts impedes the stan-
dardisation of accounting measure-
ment. The growth of Islamic banks 
and the fact that they operate in a reg-
ulated industry makes it imperative, 
that they continue to standardise 
these contracts and adopt a common 
set of accounting policies. Thus most 
Islamic banks, regulators, customers 
and other interested parties have wel-
comed the issuance of accounting 
standards for Islamic Banks by the 
AAOIFI. 

Finally, there is the matter of 
auditing and of attestation to compli-
ance with Shariah principles. For this 
purpose Islamic banks normally 
appoint a Shariah Supervisory Board  

which is primarily responsible for 
advising the bank on Shariah rules 
and to ensure compliance with these 
rules. Although there is a strong call 
for greater standardisation, both of 
contracts and of accounting rules 
from the global market, the Shariah 
Supervisory Boards have inevitably 
taken differing positions on the per-
missibility of, and also on the 
accounting rules applicable to, certain 
forms of contracts. 

In such a context, the role of 
consensus-building is likely to be cru-
cial. Moreover, a worthwhile level of 
standardisation may be achieved by 
means of flexible harmonisation, 
rather than rigid uniformisation. In 
this regard, the example of the IASC, 
although it operates only at the secu-
lar level, may nevertheless be instruc-
tive for the international accounting 
standards body for Islamic banks, the 
AAOIFI. 

The characteristic approach of 
the IASC in setting its first set of stan-
dards was, as described earlier, to 
promote harmonisation by identify-
ing, in each area of accounting 
method, a subset of (normally two) 
accounting methods which were 'gen-
erally accepted internationally'. A 
choice would then be allowed 
between these identified methods, 
others being excluded. In this way, 
the IASC was able to build up its 
authority, while avoiding the risk of 
trying and failing to exclude methods  

which had considerable international 
support. 

To some extent, this was a politi-
cal process: 'generally accepted inter-
nationally' was generally interpreted 
to mean acceptance by the national 
accounting standards of the most 
influential countries, and use by lead-
ing multinational corporations, espe-
cially those based in such countries. 
In a second phase, with the benefit of 
established authority, the IASC has 
sought to promote a further stage of 
harmonisation by eliminating some 
previously permitted methods and 
identifying a preferred method and 
an alternative (less preferred) method 
among those still permitted. 

In the case of AAOIFI, bearing 
in mind the foregoing discussion, a 
similar two-stage process might be 
envisaged. Moreover, the following 
criteria might be relevant in drafting 
its standards: 

Existing accepted practices in 
key countries and institutions; 

The views of banking regulators 
in key countries, whose choice to 
implement a given AAOIFI standard 
for Islamic banks will be important 
for its general acceptance; 

Economic consequences for 
investors (e.g. effects on the calcula-
tion of their returns) and for banks 
(e.g. effects on capital adequacy mea-
sures); 

Implications for audit and for 
attestation of Shariah compliance. 

Indeed, it is apparent that such 
considerations have influenced both 
the structure and composition of the 
AAOIFI's own organs of governance, 
and its 'due process'. 

This paper has endeavoured to 
indicate the role which a set of inter-
national accounting standards for 
Islamic banks may play in facilitating 
the corporate governance of Islamic 
banks as well as promoting the suc-
cess of the Islamic banking move-
ment, and also the challenges raised 
by such standard-setting. Given the 
creation of, and the approach taken 
by the AAOIFI, there are grounds for 
hope that this important challenge is 
being taken up in a manner that will 
prove fruitful. 

trategic alliances (SAs) are agree- 
ments for co-operation between 
firms or institutions that go 

beyond normal company-to-company 
dealings, but which fall short of merg-
ers or full partnerships. An alliance 
can involve joint research effort and 
use of production facilities, technolo-
gy-sharing, marketing one another's 
products, or combined efforts in man-
ufacturing and assembling. This paper 
focuses on the importance of SAs in 
terms of marketing research and the 
marketability of Islamic products at 
the global level. 

There are three strategic reasons 
as to why companies enter into 
alliances. Firstly to gain economies of 
scale in production and/or marketing, 
secondly to fill the gaps in their tech-
nical and manufacturing expertise, 
and thirdly to acquire market access. 
Allies learn much from one another in 
performing joint research and sharing 
technological know-how. It can also 
be used to share distribution facilities 
and dealer networks, thus mutually 
strengthening their access to buyers, 
though Allies may have to overcome 
language and cultural barriers. 

What can be said about strategic 
alliances between companies can also 
be applied to individuals (such as 
Small and Medium Industries 
Entrepreneurs (SMIEs) and interna-
tional university students) and institu-
tions. The fundamental question aris-
es, can we implement the new pro-
posed triangular relationship between 
the three parties in order to produce a 
new breed of entrepreneurs and ven-
ture capital industrialists and agricul-
turist, to bring socio-economic 
changes in the economies where 
Islamic banks operate. 

The currant practices of Islamic 
Financial Institutions 

According to a recent study pub-
lished in the Islamic Economics 

Magazine, the funds of Islamic finan-
cial institutions at the global level 
amount to US$152 billion in 180 
Islamic banks, yet no triangle results 
have been seen. Most of these institu-
tions tend to finance easy modes such 
as Murabaha financing (trade financ-
ing), which are similar to convention-
al banks except that interest rates 
have been replaced by service 
charges. Mudarabah and Musharakah 
financing (partnership) which are the 
unique modes of Islamic financing, 
have been reduced in their operations. 

The experience of Bank Islam 
Malaysia, amongst others, supports 
the argument that Mudaraba finano: 
ing represents less than 1.2 percent 
throughout the 1988-1995 period 
being only once at 1.78 percent in 
1994. Similarly, Musharaka financing 
was only once at 1.8 per cent in 1988, 
and 0.8 per cent in 1995. 

From the Islamic jurist point of 
view, the Murabaha contract instru-
ment (which dominates the current 
practices of all Islamic financial insti-
tutions today, except the Sudanese 

Islamic Bank and some banks in Iran) 
should be restricted to those cases 
where Mudaraba or Musharaka are 
not practicable. By adopting the cur-
rent approach these institutions 
ensure that many people, especially 
those people in the rural areas , will 
not know how Islamic banks operate 
and what kind of benefits Musharaka 
financing can generate under proper 
implementation. 

The wealth generated by these 
institutions is not the fruit of superior 
entrepreneurial performance but the 
result of trade privileges. Ultimately, 
the outcome of such a strategy is the 
problem of surplus funds which faces 
some of these institutions. This prob-
lem, among others, has developed 
from the conservative approach, 
rather than the entrepreneurial one, 
needed for proper utilisation of these 
resources. 

One can argue that lack of 
expertise in project financing and 
entrepreneurial development is one of 
the main causes why these institu-
tions have adopted the short-term 
mode of financing. 

In addition, the collapse of the 
International Institute of Islamic 
Banking and Economics, which was 
established in 1982 in the Turkish 
Republic of North Cyprus (by the 
International Association of Islamic 
Banks in Egypt), to provide training 
courses for different categories of per-
sonnel, has put these institutions at a 
disadvantage compared with conven-
tional banks. 

Indeed, these setbacks have 
hampered the development of these 
institutions into entrepreneurial enti- 
ties which would play a strategic role 
in economic development. Remedial 
measures need to be made by the pol- 
icy makers who want to see Islamic 
finance on a par with conventional 
banks, in terms of providing efficient 
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services as well as reasonable profit to 
their clients. There is a need to estab-
lish an Islamic consultancy house to 
identify viable and profitable projects, 
and to train entrepreneurs in project 
financing. 

Therefore, Islamic finance needs 
a paradigm in terms of the modes of 
financing (such as Mudaraba and 
Musharaka) and effective utilisation 
of human resources in the universities 
and elsewhere. By adopting this 
approach, institutions will produce a 
new breed of competent profession-
als, improving the banking services 
provided, and declare reasonable 
profits. Competition will undoubted-
ly intensify due to the internationali-
sation of Islamic finance. A number of 
UK fund managers are now interested 
in emerging markets in the Muslim 
world, as well as screening Western 
portfolio investments from an Islamic 
perspective. 

Robert Fleming Merchants 
Banks in London have started offer-
ing equity investment funds to inter-
national clients, mainly from the 
Middle East, to cater for the increas-
ing demands from Muslims all over 
the World. This is an important step 
in the right direction. It proves with-
out any doubt that Islamic finance has 
been recognised internationally, not 
only from the Middle East to 
Malaysia, but also in Europe and the 
United States. Harvard University in 
the United States receives funds to 
undertake research on Islamic finan-
cial instruments in order to commer-
cialise some of them. 

There are many questions to be 
asked as to why British banks are 
interested in Islamic finance. The 
answer is simple - they are interested 
in the market share and the need to 
utilise some of the surplus funds of 
Islamic banks. The key issue in the 
eyes of the customers is the quality of 
services provided by the financial 
institutions and their profitability. If 
the current institutions cannot 
improve their quality of services, and 
good returns on investments are not 
available, a capital flight will take 
place sooner or later. 

The Problem of the SMIEs 
It is fair, before any practical 

solution is suggested, to examine why 

SMIEs in Malaysia have not been as 
successful as expected. There is no 
doubt that there are many problems 
confronting the Bumiputera entrepre-
neurs in business, of which the main 
ones are listed below: 

Finance 
In Malaysia, surveys of SMIEs 

were conducted in 1975 in which they 
complained of inadequate finance, 
and lack of access to commercial bank 
credit. Three main reasons were given 
for the lack of working capital; the 
problem in obtaining loans and other 
types of credit facilities from commer-
cial banks, the problem of collecting 
trade debts, and the shortage of inter-
nal funds arising from a low level of 
profit. 

It is possible that chronic short-
ages of working capital may be symp-
tomatic of poor production planning 
or other serious management defi-
ciencies. Whatever may be the case, a 
number of small firms complained 
that they do not have enough cash to 
buy raw materials or to pay wage 
bills until they have sold their existing 
stocks. Since most SMIEs have to raise 
the initial capital on their own, the 
amount which they can raise is quite 
limited. Consequently, they generally 
do not have enough capital to start 
with. There is difficulty in getting 
loans from the commercial banks 
owing to the need for collateral, guar-
antors, or preparation of financial 
statements. 

From the above analysis, there is 
no denying that SMIE's have been left 
behind when the government and 
financial institutions extended credit  

to large businesses because of their 
creditworthiness. But since the late 
1980s, after the government intro-
duced the privatisation programme, 
the emphasis has changed. 
Nowadays, SMIEs are receiving con-
tinual financial assistance from vari-
ous government agencies. But the 
Bumiputera entrepreneurs still have a 
long way to go before they can 
manoeuvre themselves into a position 
of greater competitiveness in the mar-
ketplace. 

The problem facing SMIEs in 
Malaysia is not the lack of funds but 
rather the surplus of funds. This sce-
nario may vary from rural to urban 
areas. For the former, it is indeed lack 
of funds which has hampered many 
youths from starting their own busi-
nesses, but this is not the case for the 
latter. The real challenge facing SMIEs 
in the urban areas is not the mobilisa-
tion of resources but the utilisation of 
those same resources. 

Skilled Labour 
There is a serious shortage of 

skilled labour, especially skilled metal 
tradesmen and maintenance trades-
men. The problem effects small indus-
tries more severely because they are 
often unable to compete with their 
large counterparts for skilled labour. 
The problem arises because govern-
ment-sponsored training schemes are 
inadequate in meeting demand for 
skilled workers. 

Many establishments, especially 
the larger ones, have their own 
apprenticeship training courses, but 
three factors appear to limit their use-
fulness: the limited time given to train 
their apprentices; the lack of experi-
enced trainers and difficulties in 
diverting trained workers from pro-
duction lines; and the lack of formal 
education among many of the 
trainees. 

The problem of skills shortage 
almost always goes beyond the issue 
of the narrow technical skills that 
workers must have. More often, the 
real issue is the shortage of workers 
with "appropriate experience”. 

Skills on which the vitality and 
competitiveness of every industry 
depend include strong, entrepreneur-
ial, managerial and marketing abili-
ties, particularly in international mar- 

kets. There is always a great demand 
for these skills which cannot be easily 
developed in the classroom or formal 
training institutions. This is notwith-
standing the fact that the provision of 
adequate and relevant training by 
both the public and industry could go 
a long way in reducing problems aris-
ing from shortage of skilled labour. 

Culture 
The culture and tradition of a 

society often play a part in influenc- 
ing an entrepreneur, and the tenden-
cy to avoid business ventures due to 
the fear of failure, needs to be 
changed, especially as this is contrary 
to Islamic teachings. It is important to 
introduce the concept of project 
financing to the culture of the 
Bumiputera society, and it is here that 
the Business University Students 
(BUSs) can play an important role. By 
proper identification and selection of 
projects, success will come if proper 
monitoring and follow-up procedures 
are made by both the BUSs and the 
entrepreneurs. 

"Never will Allah change the 
condition of a people until they 
change what is in themselves", Holy 
Quran. 

Islam encourages us to go into 
business, and nine tenths of one's 
rizak (wealth) will come from busi- 
ness transactions. On many occa-
sions, Allah said that once prayer 
time is finished, man may disperse 
throughout the land to go about his 
business. And they who seek of the 
bounty of Allah and remember Him 
frequently shall prosper. Indeed, it is 
time to make changes in the 
Bumiputera culture and we are of the 
opinion that the BUSs can be the 
agents of change. 

Lack of Ideas 
The current Bumiputera entre-

preneurs are lacking in creativity and 
innovative business ideas because of 
various factors, mainly the lack of 
proper education and exposure to 
other people. The lack of exposure to 
a manufacturing environment causes 
more damage than a lack of capital. 
One must know the industry, the 
production techniques and the mar-
ket, before venturing into the manu-
facturing sector. Owing to these fac- 

tors, many Bumiputeras tend to fol-
low others rather than lead. This atti-
tude has caused them to be left 
behind. 

Other Problems 
Other problems facing SMIEs 

are related to marketing, competition, 
management and technology. 
Marketing problems include season-
ality of demand, customer problems, 
delivery and keen competition. A 
number of small firms have problems 
marketing their products because of 
factors such as poor designs which 
are inefficient and inartistic; poor 
quality of finished product, due to 
the use of poor quality raw material 
and inadequate quality control; and 
lack of after-sales service and preci-
sion owing to inadequate equipment 
and shortage of skilled personnel. For 
example, Malaysia batik producers 
need to improve the quality of their 
products, especially in dying and 
printing, if Malaysian batik is to be 
marketed overseas. A Japan Export 
Trade Organisation (JETRO) report 
on the marketability of Malaysian 
batik, showed that the variety of 
batik cloth was limited, patterns were 
too local, printing was neither elabo-
rate nor accurate and dying was 
uneven. 

Other small firms lack knowl-
edge of market opportunities, both 
local and foreign, and of modern mar-
keting techniques. Small industries 
also complain of unfair competition 
from their large scale rivals, which 
may arise from certain government 
policies tending to favour large rather 
than small firms. It may also arise 
from volume discounting, horizontal 
market power, mass advertising, con-
trol of supplies and prices, discrimi-
natory pricing, and the overwhelming 
resources of the large firms. 

Management problems arises 
mainly because many SMIE's firms 
have people of low level education 
and professional training, with a lim-
ited exposure to modern management 
principles and practices. The technol-
ogy used by SMIE's firms is often out- 
dated - some of them do not trust 
modern technology while others are 
unable to afford it. They rely on tradi-
tional technology which, in many 
cases, is inefficient. 

Role of Business University 
Students 

To enable us to solve the current 
problems that face the Bumiputera 
entrepreneurs, the policy makers and 
the corporate leaders should realise 
that we are living in world of rapid 
changes due to technological 
advancement ( such as the internet 
and superhighways) and globalisa-
tion. If SMIEs (and Malaysia as a 
whole) want to survive in this com-
petitive world, then they should ask 
themselves the following questions: 

1. How far has SMIEs succeeded 
in penetrating the world market? 

2. Have they really undertaken 
any market research to understand 
the real needs of their local con-
sumers? 

3. What kind of marketing 
strategies have they made so far, if 
any? 

4. Why have the local entrepre-
neurs failed to compete with each 
other, never mind the outside world? 

These questions reveal some of 
the grassroots problems facing the 
SMIEs today and in the future. 
Serious efforts need to be made to 
change our educational curriculum, in 
business and economic courses, to 
suit corporate sector needs in order to 
realise national objectives. An Islamic 
jurist has recently expressed his views 
about the current educational curricu-
lum in the Muslim world. He feels 
that a major change in the curriculum 
needs to be made in order to produce 
entrepreneurs. 

Students should be exposed to 
the society rather than remaining 
apart from it. They should be exposed 
to real life experiences by spending a 
further 24 months on the campus 
learning the theoretical foundations 
of some important subjects, such as 
marketing, management, research 
methodology, business ethics, finan-
cial accounting, project financing, 
Islamic banking and corporate 
finance. Upon their completing these 
subjects, the relevant professor will 
identify and select students with 
potential according to various criteria. 
Some of these criteria should be based 
on the business ideas, innovation and 
creativity of the student (Figure 1). 

The professor should have an 
open dialogue with selected 
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Figure 1 
NEW CURRICULA FOR BUSINESS UNVERSITY STUDENT (4 YEARS) 
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entrepreneurs, especially those who 
want to improve their firms, who are 
also open-minded enough to accept the 
inputs of others, even if they happen to 
be students, who will be their future 
partners in the business once they have 
completed their studies in the universi-
ty. An agreement should be reached 
between the relevant professor and the 
entrepreneurs for 12 months' practical 
training of the students with their 
duties and rights clearly stated in an 
agreement. Such an agreement, or a 
memorandum of understanding 
(MOU), is vital to protect the rights of 
the students, when they become part-
ners in those firms. The MOU should 
clearly stipulate the following terms of 
reference between the two parties (the 
students and the SMI (Small and 
Medium Industry) firms): 

1. The student should spend 12 
months in practical training with a 
reputable SMI firms. 

2. The student must be closely 
monitored by the two parties (the 
respective new employers and their 
professors) about the conduct of their 
work during the practical training. 

3. Confidential reports must be 
submitted every quarter by the man-
aging director to the professor about 
the performance of the student. 

4. The MOU should clearly state 
that if a student's performance during 
the 12 months is outstanding, he will 
be considered for partnership in that 
firm once he completes his studies 
successfully. 

Once the students have complet-
ed their practical training and gained 
real life experiences, they will have 
undoubtedly become a valuable asset 
not only to the SMI firms but also to 
academic institutions. 

The BUSs should then return to 
their campus and complete their final 
or fourth year of studies, where they 
should be given the opportunity to 
make some presentations about their 
12 month practical experience. Their 
professors should give them the 
responsibility to conduct case studies, 
practical workshops and seminars. 
The idea of students being responsi-
ble is something new and awesome; 
they would need to be encouraged. It 
means that their professors would be 
moulding them indirectly into the 
future corporate leaders for whom the 

Malaysian leadership is looking, as 
exemplified by the second companion 
of the Prophet Mohammad (upon 
whom be peace), Umar bin Al-
Khattab, who developed the concept 
of "leader among the leaders". The 
question should be asked as to how 
far the current educational system is 
relevant to the corporate sector's 
needs and whether it is the right time 
to make changes and modifications. 

Implementing a Strategic Alliance 
The total assets of all Islamic 

financial institutions world-wide 
amount to $US 152 billion. A small 
portion of this amount needs to be 
channelled to higher learning institu-
tions like the International Islamic 
University, Malaysia (IIUM), for 
entrepreneurial activities like 
Musharaka, financing, venture, and 
capital projects ( MFVCP). According 
to the records of IIUM, the registered 
international students population 
(undergraduate), semester 2, session 
1995/1996, is 1068 from 72 nationali-
ties. These human assets (internation-
al students), if they are properly 
utilised and motivated by the Islamic 
financial institutions (and Malaysian 
entrepreneurs who are looking for 
new markets), can play an important 
role in promoting trade relationships 
between nations in order to generate 
huge business opportunities. 

1. Marketing 
2. Management 

3. Research 
Methodology 
4. Financial 
Accounting 

5. Project Financing 
6. Islamic Banking 

7. Corporate 
Financin 

Identification of 
Potential Student 

Selction of the 
Creative and 

Innovative Student 

The main objectives of MFVCP 
is to produce a new breed of entrepre-
neurs who are equipped professional-
ly and mentally for business and 
manage risk successfully. Although 
venture capital is a new phenomenon 
in Islamic finance, it needs to be 
planted in the heart of each Islamic 
financial institution in order to bring 
hope not only to students who are 
considered to be future leaders but 
also to the young who are trying to 
achieve entrepreneurship (especially 
those in the rural areas), and to 
inspire them to work hard and to 
expand and develop their business. 

MFVCP must be seen as the way 
to enhance entrepreneurship, generate 
employment and tax revenue and help 
introduce high technology. It should 
fund new venture ideas from the stu-
dents in order to produce successful 
entrepreneurs who can share their 
time between studying and building 
business on the campus and outside. 
The concept of MFVCP will be based 
on the profit and loss sharing system ( 
Musharaka) and students will be 
expected to produce results in terms of 
profitability. Such an exercise will be 
part of their university evaluation. A 
laundry shop, photocopy services, sell-
ing hamburgers, and any scientific 
ideas ( which can be commercialised) 
are all considered to be entrepreneur-
ial activities and need to financed as  

shown in Figure 2. Such activities will 
also build confidence in the minds of 
the students to achieve financial inde-
pendence not only from the govern-
ment but also from their parents. 

In the west, the culture of ven-
ture capital has already started in 
some of the leading UK universities 
such as Manchester and Liverpool, 
owing to business pressure and the 
rapid corporatisation process in some 
of the universities. New linkages have 
also been established between higher 
learning institutions and the corporate 
sector in order to achieve financial 
independence. The former undertakes 
applied research while the latter do the 
development and promotion of such 
work. Durham University Business 
School (DUBS) is a pioneer in terms of 
building close relationships with the 
corporate sector in the North East of 
England by doing applied research 
and training programmes to cater for 
the needs of the corporate sector. In 
doing so, DUBS has succeeded in get-
ting an independent budget from the 
main university campus and most of 
the lecturers and professors become 
consultants to the corporate sector. 

It is also important that proper 
screening of the students be made in 
order to ensure successful implemen-
tation of the programme. The univer-
sity authorities need to create a con-
ducive environment for such a pro-
gramme to operate effectively and 
efficiently. This can be done through 
providing moral and material support 
to this programme. Naturally, cre-
ative people produce ideas, inven-
tions, new concepts and new ways of 
doing things. Not all their ideas may 
be brilliant, but the thing is, they keep 
on producing them. 

It is sad to say that the faculty of 
mind has not been utilised in most of 
the universities in the developing 
world due to various factors, mainly 
the environment, which makes stu-
dents fear the lecturers. Once the 
selection criteria has been made by 
the relevant nrofessor(s), the 
International Unix', rsity students will 
be classified into four groups: 

Group One: Those who are 
interested in Musharaka Financing 
Venture Capital Projects. 

Group Two: Those who are 
interested in becoming an agent for  

marketing Islamic products (such as 
unit trusts), internationally. 

Group Three: Those who are 
interested in undertaking market 
research for SMIE firms in order to 
create a market niche. 

Group Four: Those who are 
interested in identifying new markets 
in the country they come from. 

The second group of students 
will be selected to be agents for an 
Islamic financial institution (IFIs), 
marketing products such as unit 
trusts. Unfortunately, most IFIs have 
underestimated the importance of 
marketing their products at the global 
level. Even those who sell their prod-
uct at the local level have only dealt 
with a particular market sector. 

Figure 2 

STRATEGIC ALLIANCES BETWEEN ISLAMIC 

INSTITUTIONS, INTERNATIONAL UNIVERSITY 

STUDENTS AND ENTREPRENEURS 

ISLAMIC 
FINANCIAL 

INSTITUTIONS 

CLOSE MONITORING AND FOLLOW UP 

The student has to play an 
active role in marketing the products. 
Islamic banks must pay their extra 
bonuses once they declare their annu-
al dividends. The scheme will make 
the student more committed and 
responsible towards the institutions 
and himself. As an active agent the 
student will be financially indepen-
dent, and able to learn entrepreneur-
ship, and when they have accumulat-
ed sufficient funds through selling the 
units, they will be able to start their  

own businesses by self- financing. It 
will make them self-reliant, as they 
will not have to go to commercial 
banks for credit. Very often a good 
proposal for a project dies because the 
students do not have any collateral to 
provide to the commercial institu-
tions for loans. 

The students in this group will 
be classified into two sub-groups. 
Firstly the local students will sell the 
units to the general public, and sec-
ondly, the international students will 
sell the units in their own country or 
elsewhere. 

For the third and forth groups, 
the International Business Students 
will undertake marketing research for 
the small and the medium entrepre-
neur firms. As we have mentioned 
the key problem facing the SMIEs in 
Malaysia, is of marketing their prod-
ucts locally and internationally. 
Marketing research is vital to the 
SMIEs in order to establish whether 
their products have a market at the 
local or international level. It deals 
with all phases of the marketing of 
their goods or services. 

Conclusion and Recommendations 
Unfortunately, the current prac-

tices of most Islamic financial 
Institutions are not innovative and 
creative. We believe that entrepre-
neurs are change agents, they disrupt 
the status quo, but the time has come 
to make major changes in these insti-
tutions. The changes should be not 
only in the operational level, but also 
in the managerial level. These changes 
need to be made if the Islamic finan-
cial institutions are keen to face the 
challenges of the 21st century. 

The century of information tech-
nology, internet and superhighway 
communication has turned the world 
into a global village, where the key 
words are competition, efficiency in 
performance and customer satisfac-
tion. If Islamic finance is to be suc-
cessful, it must be an entrepreneurial 
institution, where Musharaka financ-
ing of venture capital projects at the 
grass root level need to be intro-
duced. By adopting this new 
approach, these institutions will play 
a vital role in economic development 
and reduce the gap between the 
haves and have-nots. 
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Islamic Banks in Bangladesh, (four 
in all) and conventional banks 
practising Islamic banking through 

separate PLS windows (two of them), 
have been doing so brisk a business 
that other members of the family 
(around forty) have also been specu-
lating their entry into this Profit-and-
Loss-Sharing Shariah-based system. 

Shares of these banks are today 
quoted in the local Stock market, and 
their demand is so high that they are 
sold at six times their face value. 

In my article in the August 1996 
Issue of New Horizon (no 54), I made a 
passing assessment on the present 
state of Islamic banks and on their 
future prospects: "The growth-rate of 
the banks practising PLS in 
Bangladesh is many times more than 
the conventional banks." And I made 
a forecast that, "this growth can be 
further accelerated and multiplied". 

"The growth rate of the Islami 
Bank Bangladesh Limited (IBBL), a 
pioneer among the Shariah-based 
banks in the country, was 23.79 per 
cent in 1995, well above the average 
growth rate of the banking sector in 
general, which achieved an 18.47 per 
cent growth rate in the year under 
review." 

"The growth of the two other 
Islamic banks - Al Baraka Bank 
Bangladesh Limited (ABBL) and 
Social Investment Bank Bangladesh 
(SIBL) - both in their deposit and 
investment wings, has been equally 
phenomenal." 

The pure Islamic banks: IBBL, 
ABBL, Al-Arafah Islamic Bank and 
Social Investment Bank Limited, are 
dedicated to offering Shariah-based 
business under the meticulous super-
vision of the Shariah Boards. 
Conventional banks with PLS win-
dows - the Prime Banks and Dhaka 
Bank Ltd - have similarly been doing 
their business under the constant 
monitoring of the Shariah boards as 
well as answer' g directly to the 
devout shareholders. 

The total deposits of these pure 
Islamic banks are Taka 18,813 million 
and total investments are TK 17,947 
million presently. This includes: the 
Islami Bank Bangladesh Limited 
(deposit TK 13501 million and invest- 

ment TK 13,706 million); Al-Baraka 
Bank Bangladesh Limited (deposit TK 
4,740 million and investment TK 4,000 
million); Al-Arafah (deposit TK 347.7 
million and investment TK 144.3); and 
social and investment Bank (deposit 
TK 226 million and investment TK 97 
million). And all these banks started 
their operation in a modest way with-
out prior experience and knowledge. 

The sources of fund of these 
Islamic banks are: a) paid-up capital 
and reserves, and b) deposits. The 
volume of funds against these two 
heads are approximately in the ratio 
of 6:100. 

The successful launch-
ings and Operations of the 

lslanzi Bank and Al-Baraka 
Bank in Bangladesh have 
established the fact that 
interest-free banking in 
Bangladesh is not only 

feasible but also very much 
profitable from tin 

economic, as well as social 
welfare, point of view. 

The paid-up capital consists of 
share money which conforms to the 
nature of the Musharaka principle of 
Islamic Shariah. Musharaka means a 
joint venture of two or more persons 
who subscribe to the capital fund and 
have a right to participate in profit 
and management, and have an obliga-
tion to bear proportionate loss, if 
there is any. 

Deposits are mobilised through 
the application of two Shariah 
Principles - Al Wadia and Mudaraba. 

Al-Wadia principle implies that 
the bank receives funds with the 
understanding that it will refund the 
deposit on demand, and also with 
authorisation from the depositors to 
use the funds for the benefit of and at 
the risk of the bank. The bank's cur-
rent accounts deposits are managed 
on this principle. By opening such 
accounts a depositor does not acquire 
any management (voting) right on the 
bank or on the fund deposited. 

Mudaraba principle implies that 
the bank receives deposits from the 
depositors with the authority that the 
bank will have exclusive right to man-
age the fund. The profit resulting 
from such deposit will be shared 
between the bank and the depositors 
at a pre-agreed ratio and the loss, not 
resulting from the negligence of the 
bank or any of its representatives, will 
be borne by the depositors. Through 
these accounts, the depositors do not 
acquire any management (voting) 
right on the bank or on the deposits. 

The successful launchings and 
operations of the Islami Bank and Al-
Baraka Bank in Bangladesh have 
established the fact that interest-free 
banking in Bangladesh is not only fea-
sible but also very much profitable 
from the economic, as well as social 
welfare, point of view. 

These two banks have jointly 
initiated an Islamic money market 
where they can ease out their prob-
lems of surplus and deficit to some 
extent. The mechanics is that they 
maintain profit-sharing deposit 
accounts with each other. 

All these Islamic banks includ-
ing the Islamic counters of the inter-
est-based banks have brought a multi-
tude of depositors and entrepreneurs 
who hitherto avoided interest-based 
banking on the grounds of religion 
under banking coverage. These peo-
ple are now the ones backing these 
Islamic banks. 

Islamic banks in Bangladesh suc-
cessfully entered into the Garment 
export business, a flourishing sector of 
Bangladesh economy. IBBL handles 
more than thirty-four per cent of the 
export business of this sector. Among 
the twenty financial institutions com-
peting for the export business for gar-
ments, the size of IBBL business is 
appreciable. To feed the need of 
bankers for Islamic banking, IBBL has 
established a training academy as 
well. The Bangladesh Institute of Bank 
Management (BIBM), a government-
sponsored institution to assist banks 
and other units in the capital market, 
has also committed itself to helping 
towards the expansion of the Shariah-
based economy in the country. 

Takaful 

Islamic 
Insurance 
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(L-R) Raheel Ijaz, Anuar Bin Hj Saleh, Zulkafli Bin Ghazali, Khaled Qayum, 
Mohd Rush Bin Ahmad, Azman Bin Adnan; Nasr A Mahmoud, Ghazanfar Adil 

The Institute of Islamic Banking 
and Insurance's (IIBI) first 
Executive 	Development 

Programme concluded at the 
Institute's London auditorium, on 
Friday, 20 September, having been 
hailed as a success by all those 
involved. 

The two-week programme, 
aimed at aiding the professional skills 
of personnel involved in Islamic 
Banking and Finance, attracted the 
participation of eight key personnel 
from Islamic Banks in Pakistan, 
Bahrain, and Malaysia. Consisting of 
lectures and visits to major London 
financial institutions, the programme 
was described as valuable and insight-
ful by its participants. 

The development 
course was also intended 
to bring together person-
nel of Islamic and conven-
tional financial institu-
tions from different parts 
of the world to discuss 
issues, exchange experi-
ences, and cross-fertilise 
ideas. 

Course Co-ordinator 
and Director General at 
the Institute, Ghazanfar 
Adil, explained that the 
programme was partly a 
useful conduit to bridge 
the gap between the 
nascent 	Islamic 
Banking Community 
and the Western financial scene. 

The Programme generally con-
sisted of a lecture in the morning, fol-
lowed by lunch and then a visit to a 
major London financial organisation 
in the afternoon. 

Those who addressed the partic-
ipants included the Institute's 
Chairman, Muazzam Ali; Simon 
Devenish, Managing Director of 
Crescent Commercial and who was 
also a course co-c rdinator; Dr Rodney 
Wilson, Profe. ;or, Economics 
Department, Uni% ersity of Durham; 
Professor Simon Archer, Financial 
Management, University of Surrey; 
Professor Trevor Gambling, Emeritus 
Professor, University of Birmingham; 
William Elliot, a Managing Director at 
Freshfields; Owain Powell-Jones, 

Mondex International; and Dr 
Mohammed El-Fatih Hamid, legal 
adviser to the Islamic Development 
Bank in Jeddah, Saudi Arabia. 

Subjects covered included: 
Marketing of Islamic Products; 
Portfolio Developing and Liquidity 
Management; Issues of Corporate 
Governance; Accounting Standards in 
Islamic Banks; Legal Documentation; 
Legal Issues in Istisna; and Smart 
Cards. 

The participants and course co-
ordinators also visited prestigious UK 
financial institutions, whom the 
Institute thanked for their support 
and co-operation at a dinner held in 
honour of the participants on 

Thursday evening (19 September) at 
the Great Western Hotel, Paddinton. 

Organisations visited included 
the Bank of England, Natwest Capital 
Markets, ANZ Grindlays, London 
International Financial Futures 
Exchange (LIFFE), United Bank of 
Kuwait, Citibank, Kleinwort Benson, 
London Metal Exchange and the 
International Petroleum Exchange. 

Those participating in the pro-
gramme included Nasr A Mahmoud, 
manager of the CEO's office at the 
Islamic Bank of Bahrain. From 
Pakistan came Raheel Ijaz, Senior 
vice-president and Regional Head of 
Faysal Bank Ltd, Islamabad and 
Khaled Qayum, Head of Risk 
Management, Al Faysal Investment 
Bank. 

The remaining delegates came 
from Bank Rakyat, Malaysia; they 
were: Mohd Akob Bin Ahmad, 
Regional Manager and Acting Head 
of Operations Division; Azman Bin 
Adnan, head of IT; Zulkafli Bin 
Ghazali, head of System and Method 
Dept; Mohd Rusli Bin Omar, Regional 
Manager; and Annuar Bin Hj Saleh, 
head of Dept of Branch Deposits and 
Loans. 

During the concluding discus-
sion, IIBI received useful feedback 
from the participants. Simon 
Devenish said that: "This has proved 
to be an excellent first step. We learnt 
a lot from the feedback today." 

Raheel Ijaz said: "The pro-
gramme has been extremely 
useful, especially our experi-
ences in terms of the visits. 
The Institute provided us 
with a valuable insight into 
these organisations as well 
as providing us with an 
opportunity to have a direct 
dialogue with those 
engaged in developing 
Islamic Banking products, 
purely from a Western view 
point." 

Mohd Akob Bin 
Ahmad said: "It was good to 
get the different perspec-
tives on Islamic Banking 
from the lecturers, organisa-
tions we visited and fellow 
participants. The step taken 

by the institute is to be applauded. 
One must keep shooting at a target, 
and in the long term the aim will only 
get better and better." 

Khaled Qayum echoed his senti-
ments, "it was useful and thought- 
provoking and brought to our atten- 
tion what's happening in the Western 
banking organisations, and also 
brought banking professionals togeth-
er. I hope it can continue and we can 
build on what we have learnt here." 
while Nasr Mahmoud chose to sum it 
up in one word: "Wonderful!". 

The Institute intends to offer 
two programmes a year, in September 
and in March, offering a unique and 
stimulating opportunity to explore 
new avenues and develop useful 
international relationships. 
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Journey Towards Islamic Banking 
This remarkable collection of talks and discussions by two of the field's most 

ardent and dedicated proponents, gives a unique insight into the fast expanding 
world of Islamic Banking. 

These pages hold in-depth discussions of what Islamic banking and finance has to 
offer, how it has developed thus far, the problems and set-backs it has encountered 

as a fledgling economic system, the attractions of an ethical banking system, 
and the way ahead and future prospects for this still 

very young financial system. 
This collection conveys the earnest desire of not only realising a workable Islamic 

banking system, but also of offering a realistic and viable alternative to Muslim and 
non-Muslim alike. The arduous journey towards this ultimate goal, begins from the 
basic belief that the ideology of the Islamic financial system is based on divine truth. 

Published by the 
Institute of Islamic Banking and Insurance, London 

The First Ever 

Encyclopaedia of Islamic 

Banking and Insurance 
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. 

This valuable reference book, published by the Institute of Islamic Banking and Insurance, 
contains in-depth articles by distinguished scholars and jurists. 

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

• Concept , Theory and Evolution • Operations 

• Investment and Insurance 	• Inter-bank Relation 

• Experience 	 • International Groups and Organisations 

• Research and Co-ordination 	• International Survey of Islamic Banking Institutions 

The Encyclopaedia is priced at £150+p&p*, 

and Journey Towards Islamic Banking at £25 including p&p. 

Institute of Islamic Banking & Insurance, 
ICIS House 144-146 King's Cross Road, London WCIX 9DH. Tel: 0171 833 8275 Fax: 0171 278 4797. 

A banker's draft or cheque on a UK bank should be made payable to 'Institute of Islamic Banking & Insurance' 
*p&p rates per unit UK £5.00; Europe £7.00; Rest of the world £10.00 

First Exec Development Programme Concludes 
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PAKISTAN ADB to give $200 million loan for SAP PAKISTAN IMF: Tariffs much higher in South Asia 

The Asian Development Bank 
(ADB) has agreed to provide $200 

million loan for the second phase of 
Social Action Programme (SAP). 

The official said the ADB mis-
sion held a wrap-up meeting with 
senior government officials where 
they showed their interest in funding 
the programme. The Pakistani side 
was led by Deputy Chairman of 
Planning Commission, Qazi 
Aleemullah, and included federal and 
provincial secretaries. 

The official said aide memoire 
for $200 million was likely to be 
signed by the Economic Affairs 
Division. The official said the six-
member ADB mission discussed 
broad parameters of the SAP-II. 
"Broad outlines in education, health, 
rural water supply, sanitation, popu-
lation planning sectors were dis-
cussed for SAP-II," he said. The wrap-
up meeting was a follow up of the 

The IMF directors have told 
Pakistan to impose tax on agricul-

tural incomes, reduce military expen-
ditures, remove regulatory import 
duties, slash tariffs further and man-
age flexible exchange rate. 

Their directives to Pakistan, con-
tained in the 1996 annual report of.  
International Monetary Fund, partly 
explain the reasons for the cooling off 
of IMF-Pakistan relations in recent 
months. The directives also make it 
very clear as to what the Fund would 
like Pakistan to promise when its 
high-powered team, led by the advis-
er to the prime minister, V. A. 
Jaffarey, meets the Fund's directors in 
Washington. 

The Fund directors have pointed 
out that a key element of the overall 
reform would be the removal of the 
regulatory import duty and a further 
reduction of tariff rates, and urged the 
authorities to advance tariff reform. 
The directors have placed strong 
emphasis on extending general sales 
tax, broadening agricultural taxation, 
and phasing out tax exemptions and 
concessions. The directors have 
underscored the need for controlling 
government expenditure and improv-
ing its efficiency and composition. 
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earlier missions of the bank to 
Pakistan to study SAP-II. 

A pre-appraisal mission of the 
bank had first visited Pakistan, fol-
lowed by an appraisal mission which 
visited all the four provincial head-
quarters and not only witnessed the 
implementation of the first phase of 
SAP but also held discussions with 
the provincial officials on the second 
phase. 

The official said that other donor 
agencies like the World Bank, and 
Official Development Assistance 
(ODA) have also shown their interest 
in providing loans for the second 
phase of SAP-II. 

He said SAP-I, costing $4.0 bil-
lion, was a great success. "The imple-
mentation rate of SAP is 99.7 per cent 
in terms of financial outlay." The offi-
cial said the donor agencies were con-
vinced about the results of the SAP-I 
as primary education has increased to 

They have called for greater 
efforts to reduce unproductive spend-
ing, including military expenditure, 
and increase development outlays. 
The directors emphasised that privati-
sation proceeds should not be used to 
finance unsustainable increase in gov-
ernment expenditures and that it was 
critically important for Pakistan to 
improve the transparency of its bud-
get management. 

According to the IMF , the key 
elements for bringing down mone-
tary growth substantially in 1995/96 
were strengthening of fiscal 
accounts, reducing government-
directed credit, and containing credit 
to public enterprise. To that end, the 
directors welcomed the removal of 
credit-to-deposit ratio mechanism 
and the ceiling on rates of return. The 
directors have stressed that it is 
imperative that exchange rate policy 
be supported fully by restrained fis-
cal and monetary policies to contain 
inflation and preserve competitive-
ness. Most directors felt that the flex-
ible management of the exchange 
rate was appropriate. 

Several directors observed that, 
in today's globalised financial system 
with swift financial market reactions,  

a considerable extent, primary health 
care to mother and child was being 
successfully provided in rural areas, 
family health programmes had result-
ed in the decrease in the growth of 
population from 3.1 per cent in 1993-
94 to 2.8 per cent in 1995-96, and a 
decrease in infant mortality rate and 
substantial improvement in provision 
of clean drinking water and sanitation 
conditions. 

The World Bank had agreed to 
provide $200 million for the second 
phase of the programme but later 
withheld the assistance raising several 
questions to ensure transparent finan-
cial control of the programme. 

Though the financial outlay of 
the second phase of the programme 
i.e. 1996/97 to 1999/2000 has yet to be 
finalised after discussions with major 
donor agencies, the official said it 
would be a more than the first phase. 
- Dawn 

it was essential for Pakistan to estab-
lish a strong track record of funda-
mental and sustained adjustment. By 
doing so, it would restore and main-
tain the confidence of markets and the 
international community. 

The Fund directors had stressed 
that the new economic programme 
should be rigorously implemented to 
achieve its objectives and rapidly re-
establish confidence, and urged the 
authorities to take additional correc-
tive actions if necessary. 

The directors noted that the 
large stock of short-term external debt 
and low international reserves 
allowed no scope for policy slippages. 

In various discussions during 
the year, both on policies and in the 
context of Article IV consultations 
with member-countries, the Fund 
directors have stressed the impor-
tance of good governance and trans-
parency in promoting economic and 
political stability and in encouraging 
efficient and effective use of 
resources. They also encouraged 
efforts to address the issue of corrup-
tion, which threatened to undermine 
policies to strengthen economic per-
formance. 
- Dawn  

Tariffs in South Asia, averaging 
1 around 45 per cent, remain far 
higher than in other regions of the 
world, while those in the Middle East 
and North Africa and sub-Saharan 
Africa — in the 25-30 per cent range 
— have shown little change since the 
second half of the 1980s, says an IMF 
report. 

By contrast, many countries in 
Latin America and East Asia, as well 
as several in Central and Eastern 
Europe, have substantially reduced 
their average tariffs, to a range of 10-
15 per cent. 

The ratio of world GDP volumes 
to real GDP, according to the report 
"Disparities in Global Integration" 
published in IMF magazine 'Finance & 
Development", rose by 1.2 percentage 
points a year over 1985-94, three times 
faster than in the previous decade and ..single country exhibition of 

Indonesia is taking place in 
Karachi, organised by the Indonesian 
Chamber of Commerce and Industry 
(ICCI) and the Trading Corporation of 
Pakistan (TCP). 

The ICCI, Jakarta Centre for 
Information and Development 
Studies, in collaboration with the fed-
eral commerce ministry and the TCP, 
organised a seminar to deliberate on 
the socio-economic re-engineering of 
the less developed economies of Asia 
in a "look East" perspective. 

From Indonesian side the promi-
nent speakers included Senior 
Minister of State for National Planning 
and Development, Ginandjar 
Kartasasimita, and Umasr Juoro and 
Special Assistant to the Minister for 
Foreign affairs. From Pakistan side, 
Special Assistant to Prime Minister 
Shahid Hassan Khan, and Commerce 
Secretary Salman Faruqi, Additional 
Secretary Prime Minister's Secretariat 
Dr Waqar Masud amongst others, 
spoke. A 125-member Indonesian del-
egation is in Kara( for the duration. 

Meanwhile P, kistan proposes to 
double the existing trade volume with 
Indonesia in the next four years, 
Shahid Hassan Khan informed the 
participants of a one day seminar on 
"Indonesia-Pakistan Economic 
Collaboration". 

As for collaboration and joint  

faster even than in the 1960s. 
Although the aggregate ratio of 

developing country trade (exports 
plus imports of goods and nonfactor 
services) to GDP rose strongly over 
the last decade, more than three-
fourths of the increase was accounted 
for by just 10 countries. In 44 of 93 
countries, the trade ratios have even 
fallen. Viewed by region, trade ratios 
fell in sub-Saharan Africa, were flat in 
the Middle East and North Africa, 
and barely edged forward in South 
Asia. 

About global foreign direct 
investment (FDI), the report says that 
it also surged, doubling as a share of 
world GDP, to reach nearly $200 bil-
lion in the early 1990s. Developing 
countries as a group participated in 
this trend, but there were wide dis-
parities in the pace of global integra- 

ventures between Pakistan and 
Indonesia, Khan spoke of three specif- 
ic bilateral agreements. Under the first 
agreement he said two palm oil 
refineries based on crude palm oil 
from Indonesia are being set up. The 
second agreement in the private sector 
relates to setting up of a giant sugar 
mill in Indonesia for which a vast tract 
of land on which sugarcane will be 
cultivated has already been provided. 
The third agreement is for PIA to 
replace its aircraft with F-27s manufac-
tured in Indonesia. 

Two significant aspects of this 
agreement were highlighted by the 
PM's Special Assistant. The first is that 
significant number of components of 
these aircraft will be produced in 
Pakistan and second is that 30 per cent 
payment of capital cost would be paid 
by Pakistan by way of exporting 
goods and services to Indonesia. 

Khan said that despite enjoying a 
most cordial relationship, Pakistan's 
share in 34 billion dollars of 
Indonesian imports is negligible at just 
a little over 100 million dollars. 

Adi Sasono, Chairman of the 
Board of Directors, Centre for 
Information and Development Studies 
and Secretary General Muslim 
Intellectuals Society spoke of the 
threats of the "global era" to the 
economies of Pakistan, Indonesia and 
developing countries. "Economic enti- 

tion, with many countries becoming 
less integrated with the world econo-
my during this period, it remarks. 

Presuming that all the countries 
of the world including Pakistan 
where the literacy rate and the ratio of 
university graduates to population is 
among the lowest in the world and 
the share of manufactured goods is 
less than half of total exports, are at 
the same level technologically, indus-
trially and economically, the report 
has enumerated the benefits of 
increased participation in the world 
economy, namely, "exposure to new 
ideas, technologies, and products; 
improved resource allocation; height-
ened competition as a spur to achiev-
ing world standards of efficiency; 
wider options for consumers; and the 
ability to tap cheaper sources of 
finance internationally". 

IMF calls for slashing military expenditure 

Indonesia Exhibition Prelude to increased Collaboration 
ties from the developed countries will 
become champions because their long 
establishment render them to be most 
competitive relative to those of our 
countries," he observed with a warn-
ing, "our markets will be filled with 
goods coming from Europe and North 
America, but our goods will not be 
able to penetrate their markets 
because of the lack of competitiveness 
of our industries". 

Furthermore, globalisation of 
information through the media and 
Internet will portray many of the 
Third World countries, specially 
Muslim ones, in a negative light. This 
is because major world media and 
information technology is heavily 
dominated by Western countries. 

Sasono said Indonesia and 
Malaysia are now countries which 
have belied the general belief in the 
Western countries that Muslim soci-
eties are incapable of making any 
worthwhile progress. 

He said Pakistan and Indonesia 
are the biggest Muslim countries and 
have a great potential to become for-
midable forces in the world. "Together 
the two with development thrust, eco-
nomic progress and Muslim identity, 
have the potential to bring about an 
alternative to the Western conception 
of state, society and the economy", he 
said. - Dawn 
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SOFWIN Launch & IBM Acquisition New Money Gallery 

Money plays such a crucial part in 
almost every aspect of life that it 

is almost impossible to imagine a 
world without it. And yet, in spite of 
its importance, money is not easily 
understood. How can its vital role be 
explained, particularly when it now 
consists merely of small pieces of 
paper, metal discs, plastic cards and 
computer records? 

The universal nature of the 
British Museum's unrivalled money 
collections make them ideally suited 
to tell this story. Now, a donation to 
the Museum by HSBC Holdings plc 
has allowed the refurbishment and fit-
ting out of a magnificent gallery, to 
open in January 1997, which will be 
devoted to the history of money, trac-
ing its amazing variety and uses 
world-wide over the last 4000 years. 

The new HSBC Money Gallery 
will present displays illustrating  the 
development of the coins, banknotes 
and electronic money in use today, 
alongside less familiar aspects such as 
the earliest recorded means of pay-
ment: grain, metal and shells used in 
ancient Mesopotamia, Egypt and 
China. 

The displays will explore the 
relationship between the objects 
called money now and other forms of 
currency throughout the world, and 
examine why there have been so 
many different forms of money, how 
they were made, where they circulat-
ed, what systems regulated them, 
when they first appeared, and how 
states and individuals have used 
them. 

The opening  of the new HSBC 
Money Gallery will be accompanied 
by two new books. Money - A History, 
edited by Jonathan Williams, a richly 
illustrated companion to the gallery 
written by curators in the Museum's 
Department of Coins and Medals, and 
a book for children The Story of Money, 
by John Orna-Ornstein, both pub-
lished by British Museum Press.  

panks and other financial institu- 
tions can now obtain a compre-

hensive operational risk management 
software program, SOFWIN. This 
Windows-based program is being 
launched on the market by Frasin 
Limited, a member of the HSBC 
Group. 

SOFWIN, a powerful manage-
ment tool, fills a major gap in the mar-
ket for risk-related software dominat-
ed as it is by programs for financial 
trading  risk. 

SOFWIN focuses on operational 
risk. Financial institutions face a wide 
range of threats to their business 
including  unauthorised trading, com-
puter crime, employee infidelity, 
forgery and fraud. In extreme cases 
these can threaten the very survival of 
an institution. 

Threats like these, commonly 
called passive in contrast to active 
trading  risks, are largely internal to an 
organisation. The worst losses arise 
when an active trading  fraud is con-
cealed through taking  advantage of a 
passive deficiency in controls and 
operational procedures. 

SOFWIN addresses the problem 
of how to identify and analyse expo-
sure to operational threats. Through 
SOFWIN, senior management gain 
access to the information they need 
for taking  informed decisions about 
their operational risks: how to control 
it and how to protect their institutions 
from operational loss. 

SOFWIN is especially useful to 
the heads of internal audit, security, 
compliance and insurance risk man-
agement. Boards of Directors are the 
better placed to frame formal security 
policies that meet the requirements of 
central banks and other regulators. 
Ultimately it is the depositors, cus-
tomers and shareholders alike who 
will benefit from the reduced risk of 
unexpected losses that the implemen-
tation of SOFWIN should deliver. 

Philip Martin, Chief Executive of 
Frasin, adds: "Fraud is an increasing  
global problem. We have designed 
SOFWIN to assist financial institu- 

tions in creating a disciplined and 
controlled approach to identifying  
and managing  their operational risk 
exposures. SOFWIN promotes good 
business habits." 

Frasin Limited is an indirectly-
held subsidiary of HSBC Holdings 
plc. The HSBC Group, with over 3,300 
offices in 73 countries and assets of £ 
237 billion at 30 June 1996, is among 
the world's largest banking  and finan-
cial organisations. 

Meanwhile, IBM's Banking, 
Finance and Securities group has 
announced that it has acquired the 
software system Target, from CPM 
Corporation of Peoria, Illinois. IBM 
says that Target, combined with exist-
ing  IBM technology, facilitates a 'com-
plete solution' to one of the most 
pressing  issues in the banking  indus- 
trY. 

Currently it is estimated that 
only 33 per cent of customers in the 
retail banking  marketplace, are prof-
itable for the bank. Banks are faced 
with the dilemma of maintaining  and 
building  a cost-effective customer 
base amid a growing  number of fiscal 
and competitive constraints. 

Rapid advances in dataware-
house technology in recent years, 
highlighted by the evolution of paral-
lel processing, have enabled banks to 
more effectively store, organise and 
access the vast array of customer 
information residing  in their systems 
as a result of customer banking  trans-
actions and balances. 

With the acquisition of Target, a 
leading  sales and marketing  software, 
IBM can provide a package which 
produce targeted and timely market-
ing  based on customer needs or 
events impacting their banking  
behaviour. 

With IBM's Customer 
Relationship Management capability, 
banks can now develop a complete 
customer profile, regardless of the 
number or nature of the relationships 
the customer has with the bank, and 
base its activities on that profile. 

MALAYSIA 

Islamic Trust Fund 
to be Set Up 

The Government is exploring the 
possibility of setting up an 

Islamic Trust Fund with the money 
being invested in counters recognised 
by the Shariah Council, Deputy 
Finance Minister Datuk Dr 
Affifuddin Omar said. 

"The Labuan Offshore Financial 
Services Authority (LOFSA) has been 
given the task of undertaking a study 
on the setting up of the fund," he told 
reporters at Parliament House here. 

Malaysia's Main Trade 
With Asia 

Malaysia's main trade is with Asia 
and last year alone it was val-

ued at RM220.2 billion or 58 per cent 
of the country's total trade, the 
Dewan Rakyat was told. 

With West Asia alone it was 
RM5.2 billion or 1.4 per cent, the 
Parliamentary Secretary to the 
Ministry of International Trade and 
Industry Datuk Hishamudin Tun 
Hussein Onn said. 

After Asia, North America was 
the main importer of Malaysian goods 
and this was followed by Europe and 
Africa. 

BAHRAIN 

ABC to set up Islamic Bank 

The Arab Banking Company (ABC) 
has unveiled plans to float an 

Islamic bank with £100 million capital, 
Asharaq  Al Awsat reported recently. 

According to Ahmad Abdul 
Latif, executive director of ABC, the 
capital of the Islamic bank will be 
increased to $200 million within the 
next two years. "The bank is not com-
peting  with other banks. Moreover, it 
is not going  to deal directly with indi-
vidual customers but with corporate 
banks," Abdul Latif explained. 

The Arab Banking Company 
will hold 25 per cent shares of the pro-
posed bank, which is expected to 
open next month (October). 
Islamic Voice 

Shariah Judiciary Dept Soon 

The Malaysian Shariah Judiciary 
Department is expected to be 

established by the end of the year as 
part of the revamping of the Shariah 
Court Administration, Minister in the 
Prime Minister's Department Datuk 
Dr Abdul Hamid Othman said. 

"The restructuring will involve 
all employees of the Shariah Courts in 
the states including judges and sup-
porting staff," he told reporters here. 
- Bernama 

MIMOS Introduces New 
Internet Rates 

The Malaysian Institute of 
Microelectronic Systems (MIMOS) 

has introduced an unlimited access 
rate for internet users to enhance the 
affordability and access to internet. 

MIMOS also introduced a new 
membership category called Home 
Users, and lumped local government 
departments and non-profit organisa-
tions together with private organisa-
tions under the category for organisa-
tion users. 

SAUDI ARABIA 

The Islamic Development Bank 
(IDB), is currently inviting nomi-

nations for its prestigious prize in 
Islamic Economics, for the Islamic 
year 1417H (1997). 

The prize has been established 
to be awarded on an annual basis 
alternating between Islamic 
Economics and Islamic Banking, and 
consists of a citation carrying the 
Bank's emblem, and a cash award of 
30,000 Islamic Dinar, (approximately 
US$43,500). 

The objectives are to recognise, 
reward and encourage creative efforts 
of outstanding merit in the field of 
Islamic Economics. IDB is inviting 
individuals, universities, academics, 
financial and Islamic institutions, 
throughout the world to nominate 
whosoever they deem eligible to be 
awarded the IDB Prize in the field of 
Islamic Economics. 

More than one laureate may 
share the same prize, and it can be 
awarded to individuals or organisa-
tions. For a copy of the Prize 
brochure, contact: 

Plans to Merge Small 
Insurance Firms 

Bank Negara is making efforts to 
merge small insurance companies 

capitalised at up to RM13 million into 
a single unit to enable them to com-
pete with the big companies. 

Deputy Finance Minister Datuk 
Wong See Wah said the measures to 
be taken included increasing the mini-
mum capital requirement and intro-
ducing a two-tier control, with the big 
companies enjoying greater liberty to 
run their operations. 

Higher claims for life insurance 
had also been proposed with Bank 
Negara empowered to fix the rate 
according to current conditions but 
within affordable limits, he said. 

As at last year, there were 61 
insurance companies with small capi-
tal, he said when winding up the 

.debate on the Insurance Bill 1996 in 
the Dewan Negara. 

The bill, which contains guide-
lines for streamlining the insurance 
industry, was approved. - Bernama 

IDB Prize Preparatory 
Committee;  Islamic Research and 
Training  Institute,PO Box 9201, 
Jeddah 21413, Saudi Arabia, 

Tel: 966-2-6361400, Fax: 966-2-
6378927. 

MWL Goes Live on the Web 

The Muslim world League will 
soon be hooked up with the 

Internet, an MWL official said. 
"The move is aimed at educat-

ing people about the principles and 
teachings of Islam at a global level," 
Zahir Salith Fatani, Director of 
Operation and Maintenance in MWL, 
said. 

"The League cannot be indiffer-
ent to the idea of broadcasting 
through the satellite channels (or the 
information super highway)," he said, 
noting that "even if success has been 
achieved in the area of newspaper, 
magazine and journal publications, 
the Internet is considered cheaper and 
more accessible for the propagation of 
Islam." 

Prize Nominees Invited 
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DIVERSITY IS OUR STRENGTH 
— our growth speaks for itself 

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

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

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

I 3 E X I MCO 
MANUFACTURING INDUSTRIES AND INTERNATIONAL TRADING 

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

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

The Gulf emirate of Abu Dhabi is 
set to launch the world's biggest 

Islamic bank to take advantage of the 
growing regional demand for such 
financial institutions. 

The capital of the bank, to be 
based in Abu Dhabi, will be higher 
than the capital of any other bank in 
the United Arab Emirates (UAE), they 
said. The Abu Dhabi government has 
almost completed procedures for the 
creation of the bank, which will be 
partially owned by the private sector. 
'So far we do not have enough infor-
mation about the bank's capital, its 
statute and the date of its opening. 
But a large part of its capital will be 
raised through public subscription in 
the UAE,' a local bank manager said. 

It will be the second Islamic 
bank in the UAE after the Dubai 
Islamic Bank (DIB), the biggest 
Islamic bank in the world in terms of 
paid up capital, which stood at 420 
million dirhams ($114.4m) at the end 
of 1995. Bankers said the new unit 
would be highly feasible as there is 
strong demand for Islamic bank ser-
vices in the UAE and other conserva-
tive Gulf states. 

Quoting unidentified officials, 
the UAE economic weekly Emirates 

Biggest Islamic bank to be 
Today said the bank's majority share-
holders included the Abu Dhabi gov-
ernment and local businessmen. The 
remaining shares will be floated in 
the local market. 'An emiri decree set-
ting up the bank and defining its 
statute, activities and capital is 
expected to be issued shortly,' the 
magazine said. 

The creation of the bank follows 
the collapse of the Bank of Credit and 
Commerce International (BCCI) in 
1991 for allegations of massive fraud. 

Abu Dhabi, the main oil produc-
er in the UAE, owned around 77% of 
BCCI, which was one of the biggest 
monetary establishments in the 
world. The emirate has offered $1.8bn 
in compensation for BCCI creditors. 
'Despite the large number of banks in 
the UAE, the new Islamic bank will 
be a successful venture as there are 
many clients for such units,' a UAE 
banker said. 'This was evident in the 
operations of DIB over the past 
decade.' Islamic banks do not deal in 
interest which is prohibited by Islam 
as usury. But they charge a percent-
age of the profits on the project they 
finance. 

Apart from DIB, the UAE has 46 
commercial banks, with assets of 

launched 
around 170bn dirhams ($46.3 bn). 
Most of them have reported record 
profits over the past few years due to 
a boom in the construction and trade 
sectors, the main beneficiaries of bank 
credits. 

Dealers said they expected the 
floated capital of the new Islamic 
bank to be quickly oversubscribed 
given the large domestic liquidity and 
investors' confidence in enterprises 
with government involvement. 'There 
is no doubt that the new share issue 
will give a strong boost to the stock 
market, which has suffered from a 
lack of share flotation's over the past 
10 years,' said Zuhair Kaswani, a 
leading UAE stockbroker. 'I think the 
capital to be owned by the private 
sector would be over-subscribed in a 
short period of time as the market is 
awash with liquidity and there is 
strong confidence in government ven-
tures.' 

Dealers and bankers said they 
expected 55% of the new bank's paid-
up capital to be put for public sub-
scription. The rest could be owned by 
the government and wealthy sheikhs 
and businessmen. - AFP 
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The Dawning of a New Era 

Faysal Islamic Bank 
of Bahrain EC 

Towrigevtirter/Zawa/td&gzaspe/citcp 

There is a Bank that combines 

established Islamic values with 

state-of-the-art technology. 

A Bank which believes it's 

customers are it's greatest asset. 

A Bank with highly skilled 

professionals ready to welcome 

and serve you around the 

world or around the corner. 

To find out more about how 

we can help you, call now on 

(+973) 227040 


