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C O M M E N T 

New Year, New Horizons, Renewed Pledge 
I t is a l i t t le k n o w n , but extraordinary fact, 

that as w e take the f irst f e w steps in to a n e w 
Gregorian year. New Horizon, is i n fact entering 
its twenty-f irst year of publication. 

D u r i n g most of those t w o decades the jour
nal has spot-lighted the poli t ical as w e l l as eco
n o m i c arena of the d e v e l o p i n g a n d I s lamic 
w o r l d ; h o w e v e r , f o u r years ago i t w a s 
revamped and dedicated entirely to the promo
t ion of Islamic economics. 

Such was the importance attached to pursu 
i n g the cause of e v o l v i n g an Islamic b a n k i n g 
and insurance industry for the 21st century, that 
the magazine was g iven over 
exclusively to creating aware
ness of, report ing and i n f o r m 
i n g o n , a n d d i s c u s s i n g a n d 
d e b a t i n g th is u n i q u e ethics-
based financial system. 

New Horizon r e m a i n s the 
p r e m i e r j o u r n a l i n the f i e l d , 
h i g h l y r e g a r d e d a n d w i d e l y 
credited for its role i n recent 
developments. A n d there is to 
be n o l e t - u p i n t h e pace of 
progress. I n our f i f t h year of 
publication, the publisher (the 
I n s t i t u t e of I s lamic B a n k i n g 
a n d Insurance ) , is p l e d g i n g to r e d o u b l e i ts 
efforts i n publicis ing, and popular is ing Islamic 
finance, and s t imula t ing a s tudied strategy of 
on-going expansion and g r o w t h . 

Whi le Islamic banki ng has crossed many a 
milestone i t s t i l l has to go some w a y before i t 
can compete w i t h the centuries-old convention
al banking system, and some of the key areas to 
concentrate o n are research and development; 
t ra in ing ; and deve loping specifically ta i lored 
management and accountancy systems, w h i l e 
r e m a i n i n g w i t h i n the p a r a m e t e r s f i x e d b y 
Islamic Shariah. 

The i n t e r n a t i o n a l l y - r e c o g n i s e d I n s t i t u t e 
hopes to do this on all media fronts, inc luding 
Mul t i -media as w e l l as p r i n t media. 

This misapprehension has 
arisen from the model of 

the conventional life insur
ance policy. Even though 

both the conventional sys
tem and the Islamic one are 
based on the notion of life 

insurance, there are 
undoubtedly several aspects 

whereby the two systems 
are in conflict in both 
principle and practice. 

As such the list of activities planned for 1997 
include: several projects i n the f ie ld of research 
and development; a new series of seminars and 
lectures as w e l l as the on-going distance-learn
i n g d i p l o m a course; the publ ica t ion of i m p o r 
tant volumes on the subject, many of w h i c h w i l l 
very soon also be available o n C D - R O M ; and 
setting u p shop on the W o r l d Wide Web, w h i c h 
should be coming on-line even as y o u read this. 

We at New Horizon, p l e d g e to c o n t i n u e 
ass i s t ing M u s l i m a n d n o n - M u s l i m readers 
act ively p a r t i c i p a t i n g i n the Is lamic b a n k i n g 
system, i n acquiring knowledge about the sys-

tem, and guidance i n its concept 
and operations. 

A n d as a N e w Year's gift to 
our valued subscribers, a token 
of our o w n appreciation for the 
s u p p o r t a n d e n c o u r a g e m e n t 
this journal has received d u r i n g 
its l o n g l i fe , the publishers are 
g i v i n g away a pocket directory 
of Islamic financial inst i tutions, 
w h i c h w i l l be sent to y o u under 
separate cover. 

We have t r i e d to make the 
directory as u p to date as possi
ble given the t ime and resource 

constraints available, b u t i t is obvious that w i t h 
the r a p i d pace of g r o w t h the Is lamic f inance 
indust ry is experiencing, any such publ icat ion 
w i l l be out-of-date the m o m e n t i t goes to the 
printers. 

Nonetheless , a l l the act ive ma jor Is lamic 
f inancial inst i tut ions, conventional banks w i t h 
Islamic w i n d o w s . Islamic Funds a n d var ious 
other organisations w i t h specific Islamic f inan
cial interests, have been included. A n y sugges
tions or notifications of errors or omissions i n 
the directory w i l l be welcomed, and taken into 
consideration for next year. 

A n d of course to stay i n f o r m e d o n Islamic 
f inanc ia l news a n d v i e w s , just keep u p y o u r 
subscription to New Horizon. 
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Vision of Islamic Banking 
and Finance in the 21st Century 
The Gulf Economic Forum, in collaboration with the International Association of Islamic 
Banks and Dow Jones Telerate, recently held its second Islamic Banking and Finance 
Conference, in Abu Dhabi, U A E . 

EI minent bankers, economists and 
scholars participated in a two-

i day conference organised by the 
Gulf Economic Forum in Abu Dhabi 
on 26-27th November , 1996. The 
theme of the conference was: Vision of 
Islamic Banking & Finance in the 21st 
Century. 

The first conference on Islamic 
banking ever held in Abu Dhabi was 
addressed by the Governor of the 
Central Bank of the UAE, H E Sultan 
Bin Nasser A l Suwaidi. 

The session on 26th was chaired 
by Dr Tagelsir Mustafa Abdelsalam, 
Leader of the House, and on 27th by 
Muazzam A l i , Chairman, Institute of 
Islamic Banking and Insurance, 
London. 

The Governor of the Central Bank, 
Suwaidi , in his inaugural address 
advised the bankers to take great care 
in operating their organisation. He 
said: "Confidence in an i n d i v i d u a l 
financial inst i tut ion is also only as 
good as the reputation of the financial 
system as a whole. This reputation can 
be undermined as a result of inadver
tent association by an individual insti
tution with an untrustworthy individ
ual." He added that this inadvertent 
association may take many forms, 
including, but not limited to, facilitat
ing the laundering of money through 
illicit activities. 

He added that through effective 
policies, as time develops, innovative 
financial institutions w i l l be able to 
better anticipate customer needs and, 
tailor specific financial products to 
these needs. 

"The successful banker and 
financier of the next century wi l l make 
a sufficient investment in marketing, 
technology and education today in 
order to meet the pressure of the next 
century." 

He also noted that as far as mar
keting is concerned, successful finan
cial inst i tut ions of the future w i l l 
invest in a marketing plan today to 
develop a reputation for offering a 
wide range of products in a discreet 

and h i g h l y personalised manner 
tomorrow. 

"By enhancing the public's aware
ness of this, demand for the successful 
financial institution's products w i l l 
increase," Suwaidi said. 

The governor also said that 
Islamic bankers and financiers need to 
co-operate with one another as well as 
compete in order to accomplish this. 

"Each Islamic financial institution 
is subject to the oversight of a Shariah 
committee that interprets products 
and operations differently. Therefore, 
there is a need for standardisation of 
products and operations among 
Islamic financial institutions." 

"The successful banker and 
financier of the next 

century will make a suffi
cient investment in market

ing, technology and 
mducation today in order to 

meet the pressure of the 
next century." 

H E Sultan Bin Nasser A l 
Suwaidi, Governor of the 
Central Bank of the U A E 

He noted that this standardisation 
would also serve to enhance liquidity 
among Islamic financial institutions. 

The conference also discussed 
many other papers dealing w i t h the 
future of Islamic banks and the steps 
needed to weather any competition 
from Western banks in the M i d d l e 
East and the Gulf region. Many partic
ipants noted that there is still a need 
for a s trong debate among many 
scholars on some of the fatwas 
(Islamic edicts) permitting investment 
in equities. 

The speakers w h o presented 
papers were: Samir A b i d Shaikh, 
Martin B Church, Sami Bader Hussain 

Al-Jenaie, Shafqat A l i Memon, Mohsin 
S Khan, Abdelhak El-Kafsi , A b d u l 
Rauf H I b r a h i m Sivany, D a v i d 
Gibson-Moore, Majid Bader Al-Fefai, 
Dr Ferhan Ahmad Nizami, Professor 
K h u r s h i d A h m a d , Duncan Smith, 
Muazzam A l i , Dr Yuri N Tarilov, and 
Dr Don Babai. 

I n his c o n c l u d i n g remarks, 
Muazzam A l i thanked the organisers 
of the conference particularly Martin B 
Church and Tony Wright for holding 
the first Islamic banking conference in 
Abu Dhabi. He also paid tribute to the 
par t ic ipants for presenting w e l l 
researched papers thereby g i v i n g 
Islamic banking the much needed 
boost. 

I n response to a reference made 
during the conference regarding the 
importance of accepted Shariah r u l 
ings on banking, A l i disclosed that the 
Ins t i tu te of Islamic Banking and 
Insurance has collected all available 
Fatwas, and codified them subject-
wise. These Fatwas have been trans
lated into English and w i l l be avail
able on CD-ROM by the beginning of 
next month. 

Workshops on various aspects of 
Islamic banking were also held during 
the afternoon session. The workshops 
examined the following issues: 

1. Asset Securitisation and the 
Realities of its Execution 

2. Istisna - Is it Project Finance? 
3. Securit isat ion of Islamic 

Investments 
4. Structuring Products Islamicly 
5. Analysis of Some Aspects of 

Legal Documenta t ion i n Islamic 
Banking Transactions 

The Governor of the Central Bank 
i n his speech said that: "Investors 
have an e v e r - w i d e n i n g choice to 
invest these surplus funds." This we 
suppose means that Islamic banks w i l l 
now, at last, be permitted to operate in 
Abu Dhabi in the very near future. We 
look f o r w a r d to the day when like 
Dubai, Islamic Banking shall also have 
its offices in Abu Dhabi. 
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Reflections On Islamic Banking 
Addressing the Gulf Economic Forum's conference in Abu Dhabi, Muazzam Ali, Chairman, Institute of Islamic 
Banking & Insurance, London, performed a theoretical standard business review, known as a S W O T analysis 
(Strengths, Weaknesses, Opportunities, Threats), on the Islamic financial market. 

Iw o u l d l ike br ief ly to assess the 
strengths, weaknesses and oppor
tuni t ies of Islamic b a n k i n g . 1 

would also like to mention some of 
the possible pitfalls that Islamic banks 
should avoid. 

But before that 1 w i l l touch on the 
salient features of the concept of 
Islamic banking and its present opera
tions. 

Concept 
Islamic banking is not an end in 

itself. It is a means to an end. Islamic 
banking is an i n s t r u m e n t for the 
implementation of the Islamic eco
nomic order. 

The main features of Islamic eco
nomic order are: 

1. To strive and bui ld a society 
based on social justice, equity, moder
ation and balanced relationships. It is 
a system embodying eternal values, 
safeguarding the rights of men and 
women and constantly r e m i n d i n g 
them of their obligations to them
selves and the society. 

It forbids all forms of exploitation 
and honours labour. I t encourages 
men and women to earn their l iving 
by honest means, and to spend their 
earnings in a rational way. 

A l l act ivit ies must c o n f i r m to 
Shariah (Islamic Law). Dealings in 
interest, g a m b l i n g , p o r n o g r a p h y , 
alcohol and drugs etc., are forbidden. 
Forbidden also, are deals which Islam 
considers abhorrent. 

A l l resources available to human 
beings must always be put to opt i 
mum use, and no one has the right to 
hoard them or to keep them idle, or to 
squander them, or use them for wan
ton display, be it the individual , the 
community, or the state. 

Development is an essential 
requirement and participation in eco
nomic activity is obligatory for every
one. Members of the society must 
work hard and always seek to pro
duce more, so as to be able to partici

pate in the process of Zakat and to 
contribute to the welfare of others. 

The general impression - that the 
removal of the element of interest 
from banking is enough to render a 
bank Islamic - is only partially true, as 
Islamic banking is much more than 
interest-free banking. 

Just as a Muslim has to affirm in 
totality his faith in La illaha, illallah, 
Mohammadur Rasul-Allah, an Islamic 
banker has to i m p l e m e n t a l l the 
salient features of the Islamic econom
ic order. 

Present Operation 
of Islamic Banking 

Islamic banking re-emerged on 
the world scene over two decades ago 
after r e m a i n i n g d o r m a n t for cen
turies. 

When the concept of Is lamic 
banking w i t h its ethical values was 
reintroduced after this interregnum, 
financial circles the world over treat
ed it as a Utopian dream. H a v i n g 
lived for centuries under the value-
neutral capitalist economy they asked 
what ethics had to do w i t h finance. 
However, attitudes are changing and 
in the last few years Islamic banking 
has succeeded in achieving general 
acceptance. 

Today, more than one hundred 
and fifty Islamic financial institutions 
are operating world-wide, wi th thou
sands of employees. 

They are managing funds to the 
tune of billions of dollars. Its clientele 
is not confined to Musl im countries 
but is spread all over Europe, in the 
Uni ted States and i n many far off 
lands. Islamic banking continues to 
grow at a rapid pace. Because of its 
value-or ientated system it draws 
finances both from Muslims and non-
Muslims alike. 

The surge of interest i n 
Islamically acceptable financial instru
ments has also encouraged conven
tional banks - including those in the 

West - to have an active participation 
in the Islamic banking system. 

So much for the history lesson. 
Now let us consider something much 
more important - the building blocks 
that must be developed to maintain 
the momentum of sustainable growth 
for the Islamic financial market. 

If we were to perform a standard 
business review, known as a SWOT 
analysis (Strengths, Weaknesses, 
O p p o r t u n i t i e s , Threats) , on the 
Islamic financial market, what would 
we find? 

Strengths 
(a) I t lies i n the devotion of its 

clients to the moral correctness of our 
banking system. 

People w h o are b a n k i n g w i t h 
Islamic financial organisations have 
commitment to the ideals and philos
ophy of Islamic banking and have 
made a covenant to abide by the 
Islamic concept. They have thus a 
committed clientele which may not 
always be the case as far as clients in 
Western banks are concerned, for 
w h o m c o m m i t m e n t may be only 
towards gaining higher profits. 

(b) The sheer breadth of geo
graphical locations. 

Islamic banks are spread over the 
world and are not confined to any one 
region or country, thus giving them 
an in ternat ional n e t w o r k to draw 
upon for their operations. 

The development of proper banks 
run on Islamic principles , offering 
steady long-term solutions to their 
customers, would find acceptance in 
the p r i m e market of M u s l i m s but 
w o u l d also create a second market 
within the general population. 

The Weaknesses 
1. Lack of Audi t ing and 
Accounting Standards 

We still have to evolve adequate 
Accounting and A u d i t i n g standards 
to rival the Western GAAP (General 
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Accepted Accounting Standards), and 
to facilitate the analysis of our own 
financial difficulties. 

A sound accounting system plays 
an important role in the management 
of a business enterprise. The prevail
ing accounting system has developed 
over centuries w i t h i n the socio-eco
nomic framework of the capitalist sys
tem. As such, its concepts, values, 
rules and procedures are defined by 
the characteristics of the capitalist sys
tem. 

The Islamic socio-economic sys
tem, is fundamentally different and 
necessitates the creation of an 
accounting system geared to the 
requirements of the Shariah. In this 
connection, some elements of the pre
vai l ing accounting systems for the 
conventional banks may be adopted 
by Islamic banks as long as they do 
not go against the requirements of the 
Shariah. Such elements must be scru
t inised careful ly before they are 
adopted. 

The creation of an accounting sys
tem and auditing standards of Islamic 
banks is a major undertaking and 
would be best achieved by a central 
organisation. In this connection, the 
Bahrain-based Financial Accounting 
Organisations have been doing com
mendable w o r k for more than a 
decade with very meagre resources. 

I hope the big Islamic banking 
groups w i l l come forward and pro
vide them with the needed resources 
so that they can implement their pro
grammes expeditiously. 

2. Education and Training 
An area which merits consider

ably greater at tent ion than i t has 
received so far is that of the manpow
er training and education. 

There is no denying that in any 
organisation the human factor is by 
far the most important. You can have 
a well designed system, well defined 
procedures and rules, good documen
tation and you can have the latest 
technology; but without adequately 
educated and trained manpower you 
cannot expect to achieve much. To 
give an example, a novice cannot be 
expected to produce good music even 

wi th the best instrument. 
The independence of M u s l i m 

countries following the second World 
War was marked by a resurgence of 
Islam. A logical outcome of this was, 
among other things, a strong desire 
among the M u s l i m masses for the 
i n t r o d u c t i o n of Islamic f inancia l 
organisations. 

The implementation of this was 
not easy, as there was litt le k n o w l 
edge or past experience about Islamic 
banking to draw upon. Nonetheless, 
the challenge was taken up by some 
Islamic scholars and professionals 
running conventional banks. They did 
a commendable job and set the ball 
rolling. 

However, the establishment of an 
increasing number of Islamic financial 
institutions and the need to develop 
Islamic banking to meet the needs of 
modern markets, created an acute 
shortage of adequately educated and 
trained manpower. This shortage is 
growing and proving to be an obsta
cle in the expansion and development 
of Islamic banking. 

A l t h o u g h a few organisations 
have set up t r a i n i n g i n s t i t u t i o n s , 
much more needs to be done. 
Recognising the future needs, our 
own organisation, the London-based 
Ins t i tu te of Islamic Banking and 
Insurance, three years ago organised 
a post-graduate distance-learning 
diploma course in Islamic banking 
and insurance. It currently has on its 
rolls well over two hundred students 
from 30 countries. 

1 hope that many more organisa
tions w i l l set up educational and 
t r a i n i n g i n s t i t u t i o n s . The people 
inducted in these institutions must be 
selected carefully. They must not only 
have the required educational back
ground and intellectual abilities but 
must also believe in Islamic banking 
and be strongly motivated. 

One of the most i m p o r t a n t 
aspects of building long term institu
tions is the fostering of team w o r k 
and the development of sound moti
v a t i o n b u i l d i n g systems. 1 hope 
Islamic bankers would commit them
selves to a longer term plan of invest
ing in training and thereby building 

organisations which will be both pro
fessional and profitable. 

3. Research and Development. 
The Islamic banking community 

unfortunately does not seem to appre
ciate fully the fact that Research and 
Development is necessary not only 
for the realisation of the ful l potential 
of Islamic banking, w h i c h is enor
mous, but also for its very survival. 

Let me emphasise that in this age 
of fierce competition, sophisticated 
markets and informed public. Islamic 
b a n k i n g cannot b u t stagnate and 
wither without effective Research and 
Development (R&D) Programmes. 

Conventional banking, which has 
been developing for more than two 
centuries, appreciates the crucial 
importance of this activity. With an 
in-built R&D Culture, it has not only 
created a huge pool of highly trained 
and experienced R&D personnel but 
also continues to allocate considerable 
funds to this activity. 

There are a large number of 
issues re lat ing to Islamic banking 
which need to be researched. These 
include: 

* Project Finance 
* I d e n t i f i c a t i o n of investment 

opportunities 
* Development and standardisa

tion of products 
* Standardisation of documents 
* Trading practice and systems of 

settlement 
* Islamic capital markets 
In contrast to conventional bank

ing. Islamic banking allocates negligi
ble funds to R&D and does not have 
enough R&D qualif ied personnel. 1 
hope the Islamic banking community 
w i l l address this issue on a priori ty 
basis. 

To set up really effective R&D is 
not cheap but i t can pay high d i v i 
dends and more than off-set the 
expenditure. H a v i n g looked at the 
strengths and weaknesses, we now go 
on to the o p p o r t u n i t i e s and the 
threats facing us. 

Opportunities 
Much of the organisational frame

work is already available to Islamic 
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banks. We must therefore make use of 
it and develop along w i t h it - rather 
than as a parallel system in conflict 
with conventional banking. 

We have the o p p o r t u n i t y to 
exploit developments in technology 
to deliver high quality products in a 
cost effective way, so that good and 
efficient service should become a hall
mark of the Islamic banking system. 
Such service is heavily dependent 
upon electronic technology and i n 
today's computer-age we indeed have 
access to the same. The large and still 
growing market is wait ing for us to 
satisfy its requirements, and we must 
not let this opportunity slip by. 

Threats 
The emergence of major Western 

banks at the re ta i l level o f f e r i n g 
Shariah-acceptable products should 
be taken seriously. Major Western 
organisations wi th their international 
networks and access to the latest tech
nologies, their expertise and market
ing techniques, do pose a serious 
threat to smaller Islamic banks in dif
ferent parts of the world. 

I n recent times some Western 
conventional banks have not only 
opened Islamic w i n d o w s but have 
also set up f u l l y f ledged Islamic 
banks. On the face of i t , this trend 
seems a welcome step, yet in the long-
term these w i l l pose a serious chal
lenge to Islamic banks. The motive 
behind these entrants into Islamic 
banking is not a commitment to the 
Islamic economic order, but simply a 
desire to take advantage of a niche 
market for purely commercial rea
sons. 

There is yet another threat that 
Islamic banks and financial organisa
tions face. Many Islamic organisations 
place their funds w i t h conventional 
banks and request them to invest 
these on their behalf in Islamic instru
ments. Such Islamic banks are not 
doing the cause of Islamic banking 
any service. They only mobilise funds 
from Islamic clients and hand these 
over to Western banks for investment. 

This is not Islamic banking. If this 
tendency is not checked, a day may 
come when the Islamic investor may 
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decide to just do away wi th the m i d 
dlemen and go d i r e c t l y to the 
Western banks using Islamic instru
ments. The Islamic banks must there
fore develop their own instruments 
and acquire the expertise for invest
ment. 

Presently, such banks, to put i t 
m i l d l y , are acting as agents of con
ventional banks. Let there be a rever
sal of roles. If the Western banks want 
to invest in Islamic instruments, they 
should come to the Islamic banks and 
ask them to operate these funds in 
accordance w i t h the concept and phi 
losophy of Islam. 

What 1 have said about these 
threats is not intended in any way to 
u n d e r m i n e the c o n t r i b u t i o n of 
Western banks to the promotion of 
Islamic banking. They have played an 
i m p o r t a n t role i n this connection. 
They have given the much needed 
credibility to Islamic banking. They 
have also given practical training to a 
large number of people in operational 
banking. Because of their expertise in 
financial affairs, they have developed 
f inancial documentations, and we 
greatly appreciate their efforts. 

I am sorry that the greatest h in
drance to the development of Islamic 
banking comes from the inertia of a 
section of r ich Muslims who could 
have played a major role in promot
ing this concept. While they profess 
their faith in Islamic banking, they do 
not match their w o r d s w i t h their 
deeds. Unfortunately their vast finan
cial resources are not placed i n 
Islamic banks but i n conventional 
banks. The Islamic banks are not 
patronised by them. It is Muslims of 
m i d d l e level income w h o keep 
Islamic banks alive. 

Threats to Islamic banking again 
come from bankers in Islamic institu
tions. Instead of developing financial 
instruments and products based on 
the Islamic philosophy, they try to use 
conventional products by putting on 
them a veneer of Islam. 

They do not use their intellect to 
find out new methodologies to satisfy 
the financial requirements of Ummah. 
Instead they resort to the easiest way 
to "Is lamise" conventional ins t ru 

ments. 
The continuation of these prac

tices w i l l damage Islamic banking 
more than anything else. Our bankers 
in Islamic banks must be imaginative 
and liberate themselves from the yoke 
of the value-neutral capital system. 

Transparency in Operations 
Transparency in the operation of 

Islamic banks is of prime importance . 
The customers must be kept aware 
and taken into confidence at each 
step. I again reiterate that transparen
cy i n all operations is sacrosanct to 
the success of Islamic banks. 

Pitfalls 
I now refer to possible pitfalls. 
We should learn f r o m the mis

takes of convent iona l banks and 
s t u d y and examine the causes of 
recent set-backs suffered by banks 
such as Barings, Morgan Grenfel l , 
K le inwort Benson, Sumitomo Bank 
and many others. 

The crisis i n these banks were 
caused by: 

i) The desire of the management 
to make a 'quick buck'; 

ii) The fund managers in each of 
these cases were endowed w i t h the 
gift of the gab and a glib tongue, and 
lulled their bosses into believing that 
they could perform better than any
one else. Unfortunately their bosses 
perceived them as 'star performers'; 

iii) A laxity of internal, and man
agement, controls. 

When a fund manager offers to 
secure more profit than is normal, the 
management should sit up and take 
notice. The lure of extraordinary prof
i t may w e l l be an alarm signal and 
must be seriously examined by the 
management. In order to safeguard 
against such pitfalls the managements 
should have strict and effective inter
nal auditing and independent evalua
tion of projects. 

I t is m y sincere hope that the 
Islamic banking community w i l l be 
able to take heed of these and other 
pitfalls, and build towards a success
ful future upon the solid foundations 
of our past achievements. 
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The 1996 Dubai Islamic Banking 
& Finance Forum 
The third Annual Dubai Forum (11-13 November, 1996) was attended by 250 delegates from 
30 countries, representing 200 financial institutions, and comprised of bankers, financiers, 
insurance executives and journalists, writes Adeel Y Siddiqi. 

Samir A b i d Sheikh, Secretary 
General, I n t e r n a t i o n a l 
Association of Islamic Banks 

(lAlB), chaired the opening session. 
After the formal inauguration by 

Dr Kharbash on behalf of Sheikh 
Hamdan, Minister of Finance, UAE, 
the keynote address was given by 
HRH Prince Mohammed Al-Faisal A l -
Saud, chairman, Dar al-Maal al-lslami 
(DM1) and lAlB, which was reported 
in last month's issue of New Horizon. 

Dr Kharbash looked at the 
growth of Islamic banking, recalling 
that i t had only been twenty years 
since the first Islamic Bank, the Dubai 
Islamic Bank, was established in the 
UAE. 

Dr Kharbash said that the phe
nomenal growth of Islamic banks had 
seen assets aggregating to over US$80 
billion. 

The Governor of the Central Bank 
of the UAE, H E Sultan Bin Nasser A l -
S u w a i d i , spoke at length on the 
responsibilities of Central Banks in 
ensuring the stabil ity of monetary 
systems in their respective countries. 

The Governor stated that this 
should encompass currency supervi
sion, custodian and depository of 
securities, control on banks and finan
cial organisations, monitoring finan
cial innovations in a free market, and 
the conventional responsibi l i ty of 
safeguarding the interests of investors 
and depositors. 

He called for a greater sense of 
responsibility on the part of Islamic 
banks by way of more a conservative 
approach in the investment of their 
capital and deposits. 

Later there were two interesting 
and thought-provoking presentations 
f r o m Dr Rifaat A b d e l K a r i m , 
Secretary General, Accounting and 
A u d i t i n g Organisation for Islamic 
Financial Institutions, Bahrain, and 
Wael A l Mazeedi , Mena Capi ta l 
Resources Inc. (Washington, USA). 

Dr Karim spoke on capital ade
quacy issues for Islamic banks and 
Mazeedi on the development of infra

structure investment vehicles. 
There were five further special 

focus sessions over the three-day con
ference, which in total accommodated 
46 presentations wi th experts from 15 
countries. There were also open dis
cussion sessions, a showcase exhibi
tion, and a Gala Award Banquet, as 
well at the Takafol summit running 
concurrently. 

Session 1 
Z Ar i f in , President and Director, 

Bank Muamalat ; Ebrahim Vawda, 
CEO, A l Baraka; and Dr Alexandero 
Flonik, Institute of Oriental Studies at 
the Russian Academy of Sciences, 
reviewed the present status and scope 
of g r o w t h of Islamic b a n k i n g i n , 
respectively, Indonesia, South Africa, 
and the Former Soviet Union. 

Session 2: Shariah Regulations 
The session was presided over by 

Dr A b d u l k a d e r Thomas, General 
Manager, United Bank of Kuwait, and 
the speaker was Datuk Dr Syed 
Othman Alhabshi, Deputy Director 
General, Ins t i tu te of Is lamic 
Understanding in Malaysia. 

Alhabshi pleaded for greater dis
s ipat ion of Shariah knowledge 
amongst Islamic bankers and also 
dealt wi th the issue of debt securities 
as practised in Malaysia. 

His speech proved a catalyst for 
the discussions that followed in the 
Open Forum led by Justice M u f t i 
M o h a m m a d Taqi Usmani , Vice 
President, Darul Uloom, Pakistan; 
and Sheikh Nizam Yaquby, Shariah 
advisor in Bahrain. 

Dr Usmani explained the rational 
of the difference of opinions amongst 
Shariah schools of thought, clarifying 
that Ijtehad is not to be taken lightly 
as 'free t h i n k i n g ' . I t is i n fact an 
endeavour to f irst understand the 
intention and spirit of Islamic injunc
tions and then to apply the same to 
the requirements of the present time. 

The possibility of differences in 
the interpretations of the Shariah is, in 

effect, the ' W i s d o m of A l l a h ' , to 
enable us to meet the demands of the 
changing circumstances and in this 
respect, establishes the dynamism of 
the message of Islam. According to Dr 
Usmani, the final authority to inter
pret Islam in vested i n the Islamic 
State. 

Session 3: Islamic Fund 
Management and Equity Investment 

This session was chaired by Dr 
A b d u l Rahman Taha, General 
Manager, Insurance and Export 
Credit at the Islamic Development 
Bank i n Jeddah. Deal ing w i t h the 
products of their respective organisa
tions, the speakers included Dr Salah 
J Malaikah, CEO, Dallah Albaraka; 
Osama Nasar, Director (Middle East), 
Robert F l e m i n g , Bahrain; and Dr 
Nicholas D Ray, CEO, Vision Capital 
Management in France. 

Session 4: Islamic Leasing and Lease 
Funds 

The subject was well covered by 
speakers w h i c h included amongst 
others, A f z a l Elahi , President and 
CEO, Faysal Investment Bank, 
Bahrain; Richard Duncan, Director, 
Islamic Finance, A N Z Bank (UK); and 
Duncan Smith, Head of the Islamic 
Investment Banking U n i t , at the 
United Bank of Kuwait in London. 

Session 5: Infrastructure and Project 
Finance 

Abdul Rahim Hamdi , Chairman, 
Khartoum Stock Exchange, presided 
over this session and also gave a talk 
on the 'emerging trends in Islamic 
project f inance ' . There were also 
twelve other speakers on this topic 
i n c l u d i n g : Iqbal K h a n , General 
Manager, Is lamic Investment 
Company of the Gulf , Bahrain; Dr 
Ibrahim Alghofaily, A l Rajhi; Nadeem 
Anwar , President and CEO, Islamic 
Investment Bank Ltd, Pakistan; Dina 
Shahata, Vice President, Chase 
Manhattan, Germany; and Robert K 
Rendall, MIGA World Bank Group. 
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Institute Hosts Second Annual Dinner 
While the London-based Institute of Islamic Banking and Insurance celebrated its most 
productive year yet, the chief guest at this year's dinner, the President of the prestigious 
Jeddah-based Islamic Development Bank, highlighted the bank's role in promoting 
world-wide Islamic banking. 

The Institute of Islamic Banking 
and Insurance held its second 
annual dinner on 21 November, 

1996, at the London Metropole Hotel, 
attended by over f i f t y of the UK's 
leading professionals, academics, 
scholars and active supporters and 
proponents of the f ie ld of Islamic 
banking and finance. 

Dr Ahmed Mohamed A l i , chief 
guest at the dinner, is President of the 
Vk^idely acclaimed Islamic 
Development Bank, which has head
quarters in Saudi Arabia. Since being 
set-up in 1975, Dr A l i confirmed that 
the bank had been actively support
ing the establishment of Islamic banks 
in various countries, which had con
tributed to the total of 160 Islamic 
banks or financial institutions world
wide. 

The IDB, the President said, also 
acted as forum for co-operation and 
exchange of ideas between the vari
ous Islamic financial institutions, as 
well as a centre for the provision of 
technical assistance. 

Michael Clode, a partner at 
w o r l d - r e n o w n e d legal f i r m . 

Freshfields in London, was the guest 
speaker. He acknowledge the success 
of Islamic b a n k i n g and noted its 
t remendous pace of g r o w t h , b u t 
warned that in global financial terms, 
the total turnover of Islamic banking 
(between $50-100 billion according to 
him) was still a small figure. 

He encouraged the creation and 
development of new models and 
financial instruments to cope w i t h the 
unique demands of the Islamic sys
tem of finance, rather than the cus
tomising of existing Western-based 
ones, especially as Western bankers 
tended to have conceptual problems 
w i t h the p h i l o s o p h y of Is lamic 
finance. He also called for a more 
'consistent i n t e r p r e t a t i o n of the 
Shariah' , and commended the 
Institute for recently setting up the 
Shariah Advisory Unit. 

This was just one of a number of 
new developments at the Institute as 
revealed by its chairman, Muazzam 
A l i , w h o described 1996 as the 
Ins t i tute ' s most p r o d u c t i v e year 
boasting a list of new publications, 
and the initiation of new programmes 

geared towards research and devel
opment, and education and training 
in the f ie ld of Islamic banking and 
insurance. 

I n his after-dinner address, he 
thanked the guests for their atten
dance and introduced the chief guest 
and the guest speaker: " D r Ahmed 
Mohamed A l i , has been the President 
of the world-renowned Saudi-based 
Islamic Development Bank, since its 
inception more than twenty-one years 
ago. A n d Mr Clode is a partner at the 
h i g h l y regarded internat ional law 
f i rm, Freshfields." 

He w e n t on to h i g h l i g h t the 
Institute's activities dur ing 1996: " I t 
has been almost four years since the 
I n s t i t u t e was established here i n 
London as a research and education 
body, dedicated to the field of Islamic 
banking, and 1 am happy to say that 
1996 has been our most productive 
year yet. 

"1 know most of you are familiar 
w i t h the Institute and its activities, 
and w i l l be pleased to know that in 
addition to our previous publications, 
i n c l u d i n g the very w e l l received 

Dr Ahmed Mohamed Ali, President, IDB (L-R) Michael Sweeney, Bank of England; Dr Ahmed Mohamed Ali, IDB; Muazzam Ali, 
Chairman, Institute of Islamic Banking and Insurance; Michael Clode, Partner, Freshfields; 
Omar Abdi All, Chairman, DMI, Switzerland. 
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Encyclopaedia of Islamic Banking and 
the on-going monthly journal New 
Horizon, we published three more 
titles this year. 

"These were: Accounting Issues in 
Islamic Banking, A Journey Towards 
Islamic Banking, and Islamic Banking -
An Overview. These books met wi th a 
ready audience and 1 can reveal that a 
f o u r t h book, en t i t l ed European 
Perceptions of Islamic Banking, is wait
ing in the wings. 

"Three more books, that w i l l be 
essential reading matter for all those 
interested and involved in Islamic 
Banking, w i l l also become available 
early in 1997. These include, (1) an 
Islamic banking manual, (2) a com
plete collection of fatwas regarding 
Islamic finance translated in to 
English, and (3) an exhaustive com
p e n d i u m of papers related to the 
field. 

"By next month the Institute w i l l 
also be setting up shop on the ever-
expanding international information 
super-highway, when our very own 
web-site w i l l be going live. 

"Also in the final stages of pro
duct ion is a complete database of 
Islamic Banking, that w i l l be available 
on a collection of two CD-ROMs. 

"The Database w i l l make avail
able the wealth of information which 
the institute has gathered, offering 
quick and easy accessibil ity and 
instantaneous cross-referencing for 
the user. 

"This year also saw the Institute's 
f i r s t Executive Development 
Programme, aimed at aiding the pro
fessional skills of personnel involved 
i n Islamic Banking and Finance, 
which was conducted in September. 

"The two-week p r o g r a m m e , 
attracted the participation of eight key 

(L-R) Dr Ahmed Mohamed Ali, Michael Clode, Muazzam Ali 

personnel f r o m Is lamic Banks i n 
Pakistan, Bahrain , and Malaysia . 
Consisting of lectures and visits to 
major London financial institutions, 
the programme was described as 
'valuable and insightful ' by the par
ticipants. 

"The Institute has also recently 
set up a Shariah A d v i s o r y Uni t to 
assist Islamic Banking in conducting 
its operations i n accordance w i t h 
Shariah, which of course is of funda
mental importance in Islamic bank
ing. 

"The Unit deals w i t h the queries 
referred to it by Islamic banks, finan
cial institutions and other interested 
parties concerning Shariah's standing 
on various issues relating to Islamic 
banking and finance. 

"Our distance-learning Diploma 
course also continues to attract stu
dents, we now have 230 on our regis
ter from 30 different countries." 

The chairman concluded by reit
erating the Institute's commitment to 
Islamic insurance: "Tonight 1 have 
only mentioned about the Institute's 
activities in the f ield of banking. 1 
would however like to stress that we 
are committed to the promotion of 
Takafol (insurance) and are working 
on a research programme to develop 
instruments compatible w i t h Islamic 
Shariah. We believe that Takafol can 
play an important role in the socio
economic upli f t of the Musl im com
munity. 

''New * 

For a definitive 
coverage of the 
xvorld of Islamic 
bankings finance 

and insurance. 
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The Unique Legal Implications 
of the Islamic Financial System 
Speaking at the Institute 's second annual dinner, Michael Clode a partner at 
world-renowned legal firm, Freshfields in London, encouraged the creation and develop
ment of new models and financial instruments to cope with the unique demands of the 
Islamic system of finance, rather than adapting existing modes. He also called for a more 
'consistent interpretation of the Shariah'. 

Islamic Finance has grown dramati
cally over the last few years and, 
although estimates vary, it would 

appear that the turnover is now at 
least $50 billion, and probably nearer 
$100b. These are enormous sums and 
those involved should be justly proud 
of their achievements. However, large 
though those figures are, they st i l l 
represent only a small fraction of the 
total financial market even in those 
countries where Islamic Finance is 
most developed and where, as in for 
instance Malaysia, there is strong 
political backing. 

I was asked to give my own per
ceptions and I believe that one should 
not under-estimate the difficulties for 
someone who is not brought up in the 
Islamic tradition to ful ly understand 
and to instinctively react to the cul
ture w h i c h surrounds Islamic 
Finance. I particularly wish to stress 
that it is not my intention in any way 
to criticise the Islamic system but 
merely to explain some of the differ
ences of approach which sometimes 
make it difficult for those of us from 
outside to have that instinctive under
standing which arises f r o m having 
the system instilled in one from birth. 

First there is the unity of law and 
religion which is inherent in Islam. In 
Britain as in most matters constitu
tional, the position is anomalous i n 
that the Monarch is head, both of the 
church, and of the state. In practice, 
the influence of religion on the law is 
limited and there is a long history of 
ensuring that religion is subordinate 
to the state and to law. Remember, 
Thomas A Beckett. 

In France, the legal system is sem
inal for the civil law system and thus 
i n most of Europe and its former 
colonies, here is a constitutional sepa
rat ion of church and state. I n the 

Uni ted States, the largest common 
law jurisdiction in the world , there is 
again a const i tut ional separation. 
These divisions go back a long way 
and predate the development of 
multi-cultural societies which them
selves make the separation even more 
necessary. 

The second distinction is that the 
West is fundamental ly a capitalist 
society and capitalism has developed 
on the basis of interest which is not 
considered (provided it is not usuri
ous) to be i n any w a y i m p r o p e r . 
Although the early Christian church 
d i d have prohib i t ions on interest, 
these have not been aired for most of 
this millennium. 

Many economists w i l l argue that 
the reason for the great success of 
Britain compared wi th its continental 
rivals during the 18th and early 19th 
century was the establishment of an 
efficient system of national debt based 
on the issue by the government of 
interest bearing paper. Capital ism 
was the engine as much as the steam 
which powered the industrial revolu
tion. Those of us brought up in this 
system have an initial intellectual hur
dle to leap when dealing w i t h a sys
tem which considers interest to be not 
only illegal but immoral. 

F ina l ly , Islamic Finance relies 
heavily on the precedence of Form 
over Substance. A l t h o u g h English 
law, at least until the recent House of 
Lords case of Ramsey, was consid
ered to lean i n this direction com
pared wi th other jurisdictions, it cer
tainly does not go as far as many of 
the Islamic transactions one sees. I 
know that many Islamic financiers are 
w o r r i e d by the use of LIBOR as a 
bench mark for yields but it seems to 
be agreed that this is technical ly 
acceptable. This approach does 
require some mental adjustment for a 

Western lawyer. 
I repeat again, none of this is 

intended in any way to be a criticism 
of the Islamic system but merely to 
emphasise that there are distinctions 
and to ask for understanding if, from 
time to time, those of us from other 
cultures seem slow in understanding 
points which have been made by our 
Islamic friends. 

I mentioned that Islamic Finance 
remains a relatively small proportion 
of the world total and would now like 
to consider how i t m i g h t progress 
over the next few years into other 
areas and to expand generally. First, i t 
is m y v i e w that the f u t u r e lies i n 
developing new concepts and instru
ments peculiar to Islamic Finance 
rather than t r y i n g to replicate 
Western structures i n w h a t w i l l 
inevitably be a more complex form. 

Some two years ago i n a speech 
w h i c h I gave to the Bankers 
Association i n Bahrain, I said very 
much the same. At that time although 
may of the Bankers expressed enthu
siasm, a number indicated that they 
thought that they should keep to their 
core business and not to try to run 
before they could walk. I am pleased 
to say that developments since then 
have indicated that those who took 
the more positive approach are con
tinuing to do so and to convert their 
hopes into specific projects. The num
ber of Islamic funds is slowly grow
ing and we have seen unitisation of 
rental streams i n Pakistan and else
where. 

Indeed, there is an article on the 
subject in this month's New Horizon. I 
am aware of a number of other excit
ing new developments which, for rea
sons of confidentiality, I am not able 
to discuss today but all of which are 
moving towards the development of 
new areas. 
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I t is commonly recognised that 
two of the main problems faced by 
Islamic banks are l i q u i d i t y and the 
avai labi l i ty of long- term f u n d i n g . 
Some of the liquidity problems could 
be addressed if, as I hope w i l l hap
pen, some form of market is estab
lished for units i n fu ture funds . I 
know that a number of institutions 
are thinking along these lines and the 
Institute has published articles on the 
subject in the past. 

So far as long term finance is con
cerned, it has always struck me that 
much more thought should be given 
by the Islamic financial community to 
insurance and pension schemes. 
Whilst I appreciate that there are cer
tain Shariah problems w i t h some of 
these, my understanding is that, pro
v i d e d they are effect ively m u t u a l 
funds, they can be acceptable. They 
also have two advantages: 

First, they meet useful social 
objectives and second, and more 
importantly from the point of view of 
long-term finance, they are by their 
very nature large and l o n g te rm 
investors. Al though the concept of 
mutual insurance is currently unfash
ionable in the West, largely because of 
problems of under-capi ta l i sat ion, 
there are still large numbers of them 
around and of course the b u l k of 
world shipping is insured in the P&I 
Clubs which are mutual insurances; 
and a great deal of professional 
indemnity insurance is now done on a 
mutual basis. 

This is an area w h i c h deserves 
investigation and development and I 
was therefore delighted to hear the 
Chairman (of the Institute) stress that 
this is the institute of Islamic Banking 
and Insurance and had projects in this 
area in train for the New Year. 

Some two or three years ago the 
Federal Supreme Court in Abu Dhabi 
ruled that currency future t rading 
was contrary to the Shariah even 
where the trader concerned was only 
hedging his exposure rather than 
speculating. This dampened interest 
in this market but I am glad to note a 
recent article by the Vice President of 
the Iranian Banking Institute which 
argues i n favour of such hedging 
including hedging against inflation. 
Perhaps this is an area of act ivi ty 
which should be revisited. 

Another area which would assist 
in the development of Islamic Finance 
w o u l d be the securing of consistent 
Shariah interpretations. I appreciate 
that, as wi th all the world's great reli
gions, Islam is not monoli thic and 
that there are a number of different 
sects. Moreover this is overlaid by the 
existence of the four juridical schools. 
I n these circumstances I appreciate 
that there is no more l ikel ihood of 
getting world-wide consistency, than 
there is of getting Dr Paisley to agree 
on points of doctrine wi th the Pope! 

There is, however, I believe merit 
in trying to obtain consistency at least 
w i t h i n each c o u n t r y and the 
Malaysian Government is to be com
mended on the efforts which i t has 
made towards achieving that w i t h i n 
Malaysia. I do not underestimate the 
difficulties of this but I believe that it 
w o u l d be of major benef i t to the 
Islamic Finance c o m m u n i t y as a 
whole. I was heartened therefore to 
hear the Cha i rman say that the 
Ins t i tu te has set up a Shariah 
Advisory Uni t w h i c h is a valuable 
step in the right direction. 

Where is the impetus for these 
new developments to come from? 
There have, of course, always been 
many astute and far-seeing members 
of the Islamic Finance community but 
I sense that there is a new breed of 
y o u n g bankers brought up i n the 
Islamic t r a d i t i o n , knowledgeable 
about the markets, concerned b u t 
who have trained in one or more of 
the major w o r l d f inancial centres. 
These are the people who w i l l have 
the vision to develop the new prod
ucts w h i c h are necessary, and the 
energy and drive to ensure that they 
are marketed and become successful. 

I n this I t h i n k we should not 
ignore the contribution being made 
by the Institute of Islamic Banking 
and Insurance i n training this new 
generation. Not only are there regular 
courses and lectures, buc the Institute 
has produced a number of most valu
able text books, the most recent being 
the Overview of Islamic Banking. Earlier 
this year I had the pleasure of assist
ing i n the Executive Development 
Programme which was an intensive 
course run over a period of, I believe, 
t w o weeks and targeted at r i s i n g 
executives within the Islamic Finance 

wor ld . This is exactly the sort of tar
geted training which w i l l assist in the 
developments which I have outlined. 

One of the aspects of Islamic 
Finance which strikes someone com
ing into it for the first time and which 
is an attractive feature, is the element 
of social benefit which underlies i t . 
L o o k i n g at many of the projects 
which I have seen financed in the last 
few years, i t is clear that they bring 
both economic and physical benefit to 
the communities where those projects 
are situated. There is a tendency in 
the West to criticise al l bankers as 
selfish but I think that those of you in 
this market can justifiably point to the 
effects of work that you do to refute 
any such claims. 

A t a recent seminar held by the 
Institute the speaker, an Australian 
academic, questioned whether there 
could ever be a t ru ly Islamic Stock 
Exchange because he thought that 
stock exchanges were inherently anti
social. Mr Chairman, I beg to differ. I 
believe that they are one of the power 
houses which fuel economic develop
ment and thereby improve the living 
standards of all members of the com
munity dragging up those at the bot
tom of the pile as wel l as rewarding 
those at the top who are sufficiently 
wealthy themselves to be investors. 
The Editorial in the latest New Horizon 
reminds us of the guidel ines la id 
down a decade ago which are still rel
evant. S imilar gu ide l ines have, I 
u n d e r s t a n d , been established i n 
Malaysia. We should be welcoming 
the development of Islamic Stock 
Exchanges not t r y i n g to f i n d fault 
w i t h them. 

I suggest that a t r iumvira te of 
Is lamic b a n k i n g (both re ta i l and 
investment). Islamic Stock Exchanges 
and Islamic insurance and pensions 
can w o r k hand i n hand to develop 
their already successful businesses to 
considerably greater heights and in 
doing so to benefit the community at 
large. If I may sum up. Islamic bank
ing has already made great strides 
over the last few years. I t has the 
potential to move onward not just by 
linear growth but by moving into new 
areas and by m.aturing i n existing 
areas. That growth can be exponen
tial. 
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The Islamic Foundation's 
4th Intensive Orientation Course 
The Islamic Foundation, in co-operation with the Islamic Development Bank (IDB), Jeddah, 
Saudi Arabia, and Loughborough University of Technology, organised its fourth Intensive 
Orientation and Training Course on Islamic Economics, Banking and Finance at its 
Markfield Conference Centre, Leicestershire, from 24-27 October 1996. 

I I Ihe course is aimed at g i v i n g 
I bankers, lawyers , s tudents , 

JL researchers and businessmen an 
opportunity to study and discuss the 
theory and practice of Islamic eco
nomics. 

The Islamic Foundat ion is 
involved in research, education, pub
lishing, training and dawah (propaga
tion) in Europe. It was established in 
Leicester almost 24 years ago and has 
been engaged in not only producing 
literature, journals and periodicals 
but also in conducting research on 
different aspects of Islam, in particu
lar Islamic Resurgence, Islam and 
Christian/Muslim Relations, Islam in 
Central Asia and Islamic Economics. 

It has so far produced over 185 
titles and several multi-media prod
ucts such as videos, computer games, 
posters, maps, etc., and has devel
oped academic and research relations 
w i t h a number of univers i t ies in 
Britain and abroad. 

The Islamic Economics U n i t is 
one of the major departments of the 
Foundation which is engaged in pro
moting research, publications, inten
sive courses, seminars and confer
ences i n the f i e l d of Islamic 
Economics, Banking and Finance. In 
collaboration w i t h the International 
Association of Islamic Economics, it 
has been producing a quarterly jour
nal , ent i t led Review of Islamic 
Economic w h i c h is b i l i n g u a l 
(English/Arabic). 

In collaboration w i t h the British 
Univers i ty I n 1994, the Islamic 
Foundation signed a Memorandum of 
Understanding wi th the University of 
Loughborough to initiate the teaching 
of Islamic Economics and Banking in 
the M A course of the Department of 
Economics. The Foundation not only 
offered a substantial grant to the 
University for developing this pro
gramme, but also participated in the 

preparation of the curr icu lum and 
appointed a well-known Islamic econ
omist to teach the course. 

The Intensive Orientation Course 
w h i c h is organised in the A u t u m n 
every year is usually co-sponsored by 
the Islamic Development Bank, 
Jeddah and L o u g h b o r o u g h 
University. Attendance this year was 
up 20 per cent, wi th more than 70 par
ticipants to the course, the majority of 
whom were professional bankers and 
businessmen, rather than students 
and researchers. 

Of these part ic ipants , 17 were 
f r o m Turkey, 13 f rom Nigeria , six 
from Algeria and others were from 
Malaysia, Pakistan, Tr in idad , USA 
and different parts of Europe. 

One of the unique features of this 
4th Intensive Course was that there 
were ten resource persons, f ive of 
w h o m were Muslims and five non-
Muslim, professors and professional 
bankers. 

As a result of the Foundation's 
p a r t i c i p a t i o n i n the European 
Universities' Summer School Course 
at Barcelona, and the One-day 
Seminar on Islamic Economics and 
Banking in Madrid in July 1996, two 
leading professors from Spain came 
and participated in the programme. 

Professor Alejandro Corrons is 
Professor of Economics at the 
University of Madrid and is an advi
sor to the European Union (EU) con
cerning the trade and co-operation 
with Mediterranean countries. He, in 
fact, has developed special interest in 
Islamic Economics, travelled in most 
of the Mediterranean and M u s l i m 
countries and followed the develop
ment of the d isc ip l ine of Islamic 
Economics as a keen observer. 

Similarly, Professor Jose Collado 
Madina is a Professor of Economics at 
the Open University in Spain and has 
been using the latest m u l t i - m e d i a 

facilities to promote the discipline of 
Islamic Economics, not only in Spain, 
but also i n Europe and i n L a t i n 
America. 

Professor John Presley, former 
Head of the Department of Economics 
at Loughborough Univers i ty , who 
was ins t rumenta l i n i n i t i a t i n g co
operation between the Foundation 
and the University, hoped that the 
discipline of Islamic Economics w i l l 
gain due recognition in the West, in 
particular academic institutions and 
banking sectors. He also hoped that 
Islamic banks and banking inst i tu
tions in the Musl im countries would 
sponsor researchers from their respec
tive departments to undertake specif
ic courses/researches on these topics 
at various Western universities and 
institutions. 

Professor Rodney Wilson, a well-
known authority on Islamic Banking 
from Durham University, and Glenn 
Stewart f r o m the Algosa ib i 
Investment Company (Bahrain) , 
which is also planning to introduce an 
Is lamic Investment Company i n 
Europe, not only gave specific talks, 
but participated in wider discussions 
wi th the participants. 

Among the Muslim experts were: 
Professor Ziauddin A h m a d , the ex-
Deputy Governor of the State Bank of 
Pakistan, author of several books on 
Islamic Economics and one of the first 
recipients of the IDB Prize for out
s tanding services to Islamic 
Economics and Banking; Dr Umer 
Chapra, who is the Senior Economic 
A d v i s o r to the Saudi Arab ian 
Monetary Agency and the recipient of 
both the King Faisal Award and the 
IDB Prize for his outstanding services 
to Islamic Economics, author of half a 
dozen books on Islam and general 
and Islamic Economics; Dr Sami 
Homoud, a wel l -known banker and 
author of the famous book Islamic 
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Banking, who is presently Deputy 
Head of the Research Division of the 
Islamic Research and T r a i n i n g 
Institute, (Islamic Development Bank, 
Jeddah); Dr Munawar Iqbal, Senior 
Research Fel low at the Islamic 
Research and T r a i n i n g Ins t i tu te 
(Islamic Development Bank, Jeddah) 
and editor of the IDB's journal of 
Islamic Economic Studies; and Dr 
M a h m o u d M o h i e l d i n , the 
Foundation's Senior Research Scholar 
at Loughborough University. 

Dr Manazir Ahsan, Director 
General of the Islamic Foundation, in 
his inaugural speech, welcomed the 
guests, and said that the course was a 
unique o p p o r t u n i t y for bankers, 
lawyers, scholars and students to 
meet each other and exchange their 
valuable ideas and experiences in the 
sector of banking and finance. 

Apart f rom an overview of the 
origin and development of the disci
pl ine of Islamic Economics and 
Islamic Banking Institutions over the 
last twenty years or so, the 4-day 
intensive course discussed in detail 
the following major issues: 

1. The present state of Islamic 
Economics and Banking; 

2. History of Islamic Economic 
Thought; 

3. Some features of the Islamic 
Economic System; 

4. The Theory and Practice of 
Islamic Banking; 

5. Public Finance in Islam; and 
6. Economic Development i n 

Muslim Countries. 
The present status of Islamic 

banking was one of the focal points 
discussed in great depth and detail. 
Most speakers po in ted out that 
although'Islamic banks have grown in 
number and so i n the size of their 
assets and liabilities, their operations 
do not seem to ful ly conform to the 
Islamic principles and regulations. 

Most of them have been concen
trating on the easy modes of finance 
such as Murabaha, Ijarah and Bai al-
Salam which are, in some ways, simi
lar to Riba transactions. The bankers 
were advised not to avoid the proper 
modes of Islamic finance such as 
Musharaka, Mudaraba, Muzarah, etc. 
It was felt that more care is needed by 
Islamic banks and i n s t i t u t i o n s to 
implement the Shariah laws in full . 

A number of d i f f i cu l t i es were 

identified as some of the main reasons 
responsible for the present situation 
of Islamic Banking. They included: 
hostile environments in which these 
banks have to operate and compete; 
absence of a secondary money market 
and of lenders of last resort; lack of 
training facilities for staff and man
agement; and discriminatory tax sys
tems which tax dividends and exempt 
interest. 

It was also felt that proper train
ing of personnel is one of the vi ta l 
issues which not only Muslim schol
ars, but bankers need to address 
themselves to i n earnest. W i t h o u t 
proper personnel management and 
creating awareness of Islamic laws 
and regulations with regard to bank
ing and finance, it is not possible to 
have an alternative economic system 
which , in many ways, represents a 
real challenge to the interest-based 
banking system. 

Concerning the history of Islamic 
economic thought, it was pointed out 
that Islamic Economics is as old as 
Islam itself. References were made in 
many presentations on the contribu
t ions made by 
eminent Islamic 
scholars to the 
development of 
Islamic econom
ic thought over 
the past several 
c e n t u r i e s . 
Particular men
t i o n was made 
to the contribu
t ions of A b u -
Yusuf , A b u -
Ubaid al-Sallam, 
Al-Ghazal i , Ibn 
Taymiyyah, A l -
Maqrizi , Ibn A l -
Q a y y i m a l -
Jawziyah and 
Ibn Khaldun. 

H o w e v e r , 
the contempo
rary Islamic 
resurgence has 
infused a new 
light on the sub
ject and a sys
tematic e f for t 
has been under 
way to examine 
the issues w i t h 
greater profes-

1 

sional vigour and to build an integrat
ed body of academic discipline. 

As far as the features of the 
Islamic economic system and the eco
nomic development of Muslim coun
tries are concerned, the speakers 
emphasised the p r i o r i t y that Islam 
gives to the overall satisfaction of the 
well-being of Mankind and the estab
lishment of justice in all spheres of 
l i f e , i n p a r t i c u l a r , the economic 
sphere. They also pointed out that 
contrary to the World Bank approach 
to economic development w h i c h 
neglects moral values and focuses on 
material advancement, the Islamic 
approach is a humanitarian approach. 

The delegations from Turkey and 
Nigeria urged the Foundation to hold 
these courses at least twice a year: one 
i n the Foundation and the other i n 
Turkey or Nigeria. This would enable 
the local bankers, businessmen, stu
dents and researchers to benefi t 
immense ly and w o u l d generate 
greater awareness about the new 
emerg ing d i s c i p l i n e of Is lamic 
Economics, Banking and Finance all 
over the world . 

A' If 
,0= 

(Left to right) Dr.Abdelkader Chachi (Islamic Economy Unit, The Islamic 
Foundation, Leicester), Professor Ziauddin Ahmad (Karachi) Professor John 
Presley (Loughbrough University), Dr. Manazir Ahsan (Director General Islamic 
Foundation, Liecester), Dr Munawar Iqbal (Islamic Development Bank, Jeddah) 
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CMGI to issue Islamic securities quoted in US dollar 

Shariah-based fund manager 
Commerce MGI Sdn Bhd (CMGI) is 

expected to issue its first Islamic-based 
securities quoted in US dollar by early 
next year. 

CMGI chief executive officer Dr 
Hasnita Hashim said that the securities 
papers would be worth US$300 million 
(RM750 million) to be issued for CMGI's 
Malaysian client undertaking an over
seas project. 

"The issues have not been finalised 
but we are currently working with an 
international bank which operates in the 
Middle East," Hasnita said. 

She said the project was expected to 
be finalised within two months with the 
international bank to act as the lead 
arranger and CMGI as adviser. 

Previously, CMGI has acted for both 
arranger and adviser for a total of 
RM2.15 billion worth of financial securi
ties based on the Shariah principles. 
Such financial products must be vetted 
by a council which comprises Islamic 
scholars or Ulema. 

CMGI is a joint-venture company 
established in August last year. Its major 
shareholders are Bahrain-based Majestic 
Global Investment Ltd, Commerce Asset 
Holdings Bhd, Renong Bhd, Dallah 
Albaraka (M) Holdings Sdn Bhd and 
Kamaruddin Md Nor. 

Its first project was the issuance of 
RM250 million bridge financing facility 
in January to Kuala Lumpur's second 
light rail project concession holders 
Project Usahasama Transit Ringan 
Automatik Sdn Bhd (Putra). 

This is the first time bridge financ
ing has been done on Islamic basis, 
using the concept of Islamic turnkey 
contract financing system, Istisna. 

Istisna is a buying transaction in 
which the purchaser places an order for 
goods to be delivered in the future for 

certain specifications at an agreed price 
and mode of payment. Under this 
arrangement, financiers - banks 
arranged by CMGI - purchase Putra's 
original LRT contract at a fixed profit 
mark-up. In return, Putra wi l l pay on a 
deferred payment basis at fixed rate for 
four years. 

Last month, CMGI was given the 
mandate to arrange for Putra a RMl bil
lion Islamic syndication financing facili
ty as co-arranger and adviser. 

"We are currently working w i t h 
Bank Bumiputra and Al l ied Bank to 
advise on the RM900 mil l ion Islamic 
securities for financing Segari Energy 
Venture Sdn Bhd's power plant project 
in Lumut," Hasnita said. 

She said Islamic securities had 
received tremendous response from 
companies and investors for its pricing 
advantage compared with conventional 
debt securities. 

"Current ly , there are just not 
enough Islamic securities papers in the 
market and it has resulted in huge over
subscription of the issues," she said, 
adding that the recent Putra's RMl bil
lion conventional tranche syndication 
arranged by Bank Bumiputra was over
subscribed by RM627 million. 

Hasnita said the Islamic bond mar
ket currently experienced thin trading 
due to the shortage of such securities 
papers in the market. 

Currently, Islamic-based fixed rate 
securities and floating rate stands at 10.5 
per cent and 1.5 per cent plus bank lend
ing rate respectively. 

Hasnita said with such environment 
and the government support, CMGI was 
expected to uphold and solidify the 
Malaysia leadership in the Islamic inter
national banking and finance. 

- Sidek Kamiso, Star 

Malaysia sets pace in Islamic banking 

Malaysia is blazing trails in Islamic 
banking, finance and insurance, 

while other Musl im and non-Muslim 
nations in Asia are also seeing their 
financial institutions join a growing 
world-wide industry. 

"Malaysia is the perfect market," 
said Majid al-Refai, chief executive offi
cer of the Bahrain-based First Islamic 
Investment Bank EC. "Everything is 
there, including the political w i l l . You 

have money. You have deals." 
First Islamic, whose establishment 

was announced recently in Dubai (see 
separate story), struck its f irst deal 
through its Malaysian affiliate which 
arranged US$400 million (RMl billion) 
in Islamic financing for a light rail transit 
system in Kuala Lumpur. 

Experts said Malaysia was leading 
the way not only in Asia - where 
Indonesia, Brunei, the Philippines and 

Venture Capital Fund 
AI-Tawfeek Company for Investment 
Funds Ltd, a unit of the financial ser
vices sector of the Dallah Albaraka 
Group, has launched a new and interest
ing Islamic fund to acquire equities in 
one of the fastest moving markets in the 
Islamic world. 
The Malaysian Equity Ventures Fund is 
an authorised US$18 Million closed-end 
Fund, registered i n the Tax Haven 
Cayman Islands. 
This Islamic Fund is operated through a 
Malaysian Equity Venture Hold ing 
Company, jointly owned and managed 
by Rashid Hussain BHD, (RHB) 
Malaysia, and Al-Tawfeek Co, for 
Investment Funds Ltd. 
The Malaysian Ventures Fund functions 
under the investment guideline of a full 
Shariah Complaint mandate. The Fund's 
investment strategy is to prudently 
invest in companies with potential to be 
listed on the Kuala Lumpur Stock 
Exchange of periods up to three to 
seven years. 
The Fund is limited to investment in 
Malaysia and w i l l be advised by the 
Malaysian partner Rashid Hussain 
BHD, who shall also serve in the capaci
ty of the Fund's Custodian and 
Administrator. 
M i n i m u m i n i t i a l subscription is 
US$100,000 for indiv iduals and 
US$500,000 for institutions. The Fund 
launched 1 December, 1996 and is 
expected to close on 31 Jan 1997. 
The Fund was created to enable 
Investors to take part in the phenome
nally active Malaysian economic adven
ture of enterprises as they expand and 
increase their assets in the ever-growing 
Malaysian high-tech Commercial orient
ed Industry. 

even Japan are becoming involved in 
Islamic banking - but also in the cradle 
of Islam, the Middle East. 

The stakes are high as the potential 
market is the w o r l d ' s one b i l l i o n 
Muslims, while Islamic assets are now 
estimated at between US$50 b i l l i o n 
(RM125.5 bi l l ion) and US$80 b i l l ion 
(RM200.8 b i l l ion) w o r l d - w i d e and 
increasing as much as 15 per cent annu
ally. 
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The experts attending an interna

tional Islamic banking conference here 
said many Middle East institutions had 
little hope of competing with new con
ventional products because they inter
pret Shariah (Islamic law) too strictly. 

Malaysia's institutions, however, 
have used a more liberal interpretation 
of the Shariah to develop a broader and 
more innovative range of Islamic finan
cial products, they said. 

Under the Shariah, Islamic busi
nesses must avoid charging interest to 
customers and instead offer profit-shar
ing while steering clear of dealings in 
forbidden areas like alcohol, gambling 
or pork production. 

"The frontiers of Islamic banking 
are being pushed to the l imits in 
Malaysia," said Wael al-Mazeedi, man
aging director for M E N A Capital 
Resources Inc, a Washington-based pri
vate investment firm. 

Mazeedi added that in the Gulf "you 
need to have a wider view" of Islamic 
financing, especially because Islamic 
funds were needed to help the region 
develop massive gas, telecommunica
tions and other infrastructure projects. 

Ajmal Bhatty, a manager at the 
Bahrain-based Arab Insurance Group, 
said the Islamic insurance business has 
also grown rapidly in Malaysia since it 
was first introduced in 1985 but slowly 
in the Middle East. 

Although Gulf Arab bankers saw 
Islamic institutions in Malaysia as inno
vative, some also said they failed to 
meet Islamic criteria, particularly in the 
area of debt trading. 

Debt trading is banned in cases 
where "you start looking at the debt as 
the generator of profit," said Abdelhak 
el-Kafsi, who heads Islamic banking at 
the Bahrain-based Arab Banking Corp. 

About two dozen products exist, 
including Islamic equitj' funds, leasing 
funds (a substitute for bond funds), real 
estate funds and trade funds. 

A Malaysian banker who asked not 
to be named downplayed his country's 
role in Islamic banking. "The Middle East 
is the creator of Islamic banking. We are 
still experimenting and modifying." 

But it is precisely such experimenta
tion which Mazeedi and others wel
comed. 

The Malaysian banker said financial 
institutions in his country had launched 

Asia's largest syndicated loan on Islamic 
principles, worth US$800 million (RM2 
billion), to build a new airport for Kuala 
Lumpur. 

Malaysian financial experts also 
said Gulf Arab states had been hurt by 
the absence of stock exchanges where 
investment firms could operate accord
ing to Islamic principles. 

Malaysia entered Islamic banking 
when Bank Islam Malaysia Bhd was 
launched in 1984, while Indonesia, the 
world's most populous Muslim country, 
began a decade later when Bank 
Muamalat was set up in 1992. 

Brunei and the Philippines also 
have Islamic banks while conventional 
commercial banks in Asian, Arab and 
Western countries have either become 
involved i n Islamic banking or are 
studying the idea. 

Nomura Investment Banking EC of 
Japan has already structured Islamic 
deals and is studying the possibility of 
expanding its business, Nomura's direc
tor of investment and asset management 
in Bahrain said. 

"It's a very big market," said Risaku 
Sakai. 

-AFP 

Increase in Deposits Crucial to 
Develop Islamic Capital Market 

Increase in deposits and in financing is 
crucial for the development of the 

Islamic capital market in Malaysia. 
"The challenge now is to increase 

the quantity and quality of Islamic 
banking in Malaysia," Abrar Discounts 
Bhd managing director Wan Abdul 
Rahim Kamil said at a national confer
ence on Islamic banking and invest
ment in Kuala Lumpur. 

He said enough flexible financing 
was necessary to meet requirements of 
projects, having a long gestation period, 
particularly infrastructure projects. 

Rahim said securitisation, to draw 
a larger investor base, should be intro
duced to meet the requirements of safe
ty (risk), liquidity and flexibility. 

He said, however, that securitisa
tion would not be successful if the 
Islamic money market was not active. 

While saying that l iquidity man
agement was a global problem for 
Islamic financial institutions, Rahim 
said treasury operations of such institu

tions must be focused. 
"Islamic financial institutions must 

efficiently manage liquidity within the 
system in order to maintain viability," 
he said. 

Rahim said that securitisation and 
secondary trading as practised i n 
Malaysia had contributed greatly to the 
development of Islamic banking within 
the country. 

Rahim also said the Islamic inter
bank money market, by linking institu
tions, investors, both domestic and for
eign, and financial instruments had suc
ceeded in p r o v i d i n g depth to the 
Islamic financial system .n Malaysia. 

"Certain common features existing 
between the Islamic assets and the con
ventional ones, such as the qualification 
for liquid asset status for Islamic accept
ed bills and the government guaranteed 
KL International Airport (KLIA) Islamic 
bonds, have resulted in major positive 
interaction between the conventional 
and Islamic treasuries," he added. -
Bernama 

Insurers Targeting 
Muslims 

With over half of Malaysia's popu
lation being Muslims, it is sur

prising that only a small percentage of 
them have life insurance in comparison 
to non-Muslims. 

While insurers have reacted posi
tively and have taken steps such as set
ting up a separate department to handle 
this untapped market, such effort may 
not be enough. 

To target a Musl im, it is not just 
marketing issues. Insurers must have an 
understanding of what insurance means 
to Muslims and how the new Insurance 
Bill affects them. 

Every M u s l i m is subject to the 
Shariah, which governs the life of a 
Muslim from birth until his death. The 
changes to the Insurance Bill 1996 is 
intended to make the current law more 
consistent wi th that law - for instance, 
the inclusion of Section 167(2) which 
requires Muslim nominees to distribute 
the policy money according to Islamic 
principles. 

This ruling is intended to strength
en the 1973 fatwa (decree) made by the 
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National Council for Muslim Religious 
Affairs which also covers the EPF, post 
office savings (now Bank Simpanan 
Nasional), banks and co-operative soci
eties. 

While such legal changes affect 
many Muslim policy holders, however, 
the current insurance practice has not 
moved in tandem to accommodate these 
changes. 

Malaysia Insurance Institute (Mil) 
consultant (life insurance) Azman Ismail 
said the industry may require a com
plete redesigning of the current life 
insurance policies documents to suit the 
needs of Muslims. 

He said the current policy wordings 
used in policy documents did not serve 
the needs of Muslims, i.e. complying 
with their personal law. 

Azman said on the subject of policy 
money, the current practice, which 
requires Musl im nominees to act as 
executor to the money, may be in discor
dance with the Shariah on inheritance 
distribution. 

Under Shariah principles, policy 
money from insurance is considered part 
of inheritance and thus is subject to the 
Shariah policy, he added. A lawyer 
familiar with the procedure said in the 
event of death, the executor of the estate 
would have to gather all the information 
on the estate. 

Once all the inheritance had been 
documented, the executor could ask the 

Shariah judge (kadi) to distribute the 
inheritance to the estate beneficiaries. 

Under Islamic law, the estate w i l l 
have to pay for the deceased's liabilities 
(debt) and distribute the balance accord
ingly. 

Azman said this rule would effec
t ively defeat the purpose of buying 
insurance which was not intended to 
enrich anybody but providing financial 
means to the deceased's family. 

The main concern voice by Muslims 
on this rule is its effect on grouping the 
insurance policy money with the other 
inheritances such as property. 

Currently, the most conventional 
insurance policy does not take into 
account this situation which makes it 
difficult for Muslim nominees when the 
policy holders die. 

Azman said Takaful companies cur
rently allowed policy holders to desig
nate the funds to specified person (hus
band, wife or parents only) as a nomi
nee. 

This procedure is called Hibah, 
which allows the insurance policy hold
er to nominate part or the whole amount 
of the policy money. This method has 
been approved by the Shariah council 
but has yet to be contested in court. 

The Islamic financial system is a 
new area and many insurance compa
nies do not have the expertise in this 
area to follow certain guidelines under 
Hibah. 

While many l i fe insurers are 
unaware of the impact of this ruling to 
Muslim policy holders, many are study
ing to redesign their policy wordings to 
suit Muslims' requirements. 

One life insurance general manager 
suggested a Muslim could purchase life 
insurance policy but instead of making 
his spouse or children nominees, he 
could make them policy owners. 

When he died, the policy would 
automatically be owned by his spouse 
and children and would not be subject to 
the Shariah ruling. 

The general manager said the 
method had a drawback as it cancelled 
the right of the person who paid for the 
insurance policy to the money. 

When the policy matures, the money 
would belong to the policy owner, in this 
case, the wife or the husband. 

While this method addresses the 
issue for the new policy, i t d i d not 
address the problem for old policies. 
Also, it wi l l only apply for relationships 
such as husband and wife. 

M i l is currently looking into this 
matter and is expected to initiate a pro
gramme to inform the industry of this 
subject. 

With a better understanding of this 
subject, many of the uncertainties on the 
subject of Muslim policy payments and 
the status of insurance for Muslims 
would be addressed. 

- Sidek Kamiso, Star 

K F H Ijarah House Records RM18m Sales 

KFH Ijarah House (M) Sdn Bhd, the 
first licensed Islamic leasing compa

ny in Malaysia, has recorded sales 
totalling RM18 million since its launch
ing in July last year (1995). 

KFH Ijarah House, jointly owned by 
KFH Capital Sdn Bhd, a wholly-owned 
subsidiary of Kuwait Finance House 
(KFH), and Abrar Group International 
Sdn Bhd (AGI), has a paid-up capital of 
RM20 million. KFH Capital holds 70 per 
cent stake and AGI the remaining 30 per 
cent in KFH Ijarah House, established in 
August 1994. 

KFH Ijarah House, which opened 
its first showroom in Kuala Lumpur 
yesterday, offers the Ijarah (leasing) and 
Murabaha (financing) schemes. 

Under the Ijarah scheme, corporate 
clients could lease a variety of assets, 
including plant and machinery, con

struction equipment, commercial vehi
cles, office equipment and computers 
from KPH Ijarah House for an agreed 
sum payable in a fixed amount of rental 
over the lease period. 

The Murabaha scheme offers com
plete financing for personal and work
ing capital needs. 

Under the scheme, KFH Ijarah 
House w i l l purchase the goods, like 
computers, furniture, electrical appli
ances, motor vehicles, office equipment 
and raw materials, and sell it to the cus
tomer at an agreed price and profit mar
gin. 

KFH Ijarah House managing direc
tor Nafel Al-Hathal said the company 
had about 20 selected local suppliers 
who provided all kind of products. 

Nafel told reporters this after the 
opening ceremony of the company's 

showroom. He said KFH Ijarah House 
planned to expand to Johor, Kelantan, 
Terengganu and Kedah within the next 
five year. 

Deputy Finance Minister Datuk Dr 
A f f i f u d i n Omar, who officiated the 
opening ceremony, said the investment 
undertaken by KFH Capital Sdn Bhd 
and AGI was a commendable effort that 
helped to add colour to the financial 
market industry. 

A f f i f u d i n said those involved in 
marketing Islamic-based financial pack
ages or services, whether from the con
ventional banking institutions or Islamic 
banking inst i tut ions , should work 
together towards b u i l d i n g a strong 
Islamic-based financial market in 
Malaysia. 

- Bernama 
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NEWS MONITOR 

MALAYSIA! 

I 
Islamic Bankers Need to be More Efficient 

slamic bankers wi l l need to be more Abdul Aziz. 
efficient in their investments to com

pete with conventional banks despite the 
recent strong growth in interest-free 
banking (SPTF) deposits, a conference 
was told yesterday. 

"Islamic banking has a small base 
compared to the overall banking system 
here and the return on deposits offered 
to depositors is still low compared to 
that offered by conventional banks," 
said Arab-Malaysian Merchant Bank 
Bhd general manager (banking) Ariff in 

Ari f f in , who is also the vice-presi
dent of the Association of Interest-Free 
Banking Institutions Malaysia, said this 
at a recent two-day National Conference 
on Islamic Banking and Investment held 
in Kuala Lumpur. 

He said the Islamic banking indus
try reported growth of about 228 per 
cent in deposits through the SPTF banks 
from RM245 million in December 1993 
to RM2.8 billion as of last June. 

The private sector accounted for the 

bulk of the deposits while investments 
constituted 68.9 per cent of total 
deposits, he added. 

On the financing side, the direction 
has not been widely spread and was 
confined merely to housing, consump
tion credit and the manufacturing sec
tors. 

In terms of the types of financing, 
concentration has been on the Murabaha 
and Bai-Bithaman A j i l w i t h the bulk 
channelled into purchase of stocks and 
shares and consumption activities. 

- Bemama 

BAHRAIN Islamic Banking Concepts Expanding 

By expanding operations into emerg
ing economies, the concepts of 

Islamic banking are increasingly direct
ed at the long term. 

These developments are expected 
to receive a major boost with the setting 
up of a dedicated infrastructure fund by 
the Organisation of Islamic Countries 
(OIC). 

Islamic banks have proved to be 
major influencing factors in major scale 
infrastructure projects, with top agen
das across several Middle and Far East 
nations. 

They are looking at infrastructure 
requirements of around dollars 250 bil
lion in the coming years. 

The proposed OIC infrastructure 
Fund w i l l be set up to tap and ful ly 
develop these working capital needs, 
said Iqbal Khan, General Manager and 
Chief Operating Officer at Bahrain's 
Islamic Investment Company of the Gulf. 

"Our long term financial instru
ments are exclusively targeting the 
embedded capital requirements of these 
economies," said Khan, who delivered a 
paper at the Islamic Banking and 
Finance Forum which concluded i n 
Dubai. 

"We need to be down to earth in 
our approach at meeting these finance 
requirements," said Haji Kamaruddin 
Taha of Malaysia's Abrar Group, also a 
forum speaker. 

Admitting that there were instances 
of varying fast track developments in 
some of countries, a mechanism wi l l be 
set up w i t h local representatives for 
weighing sovereign capital risks, Taha 
added. 

Local area participation w i l l be a 
crucial requisite so as to properly dis
count the inherent risks. 

Calling capital risk grading as too 
generic. Khan added that Islamic 

bankers wi l l target all countries sticking 
to the bare minimum commitment to 
macroeconomics and phased develop
ment of their infrastructure needs. 

"If we have a base in a country, we 
can take a long term perspective to fac
tor in the risk factors," said Taha, 
adding that high net-worth individuals 
can still get an assured share of returns. 

Funds have started to pour into 
Turkey and Tunisia to bridge their enor
mous need for infrastructure. 

Khan is open to increasing fund 
exposure to meet Lebanon's require
ments, currently passing through a sus
tained effort at rebuilding the economy 
after the war years. 

Foreign funds have started to pour 
in since the 1990s, a majority of which 
dedicated to infrastructure develop
ment. "What we can do is take up local 
risks and syndicate them accordingly," 
said Khan. - APP 

Islamic Investment Bank 

Saudi and other businessmen have 
launched an Islamic investment 

bank whose Malaysian affiliate has 
arranged $400 million in Islamic financ
ing for a l ight ra i l l ink i n Kuala 
Lumpur, bank officials revealed. 

First Islamic Investment Bank EC 
was set up in Bahrain with $10 million 
from Saudi Arabia's Al-Jomaih Group 
and $5 million from the shareholders of 
Majestic Global Investments Ltd (MGI), 
they said. 

It is targeting an additional $35 mil
lion in capital from the Gulf, Malaysia 
and elsewhere over the next two 
months. First Islamic's chief executive 
officer Majid al-Refai, a Kuwaiti, told a 

press conference in Dubai. "First 
Islamic w i l l provide investors w i t h 
investment banking services and prof
itable new products through combining 
conventional investment banking 
expertise and a fundamental under
standing of Shariah (Is'amic law)," he 
said. 

First Islamic's affiliate in Malaysia, 
Commerce MGI Sdn Bhd (CMGI), has 
arranged $800 million in Islamic and 
conventional financing for a light rail 
transit system in the Malaysian capital. 

The Islamic tranche is for $400 mil
l ion and arranged by Commerce 
International Merchant Bankers Berhad 
(CIMB), CMGI , and Bank Islam 
Malaysia Berhad (BIMB), while the con

ventional tranche for another $400 mil
l ion is arranged by Bank Bumiputra 
Malaysia Berhad (BBMB), bank officials 
said. 

The 29-kilometre (18-mile) railroad 
between Lembah Subang and Gombak 
is Kuala Lumpur's second light rail 
transit system and w i l l l ink up w i t h 
three other rai lway systems after it 
becomes operational in July 1998. 

Islamic banking is governed by the 
laws of the Quran which forbid charg
ing interest and call instead for profit or 
loss sharing. The launching of the new 
Islamic investment bank was 
announced dur ing an international 
Islamic banking conference in Dubai. 

-AFP 
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PHILIPPINES 

Mindanao Keen on 
Islamic Banking 

Several banks are being courted to 
provide Islamic banking facilities in 
provinces under the Autonomous 
Region of Muslim Mindanao (ARMM). 

The banks in the mind of the 
Philippine government-backed agency 
for Growth wi th Equity in Mindanao 
(GEM) are Bank Islam Malaysia Bhd, 
Malayan Banking Bhd, Bank Bumiputra 
Malaysia Bhd and Lembaga Urusan dan 
Tabung Haji (LUTH). 

GEM deputy chief Antonio Peralta 
said the newly-set up Mindanao 
Development Bank had already begun 
joint-venture negotiations with LUTH. 

"We are also looking to a tie-up 
between the Rural Bank of Parang and 
the Islamic Development Bank of 
Malaysia," added Peralta, whose GEM is 
jo int ly funded by the United States 
Agency for International Development 
and the office of President Fidel Ramos. 

Peralta said he expected the 
Malaysian banks and some American 
banks wi th Islamic windows such as 
Chase Manhattan of New York to make 
their debut in Mindanao early next year. 

ARMM governor Nor Misuari, who 
is the chairman of Southern Philippines 
Council for Peace and Development, 
had sanctioned the setting up of Islamic 
banking facilities without enacting any 
new laws, he added. 

Foreign banks setting up branches 
in ARMM, however, would still have to 
get the approval of the central bank, he 
said. He said a 50:50 prof i t sharing 
scheme might be approved for foreign 
Islamic banks to cover costs of financing. 

In Malaysian Islamic banks, he said, 
the 50:50 profit scheme was used while 
Islamic banks in other countries applied 
a 30:70 or 60:40 profit scheme. 

Peralta said the entry of foreign 
Islamic banks would help address the 
low entrepreneurial base in the 

FEATURE 
autonomous region. 

Manila-based banks could have 
opened their own Islamic banking win
dows but they found the concept to be 
unpopular with their customers, he said. 

Recently, south Mindanao business 
groups had asked the central bank to 
relax banking rules to enable the entry of 
Islamic banks into the Philippines. 

- P K Katharason, Star 

UAE 

U A E Potentially Another 
Hong Kong 
The United Arab Emirates could become 
another Hong Kong or Singapore but 
first it needs to build financial services 
and develop a fiscal strategy, a US econ
omist has said. 

"There is room for a major entrepot 
economy in the region.. . The most 
promising path to sustained high levels 
of income w i l l come by achieving 
Dubai's potential as the entrepot of the 
region," said Jeffrey Sachs, director of 
the Harvard Institute for International 
Development. 

Like the world's most competitive 
economies Singapore and Hong Kong, 
the UAE, of which Dubai is a member, 
had made remarkable progress to 
becoming a dynamic regional trading 
hub, he said. 

But the oil-rich state needed a more 
sophisticated financial sector to meet the 
demands of the fast-developing region, 
Sachs told the annual Emirates 
International Forum. 

"The financial market development 
has not been able to achieve the full level 
of growth as has trade and tourism," he 
said, adding the Gulf still reUed largely 
on London as its financial centre. " I t 
seems clear this region needs an interna
tionally integrated first-class stock 
exchange," he said, adding Gulf markets 
were relatively illiquid and lacked depth. 

One reason for Singapore and Hong 
Kong's success in achieving annual per 

capita incomes of around $30,000 with
out significant natural resources was the 
"enormous synergy" across sectors of 
the economy, including trade, tourism, 
education, financial services and finan
cial management, Sachs said. But the 
core of the success of an entrepot econo
my was macro-economic stability 
"which means a broad, creative, detailed 
fiscal strategy", he added. - Renter 

PAKISTAN 

$100m Murabaha 
Facility for Pakistan 
Faysal Islamic Bank (FIB Bahrain) of 

Bahrain EC and Islamic Investment 
Company of the Gulf (Bahrain) EC 
(IICG Bahrain), have jointly arranged a 
12 months syndicated Murabaha 
Financial Facility of US$100 million to 
the Ministry of Petroleum and Natural 
Resources, Government of Pakistan 
(Ministry of Petroleum). 

The Financing Facility is for the 
purchase of crude oil and petroleum 
products by the Ministry of Petroleum. 
The facility is guaranteed by the State 
Bank of Pakistan. This financing was 
jointly underwritten by FIB Bahrain and 
IICG Bahrain. 

D u r i n g the last few years, FIB 
Bahrain and IICG Bahrain have 
arranged/concluded facilities in excess 
of US$3 b i l l i o n under the Islamic 
Financing Syndication Programme for 
the Islamic Republic of Pakistan. 

The successful conclusion of this 
transaction is a tribute to the respect 
and confidence which the International 
Investors have continued to show 
towards the financing proposals for 
Pakistan and also to the prominent role 
which Bahrain is playing a leading 
financial centre. 

Funds for the Murabaha have been 
provided by the financial institutions 
through a specially formed pool 
(Mudaraba). 
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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, 
pharmaceutical, agro-chemical, garments, computers, 
soil investigation, foundation and piling works, deep 
tubewell driliing, bridges, superstructures and road 
buildings, 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 technological 
joint ventures and for investment in new activities. 

MANUFACTURING INDUSTRIAL AND INTERNATIONAL TRADING 

305-A Finchley Road (1st Floor) 
London NW3 6DT 
Phone:0171 435 4943 
Fax: 0171 794 7086 

Telex: 8956871 BEXIMCO G 




