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COMMENT 

Research and Training is an extremely necessary endeavour. 
Lack of adequate investment for these pursuits possess a 
serious hindrance to the development of Islamic banking 

T HE MOST COMMONLY KNOWN ASPECT OF 
Islamic banking is the prohibition o f Muslims 
from taking or giving interest (riba) regardless 
of the purpose for which such loans are made 

and regardless of the rates at which interest is charged. 
Unfortunately this is still an issue o f debate. 

The prohibition of riba is mentioned in four differ
ent revelations in the Qur'an. The first emphasis that 
interest deprives one of Allah's blessings. The second 
revelation condemns it, placing interest in juxtaposit ion 
wi th wrongful appropriation of property belonging to 
others. The third revelation enjoins Muslims to stay 
clear of interest for the sake of their own welfare. The 
fourth revelation establishes a clear distinction between 
interest and trade, urging Muslims to take only the 
principle sum and to forgo even this sum i f the bor
rower is unable to repay. 

It is further declared in the Qur'an that those who 
disregard the prohibition of interest are at war wi th 
Allah and his Prophet. Additionally, the prohibition of 
interest is also cited in the Hadith; the sayings of the 
Prophet. The Prophet condemned not only those who 
take interest but also those who give interest and those 
who record or witness the transaction, saying that they 
are all alike in guilt. 

It is interesting to note that similar prohibitions are 
to found in the pre Qur'anic scriptures, although the 
'People o f the Book', as the Qur'an refers to them, have 
chosen to rationalisation them. It is remarkable that 
Islam has consistently warded off various subsequent 
rationalisation attempts aimed at legitimising the insti
tution of interest. Such attempts include arguments, 
which have aimed at distinguishing between usury and 
interest and between loans for consumption and for 
production. It has also been argued that riba refers to 
the usury practised by petty moneylenders and not to 
the interest charged by modern banks. 

No serious attempt has been made to understand the 
philosophy behind the prohibition o f Riba and find 
solutions compatible wi th Islamic teachings. Instead of 
developing their own philosophy these bankers and 
scholars have sought the easiest solution by seeking to 
Tslamise' those products and instruments used by con
ventional banks. 

A n Islamic jurist in the Egyptian government 
caused a stir by challenging the traditional position that 
the Qur'an bans fixed interest, but such arguments have 
not won acceptance. Apart from a few dissenting opin
ions, the general consensus among Muslim scholars 
clearly is that there is no difference between riba and 
interest. A common thread running through all these 

The Islamic 
ban on 
Interest does 
not mean 
that capital 
is costless in 
an Islamic 
system. 
Islam recog
nises capital 
as a factor 
of production 
but it does 
not allow 
the factor to 
make a prior 
or predeter
mined claim 
on the 
productive 
surplus In 
the form of 
interest 

discussions is the exploitative character of the institution 
of interest, although some have pointed out that profit 
(lawful in Islam) can be exploitative. One response to this 
is that one must distinguish between profit and profi
teering, and Islam has prohibited the latter as well . 

The underlining fact is that Muslims need no proof 
before they reject the institution o f interest: no human 
explanation for a divine injunction is necessary for them 
to accept a dictum, as they recognise the limits to human 
reasoning. No human mind can fathom a divine order; 
therefore it is a matter of faith (Iman). The Islamic ban 
on interest does not mean that capital is costless in an 
Islamic system. Islam recognises capital as a factor of 
production but it does not allow the factor to m a k e ^ ^ 
prior or predetermined claim on the productive surplus i i r ' 
the form of interest. 

This obviously poses the question as to what w i l l 
replace the interest rate mechanism in the Islamic 
framework. There have been suggestions that profit 
sharing can be a viable alternative. In Islam, the owner 
of capital can legitimately share the profits made by the 
entrepreneur. What makes profit sharing permissible in 
Islam, while interest is not, is that i n the case of the for
mer, i t is the only profit sharing ratio, not the rate o f 
return itself that is predetermined. Prohibition of the 
various aspects of interest is therefore one o f the central 
themes o f Islam, other rules o f Islamic financial struc
tures are relatively straightforward and can more easily 
be summarised. 

It is unfortunate that over the past two decades, since 
Islamic banking has been in operation, little or insignif
icant effort has been made to resolve issues such as thjg^ 
Fundamental issues can only be effectively resolved ^ 
management's blending of the two forces moving in an 
Islamic bank - the financially educated and the reli
giously educated - through discourse intensive research 
and training. However, these two forces are not current
ly being blended and the non-existence o f such a process 
posses a serious indictment on Islamic banking. 

It is a disheartening commentary on the performance 
of Islamic banks that they do not fully comprehend the 
value o f training and research. Western institutions, on 
the other hand, recognise the importance of the relation
ship that training and research has to their future success 
and, therefore, dedicate significant resources to its pur
suit. The Institute of Islamic banking and Insurance has 
emphasised, again and again, the need for thorough 
training and research in the Islamic banking sector 
because without a coherent strategy and commitment to 
its pursuit Islamic banking w i l l become increasingly 
unable to justify the purpose o f its existence. • 
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ISLAMIC INVESTMENT FUNDS 

Al-Safa - The First UK Authorised 
Islamic Investment Fund Masr-Eldin Ayoub-Bey 

A L-SAFA Investment Fund 
was conceived by Muslims 
for Muslims in recognition 
of the fact that there were 

few long-term investment vehicles 
offering compliance to Islamic pr in
ciples. Al-Safa Investment Fund is 
the first UK authorised investment 
fund to be invested in accordance 
wi th Islamic Shariah Law. 

Formed as an open-ended invest
ment company (the modern day 

^ ^ u i v a l e n t of a unit trust). The Fund 
provides a vehicle through which 
Muslims can invest, secure in the 
knowledge that the investment man
agers are sympathetic to and under
standing of their faith, and w i l l 
invest their money accordingly. 

The Funds objective is, therefore, 
to provide capital appreciation 
through investment in a diversified 
portfolio of UK equities acceptable 
under Shariah. Companies whose 
activities are considered Haram such 
as banks, insurance companies or 
companies involved in the produc
tion, manufacture or distribution of 
alcohol, gambling, non Halal food 
products, or lending money for 

^interest, w i l l be excluded from the 
and. There wi l l be no investment in 

interest bearing securities or finan
cial futures contracts, nor wi l l the 
Fund speculate in currencies. 

The authorised Corporate Director 
is City Financial Managers' a special
ist administrator o f investment 
Funds who in conjunction w i t h 
Greig Middleton^ w i l l provide the 
investment management skills, to 
meet the needs of the Muslim com
munity by providing a Fund, which 
adheres to Islamic principles. 

Hamish Archibald of City Finan
cial states, "In today's rich multi
cultural society, product providers 
need to cater for the special require
ments of numerous sectors of the UK 
population. This is also true in the 

investment world. But with the 
exception of the ethical fund sector, 
very little choice is available for cer
tain sectors of society who require 
particular investment care. One 
example is our Muslim population." 

City Financial Managers appoint
ed Greig Middleton Asset Manage
ment, the investment management 
arm o f one o f the leading stockbro
kers as the investment advisor to A l -
Safa because they posses a wide 
experience in the management and 
construction o f funds wi th in ethical 
guidelines. A i m i n g for capital 
growth, the fund w i l l invest in care
fully selected UK equities, generally 
chosen from the FTSE 100 and 250 
indices. 

Head o f Greig Middleton Asset 
Management, Brian Tora, confirmed 
the firm's enthusiasm for the prod
uct. "We are very pleased to have 
been chosen to manage this fund. 
You only have to look around an 
office like our own to recognise that 
we live in a truly multi-cultural 
society and that specific needs, such 
as those of the Islamic community, 
are there to be met. London is an 
important investment management 
centre and we have the skills and 
resources to manage this fund in a 
progressive and productive way for 
investors." 

The individual investment selec
tions of Greig Middleton w i l l be 
scrutinised by a supervisory board o f 
a minimum of four Islamic scholars 
who w i l l rule upon the acceptability 
of each company under Shariah and 
issue a decree accordingly. Invest
ment w i l l not be permitted in any 
company not receiving a favourable 
decree from the Shariah board. The 
boards role is restricted to the appli
cation of Shariah and w i l l not other
wise have any involvement in the 
investment management process. 

A unique feature o f the fund w i l l 

"In today's 
rich multi
cultural 
society, 
product 
providers 
need to 
cater for 
the special 
require
ments of 
numerous 
sectors of 
the UK 
population. 
This is also 
true in the 
investment 
world. 
But with 
the excep
tion of the 
ethical fund 
sector, very 
little choice 
is available 
for certain 
sectors of 
society who 
require 
particular 
investment 
care. One 
example 
is our 
Muslim 
population." 

be its treatment o f interest. Shariah 
Law prohibits the receipt o f interest 
by investors. A l l cash in Al-Safa 
Investment Fund w i l l be held in 
non-interest bearing accounts thus 
ensuring this major hurdle for 
Shariah minded investors has been 
acknowledged and overcome. 

Mr Hamish Archibald further 
suggested that, 'T^iere is only a very 
limited range of investment vehicles 
available to members of the Islamic 
community who wish to observe the 
laws of the Shari'a and many of 
these have been launched oppor
tunistically. This is a fund devised by 
Muslims for Muslims and one which 
we feel certain will receive tremen
dous support from within the Islamic 
community." 

The Depository 
The Depositary is Bank of New York 
Trust and Depositary Company Ltd, 
regulated by IMRO and the Personal 
Investment Authori ty. The Bank of 
New York has over $4 t r i l l ion of 
assets i n custody on behalf o f 
investors world-wide making it one 
of the world's top three custodians. 
The Depositary holds custody of the 
assets o f the Fund for the benefit of 
shareholders ensuring that they 
remain secure for shareholders 
regardless of the financial position 
of the Authorised Corporate Director. 
The Depositary w i l l also monitor the 
Authorised Corporate Director to 
ensure that i t acts in accordance 
wi th the regulations. 

Investment Restrictions 
Al-Safa Investment Fund w i l l not 
invest i n : 
(i) fixed interest investments; 
(ii) derivatives, including but not 

l imited to, options, futures and 
contracts for differences; 

(iii) forward currency transactions; 
(iv) equities or other securities 
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Islamic Investment Funds 

issued by companies whose 
activities are deemed unaccept 
able by the Supervisory Board -
activities l ikely to be deemed 
unacceptable include: 

(a) banking or any other interest 
related activity; 

(b) the manufacture or distribution 
of alcohol products; 

(c) gaming or gambling; 
(d) life assurance; 
(c) the production or distribution o f 

pornographic material and; 
(f) the production, packaging, 

processing or any other activity 
relating to pork or any pork 
products; 

(v) securities of any company that 
is unable to confirm that it 
intends to borrow only for re
investment purposes and to 
reinvest all surplus cash back 
into its business; 

(vi) investment trusts, unit trusts 
and other collective investment 
schemes that do not adhere to 
Islamic Shariah investment 
principles. 

Investors should note that u n i n 
vested cash w i t h i n the Fund w i l l be 
held i n non-interest bearing 
accounts. 

Open-Ended Investment 
Companies 
Like uni t trusts, open ended invest
ment companies are recognised as 
one of the most effective means o f 
obtaining the benefits o f stock 
market based investment combined 
w i t h a broad spread o f risk. The 
OEIC w i l l normally have in excess 
of 40 holdings, ensuring that i n the 
unlikely event o f one company 
having severe financial difficulties 
the impact on the value o f the 
OEIC should be min ima l and the 
OEIC's performance w i l l not be 
dependent on a l imi ted number o f 
holdings. 

The Advantages of Equity 
Investment 
The graph below highlights the 
potential benefits of long term stock 
market investment. Taking a longer 
term view to smooth out the occa
sional downturns in the -market the 
long term record shows that equities 

have consistently outperformed both 
a deposit account and the rise i n the Al-Safa 
retail price index, the measure of Investment 
inflation which erodes the real value Fund can 
of money. Investors should be aware help solve 
that the restrictions that w i l l apply to many of 
the choice of investments that quali- the prob-
fy for inclusion in this fund may lems and 
cause the performance to vary from worries 
that of the major investment indices, associated 

with choos-
Who Should Invest? ing an 
Al-Safa Investment Fund w i l l appeal Islamically 
to those investors seeking: sound 
• A balanced investment approach investment 
wi th in Shariah guidelines portfolio 
• A n investment philosophy that for your 
adheres to Islamic principles. capital 
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Capital Investment 
Al-Safa Investment Fund can help 
solve many of the problems and 
worries associated wi th choosing an 
Islamically sound investment portfo
lio for your capital. 

Lump Sums or Regular 
Savings 
You may invest lump sums in A I -
Safa Investment Fund. There is no 
minimum term. However, the Fund 
managers recommend that, in com
mon w i th all stock market invest
ments, you take a medium to long 
term view at the outset. Lump Sum 
investments are invested when the 
fund is valued each business 
Monday at 10am. 

The regular savings fac i l i ty 
aUows investors to accumulate an 
investment in the Fund over a peri
od o f time. By investing a regular 
amount each month it is suggested 

that investors w i l l benefit from 
'pound cost averaging', where you 
buy more shares when prices arc low 
and fewer when prices are high. 
Over time this reduces the average 
cost of your shares and helps you 
bui ld a substantial investment. 
Regular saving are invested at the 
first valuation on or after the 6th of 
each month. 

Reporting 
By 31 January and 31 July each year 
investors w i l l receive a report 
informing them of the progress o f 
their investment. 

How to Apply 
The Al-Safa Invest
ment Fund offers two 
modes of inves tment -^ 
(a) Lump Sum. 
Min imum investment 
£1000, no maximum. 
(b) Regular Savings. 
Min imum savings 
£50 per month, no 
maximum. 

Al-Safa Investment 
Fund can be held direct 
or bought through a 
Personal Equity Plan 
or Individual Savings 
Account after 5th A p r i l 

at no extra cost. A Savings Plan 
facility is available from £50 per 
month. • 

Footnotes 
'City Financial was founded in 1968, and^--
is one of the leading providers of invest
ment fund administration services in the 
UK. Regulated by IMRO and a member of 
AUTIF, the Group provides administration 
services from London and offshore through 
it's subsidiary in the Isle of Man. City 
Financial Managers are a subsidiary com
pany specialising in the formation and 
management of Unit Trusts and OEICs on 
behalf of independent investment houses. 

^Greig Middleton is a provider of 
investment management and stock-
broking services to private clients, chari
ties, trusts and pension funds. Funds under 
management presently total in excess of 
Ellbillion. Greig Middleton's Institutional 
Sales and Research Department act for 
many leading UK institutions as well as a 
number of European investment houses. 
Greig Middleton is a wholly owned sub
sidiary of the Gerrard Group. 
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EVALUATION OF ISLAMIC BANKING 

The Performance of Islamic Banks 
JUSTICE IVIOHAIVIIVIAD TAQl USIVIANI, in An introduction to 
Islamic Finance, provides a realistic evaluation 

I
SLAMIC BANKING today is an 
undeniable reality. The num
ber o f Islamic banks and 
financial institutions is ever 
increasing. New Islamic banks 
with a huge amount of capital 

are being established. Conventional 
banks are opening Islamic windows 
or Islamic subsidiaries for the opera
tions of Islamic banking. 

I t seems that the size o f Islamic 
ranking wi l l be at least multiplied 
during the next decade and the oper
ations of Islamic banks are expected 
to cover a large area of the world's 
financial transactions. But before the 
Islamic financial institutions expand 
their business they should evaluate 
their performance during the last 
two decades because every new sys
tem has to learn from the experience 
of the past, to revise its activities 
and to analyse its deficiencies in a 
realistic manner. 

Unless we analyse our merits and 
demerits we cannot expect to 
advance towards our total success. It 
is in this perspective that we should 

y ^ e k to analyse the operation of 
.lamic banks and financial institu

tions in the light of Shariah and to 
highlight what they have achieved 
and what they have missed. Once 
during a press conference in Malay
sia, I was asked a question about the 
contribution o f the Islamic banks in 
promoting the Islamic economy. M y 
reply to the question was apparently 
contradictory, I said, "They have 
contributed a lot and they have con
tributed nothing". 

In stating that they have con
tributed a lot, what was meant is 
that it was a remarkable achieve
ment of the Islamic banks that they 
have made a great break-through, in 
the present banking system, by 
establishing Islamic financial insti
tutions governed by Shariah guide

lines. It has been a cherished dream 
of the Musl im Ummah to have an 
interest-free economy, but the con
cept of Islamic banking was merely a 
theory discussed in research papers, 
having no practical example. 

Islamic banks and financial inst i 
tutions translated the theory into 
practice and presented a l iv ing and 
practical example for the theoretical 
concept in an environment where it 
was claimed that no financial ins t i 
tut ion could work without interest. 
This was indeed a courageous step 
on the part o f the Islamic banks to 
come forward wi th a firm resolution 
that all their transactions would 
conform to Shariah and all their 
activities would be free from all 
transactions involving interest. 

Another major contribution of 
Islamic banks is that, through being 
under supervision of their respective 
Shariah Boards, they have presented 
a wide spectrum of questions relating 
to modem business, to the Shariah 
scholars. Thus providing them wi th 
an opportunity not only to under
stand the contemporary practice of 
business and trade but also to evalu
ate it in the light o f Shariah and to 
find other acceptable alternatives 
according to Islamic principles. 

It must be understood that when 
we claim that Islam has a satisfacto
ry solution for every problem 
emerging in any situation in all 
times, we do not mean that the Holy 
Quran or the Sunnah of the Holy 
Prophet (SW) or the rulings o f the 
Islamic scholars provide a specific 
answer to each and every minute 
detail of our socio-economic life. 
'What we mean is that the Holy 
Quran and the Holy Sunnah o f the 
Prophet (SW) have laid down broad 
principles in the l ight o f which 
scholars of every era have deduced 
specific answers to the new situation 

It has been 
a cherished 
dream of 
the Muslim 
Ummah to 
have an 
interest-
free econ
omy, but 
the concept 
of Islamic 
banking 
was merely 
a theory 
discussed 
in research 
papers, 
having no 
practical 
example 

arising in their age. Therefore, i n 
order to reach a definite answer, 
about a new situation, the Shariah 
scholar's role is very important. 

They have to analyse every new 
question in light o f the principles 
laid down by the Holy Quran and 
Sunnah as well as the standards set 
by the earlier jurists, enumerated i n 
the books o f Islamic jurisprudence. 
This exercise is called Tstinbat or 
Ijtihad'. It is this exercise which has 
enriched Islamic jurisprudence wi th 
a wealth o f knowledge and wisdom 
for which no parallel is found in any 
other religion. 

In a society where the Shariah is 
implemented in its full the ongoing 
process of Istinbat keeps injecting 
new ideas, concepts and rulings into 
the heritage o f Islamic jurisprudence 
which makes it easier to find specif
ic answer to almost every situation 
in the books o f Islamic jur ispru
dence. But during the past few cen
turies the pol i t ica l decline o f 
Muslims has stopped this process to 
a considerable extent. 

Most of the Islamic countries 
were captured by non-Muslim rulers 
who by enforcing wi th power the sec
ular system of government, deprived 
the socio-economic life from the 
guidance provided by the Shariah, 
and the Islamic teachings were 
restricted to a limited sphere of wor
ship, religious education and in some 
countries to the matter of marriage, 
divorce and inheritance only. So far 
as political and economic activities 
are concerned the governance o f 
Shariah was totally rejected. 

Since the evolution of any legal 
system depends on its practical 
application, the evolution of Islamic 
law wi th regard to business and 
trade was hindered by this situation. 
Almost all the transactions in the 
market being based on secular con-
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cepts were seldom brought to the 
Shariah scholars for their scrutiny in 
the light of Shariah. It is true that 
even in these days some practising 
Muslims brought some practical 
questions before the Shariah schol
ars for which the scholars have been 
giving their rulings in the forms of 
Fatwas of which a substantial collec
t ion is still available. However, all 
these Fatwas related mostly to the 
individual problems of the relevant 
persons and addressed their ind iv id
ual needs. 

The wheel of evolution 
It is a major contribution o f the 
Islamic banks that, because of their 
entry into the field of large-scale 
business, the wheel of evolution of 
Islamic legal system has re-started. 
Most of the Islamic banks are work
ing under the supervision of their 
Shariah Boards. They bring their day 
to day problems before the Shariah 
scholars who examine them in the 
light of Islamic rules and principles 
and give specific rulings about them. 

This procedure not only assists 
Shariah scholars i n being more 
familiar with the new market situa
tion but also through their exercise 
of Istanbat contributes to the evolu
t ion of Islamic jurisprudence. Thus, 
i f a practice is held to be un-Islamic 
by the Shariah scholars a suitable 
alternative is also sought by the 
jo in t efforts of the Shariah scholars 
and the management of the Islamic 
banks. The resolutions of the Shariah 
Boards have by now produced 
dozens of volumes - a contribution 
which can never be underrated. 

Another major contribution of 
the Islamic banks is that they have 
now asserted themselves in the 
international market, and Islamic 
banking as distinguished from con
ventional banking is being gradual
ly recognised throughout the world. 
This is my explanation as to how 
Islamic banks have contributed a lot. 

On the other hand there are a 
number of deficiencies in the work
ing of the present Islamic banks that 
require serious analysis. 

First of all, the concept o f Islamic 
banking was based on an economic 
philosophy underlying the rules and 

principles of Shariah. In the context 
o f interest-free banking this philoso
phy aimed at establishing distribu
tive justice free from aU sorts o f 
exploitation. As I have explained in 
a number of articles, the instrument 
of interest has a constant tendency 
in favour of the rich and against the 
interests of the common people. 

The rich industrialists by borrow
ing huge amounts from the bank 
utilise the money of the depositors in 

" I do not subscribe to the view of 
those people who do not find any 
difference between the transactions 
of conventional banks and Mura
baha and Ijara and blame the 
instruments of Murabaha an Ijara 
for perpetuating the same business 
with a different name ..." 

their huge profitable projects. After 
they earn profits, they do not let the 
depositors share these profits except 
to the extent o f a meagre rate o f 
interest and this is also taken by 
them by adding i t to the cost of their 
products. Therefore, looked at from 
macro level, they pay nothing to the 
depositors. While in the extreme 
cases of losses which lead to their 
bankruptcy and the consequent 
bankruptcy of the bank itself, the 
whole loss is suffered by the deposi
tors. This is how interest creates 
inequity and imbalance i n the distr i
bution of wealth. 

Contrary to this is the case of 
Islamic financing. The ideal instru
ment o f financing according to 
Shariah is Musharaka where the 
profits and losses both are shared by 
both the parties according to equi
table proportion. Musharaka provides 
better opportunities for the deposi
tors to share actual profits earned by 
the business which in normal cases 
may be much higher than the rate of 
interest. Since the profits cannot be 
determined unless the relevant com
modities are completely sold, the 
profits paid to the depositors cannot 
be added to the cost of production, 
therefore, unlike the interest-based 
system the amount paid to the depos
itors cannot be claimed back through 
increase in the prices. 

This phi losophy cannot be 

It is a 
major 
contribu
tion of the 
Islamic 
banks that, 
because of 
their entry 
Into the 
field of 
large-scale 
business, 
the wheel 
of evolu
tion of 
Islamic 
legal system 
has re
started. 
Most of 
the Islamic 
banks are 
working 
under the 
supervision 
of their 
Shariah 
Boards. 
They bring 
their day 
to day 
problems 
before the 
Shariah 
scholars 
who exam
ine them 
in the 
light of 
Islamic 
rules and 
principles 
and give 
specific 
rulings 
about them 

translated into reality unless the use 
o f the Musharaka is expanded by 
the Islamic banks. It is true that 
there are practical problems in 
using the Musharaka as a mode o f 
financing especially in the present 
atmosphere where the Islamic banks 
are work ing in isolation and, most
ly wi thou t the support o f their 
respective governments. 

The fact, however, remains that 
the Islamic banks should have 
pressed towards Musharaka in grad
ual phases and should have increased 
the size o f Musharaka financing. 
Unfortunately, the Islamic banks 
have overlooked this basic require
ment o f Islamic banking and there 
are no visible efforts to progress 
towards this transaction even in a 
gradual manner even on a selecti'^% 
basis. This situation has resulted in n - ' 
number of adverse factors. 

The basic philosophy 
Firstly, the basic philosophy of 
Islamic banking seems to be totally 
neglected. Secondly, by ignoring the 
instrument of Musharaka the Islamic 
banks are forced to use the instru
ment o f Murabaha and Ijara and 
these too, w i th in the framework of 
the conventional benchmarks such 
as Libor etc. where the net result is 
not materially different from the 
interest based transactions. 

I do not subscribe to the view of 
those people who do not find any 
difference between the transactioi;^^^ 
of conventional banks and Muru. . 
baha and Ijara and who blame the 
instruments o f Murabaha an Ijara 
for perpetuating the same business 
wi th a different name, because i f 
Murabaha and Ijara are implement
ed wi th their necessary conditions, 
they have many points o f difference 
which distinguish them from inter
est-based transactions. 

However, one cannot deny that 
these two transactions are not or ig i 
nally modes of financing in Shariah. 
The Shariah scholars have allowed 
their use for financing purposes only 
in those spheres where Musharaka 
cannot work and that too wi th cer
ta in conditions. This allowance 
should not be taken as a permanent 
rule for all sorts of transactions and 
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the entire operations o f Islamic 
Banks should not revolve around it. 

Thirdly, when people realise that 
income from the transactions 
undertaken by Islamic banks is 
dubious akin to the transactions o f 
conventional banks, they become 
sceptical towards the functioning of 
Islamic banks. 

Fourthly, i f all the transactions 
of Islamic banks are based on the 
above devices it becomes very d i f f i 
cult to argue for the case of Islamic 
banking before the masses especial
ly, before the non-Muslims who feel 
that it is nothing but a matter of 
twisting of documents only. 

It is observed in a number of 
Islamic banks that even Murabaha 
and Ijara are not effected according 

the procedure required by the 
jhar iah . The basic concept o f 
Murabaha is that the bank should 
purchase the commodity and then 
sell it to the customer on deferred 
payment basis at a margin of profit. 
From the Shariah point of view it is 
necessary that the commodity should 
come into the ownership and at least 
in the constructive possession of the 
bank before it is sold to the customer. 

Mistakes with transaction 
The bank should bear the risk o f the 
commodity during the period i t is 
owned and possessed by the bank. It 
is observed that many Islamic banks 
and financial institutions commit a 

^ ^ u m b e r of mistakes wi th regard to 
ns transaction: 

Some financial institutions have 
presumed that Murabaha is the sub
stitute for interest, for all practical 
purposes. Therefore, they contract a 
Murabaha even when the client 
wants funds for his overhead 
expenses like paying salaries or bills 
for the goods and services already 
consumed. Obviously Murabaha 
cannot be effected in this case 
because no commodity is being pur
chased by the bank. 

In some cases the client purchas
es the commodity on his own prior 
to any agreement wi th the Islamic 
Bank and a Murabaha is effected on 
a buy-back basis. This is again con
trary to the Islamic principles 
because the buy-back arrangement 

is unanimously held as prohibited in 
Shariah. 

In some cases the client himself 
is made an agent for the bank to 
purchase a commodity and to sell it 
to himself immediately after acquir
ing the commodity. This is not in 
accordance wi th the basic conditions 
of the permissibility of Murabaha. I f 
the client himself is made an agent 
to purchase the commodity, his 
capacity as an agent must be distin
guished from his capacity as a buyer 
which means that after purchasing 
commodity on behalf o f the bank he 
must inform the bank that he has 
effected the purchase on its behalf 
and then the commodity should be 
sold to h im by the bank through a 
proper offer and acceptance which 
may be effected through the 
exchange o f telexes or faxes. 

As explained earlier, Murabaha 
is a k ind o f sale and i t is an estab
lished principle o f Shariah that the 
price must be determined at the time 
of sale. This price can neither be 
increased nor reduced unilaterally 
once it is fixed by the parties. It is 
observed that some financial inst i tu
tions increase the price o f Murabaha 
in the case of late payment which is 
not allowed in Shariah. Some finan
cial inst i tut ions ro l l -over the 
Murabaha in the case o f default by 
the client. Obviously, this practice is 
not warranted by Shariah because 
once the commodity is sold to the 
customer i t cannot be the subject 
matter o f another sale to the same 
customer. 

Shariah guidelines overlooked 
In Ijara transactions some Shariah 
guidelines are often also overlooked. 
It is a prerequisite for a val id Ijara 
that the lessor bears the risks related 
to the ownership of the leased asset 
and that the usufruct of the leased 
asset must be made available to the 
lessee for which he pays rent. It is 
observed i n a number o f Ijara agree
ments that these rules are violated. 
Even in the case o f destruction of the 
asset due to force majeure, the lessee 
is required to keep paying the rent 
which means that the lessor neither 
assumes the l iabi l i ty for his owner
ship nor offers any usufruct to the 

The bank 
should 
bear the 
risk of the 
commodity 
during the 
period it is 
owned and 
possessed 
by the 
bank. It is 
observed 
that many 
Islamic 
banks and 
financial 
institutions 
commit a 
number of 
mistakes 
with 

regard to 
this trans
action: 

lessee. This type o f Ijara is against 
the basic principles o f Shariah. 

Islamic banking is based on 
principles different from those fo l 
lowed in the conventional banking 
system. I t is therefore logical that 
the results o f their operations are 
not necessarily the same in terms o f 
profi tabil i ty. A n Islamic bank may 
earn more in some cases and may 
earn less in some others. I f our tar
get is always to match the conven
tional banks in terms of profits, we 
can hardly develop our own prod
ucts based on pure Islamic pr inci
ples. Unless the sponsors o f the 
bank as well as its management and 
its clientele realise this fact and are 
ready to accept different - but not 
necessarily adverse - results, the 
Islamic banks w i l l keep using ar t i f i 
cial devices and a true Islamic sys
tem w i l l not come into being. 

Moral objectives of the society 
According to the Islamic principles, 
business transactions can never be 
separated from the moral objectives 
of the society. Therefore, Islamic 
banks were supposed to adopt new 
financing policies and to explore 
new channels o f investments which 
may encourage development and 
support the small scale traders to 
enhance their economic standing. 

A very few Islamic banks and 
financial inst i tut ions have paid 
attention to this. Unlike the conven
t ional financial inst i tut ions who 
strive for nothing but making enor
mous profits, the Islamic banks 
should have taken the fulfilment o f 
the needs o f the society as one of 
their major objectives and should 
have given preference to the prod
ucts which may help the common 
people to raise their standard of l i v 
ing. They should have invented new 
schemes for house-financing, vehi
cle-f inancing and rehabi l i ta t ion-
financing for the small traders. This 
area sti l l awaits attention o f the 
Islamic banks. 

The need for inter-bank system 
The case o f Islamic banking cannot 
be advanced unless a strong system 
of inter-bank transactions based on 
Islamic principles is developed. The 
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lack of such a system forces the 
Islamic banks to turn to the conven
tional banks for their short term l i q 
uidity requirements which the con
ventional banks do not provide 
without either an open or camou
flaged interest. The creation of an 
inter bank relationship based on 
Islamic principles should no longer 
be deemed difficult. The number o f 
Islamic financial institutions today 
has reached around two hundred. 
They can create a fund wi th a m ix 
ture of Murabaha and Ijara instru
ments the units of which can be used 
even for overnight transactions. I f 
they develop such a fund i t may 
solve a number of problems. 

Recommendation 
Lastly, the Islamic banks should 
develop their own culture.Obviously, 
Islam is not only restricted to bank
ing transactions. It is a set of rules 
and principles governing the whole 
human life. Therefore, for being 
'Islamic' it is not sufficient to design 
the transactions on Islamic princi
ples. It is also necessary that the out
look of the institution and its staff 
reflects the Islamic identity quite dis
tinguished from the conventional 
institution. 

This requires a major change in 
the general attitude of the inst i tu
t ion and its management. Islamic 
obligations o f worship as wel l as the 
ethical prerequisites must feature 
prominent ly through the whole 
atmosphere of an insti tution that 
claims to be Islamic. This is an area 
in which some Islamic institutions in 
the Middle East have made progress. 
However, it should be a distinguish
ing feature o f all the Islamic banks 
and financial institutions through
out the world. The guidance o f 
Shariah Boards should be sought in 
this area also. 

The purpose of this discussion, as 
clarified at the outset, is by no means 
to discourage the Islamic Banks or to 
find faults wi th them. The only pur
pose is to persuade them to evaluate 
their own performance from the 
Shariah perspective of view and to 
adopt a realistic approach when 
designing their procedure and deter
mining their policies. • 

DJIM Index Performance March/April 1999 
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Samba Unit to use Dow Jones 
Islamic Market Index 
Samba Capital Management International 
Ltd. (SCMI), a wholly owned subsidiary of 
Saudi American Bank in London, has 
signed an agreement to use the Dow Jones 
Islamic Market Index (DJIM) as the uni
verse in managing its Islamic equity port
folio and funds. 

Richard P. Keigher, Managing Director 
and Chief Investment Officer, said "We 
are pleased to have the opportunity to 
use this new Dow Jones index as a 
resource for creating a Shari'ah compliant 
global equity universe from which we can 
create portfolios and funds for our clients. 
This effort compliments our core activity 
of managing international investment 
portfolios. Samba wide Assets under 
Management now exceed US$4.0 billion 
and our Islamic Global Equity manage
ment resource opens up new and exciting 
opportunities for growth." 

Dow Jones created the DJIM, comprised 
of nearly 600 companies from 30 coun
tries with a total market capitalization of 
$7.5 trillion, from the Dow Jones Global 
Indexes. 

The DJIM's Shari'ah Supervisory Board 
includes: 
Shaykh Abdul Sattar Abu Ghuddah (Syria) 
Shaykh Justice Muhammed Taqi Usmani 
(Pakistan) 

Shaykh Nizam Yaquby (Bahrain) 
Shaykh Dr. Mohamed A. Elgari (Saudi 
Arabia) 
Shaykh Yusuf Talal DeLorenzo (US) 

SCMI offers investment services to institu
tions and High Net Worth Individuals 
(HNWI) in Saudi Arabia through relation
ship officers in Saudi American Bank's 
(Samba) Private Banking Group and 
Samba Finance S.A. in Geneva. Samba 
wide assets under management were $4.0 
billion as of Dec. 31, 1998. SCMI employs 
19 professional staff, six of whom are ' 
senior investment managers with an aver- " 
age of over 20 years relevant experience. 
Samba/SCMI is entering the Islamic invest
ment business initially through offering 
discretionary global equity portfolio man
agement services based on the DJIM. 
Discretionary portfolios may be created 
for large investors, or a mutual fund 
which is under development, will be avail
able for the retail market. 

"We are pleased to have Samba Capital 
Management International choose the 
Dow Jones Islamic Market Index as their 
basis from which to offer discretionary 
Islamic portfolios. We believe that the 
DJIM will be of beneficial service to 
Samba/SCMI's clients," said A. Rushdi 
Siddiqui, Director of the Islamic Index 
Group at Dow Jones Indexes. 
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TAKAFUL UPDATE 

Push for Retakaful to be Included in the Dhaka D-8 Declaration 

MALAYSIA'S success in Islamic 
reinsurance or retakaful has 
received a resounding 

endorsement by the Group of Eight 
Islamic developing countries (D-8). 
Foreign Minister Datuk Sen Syed Hamid 
Albar said Malaysia's proposal for mem
ber countries to jointly participate in its 
highly successful retakaful insurance firm 
would be included in the Dhaka 
Declaration of the D8. He said their pri
vate sectors have been urged to take up 
equity in Asean Retakaful (L) Ltd, the 
Islamic reinsurance company based in the 
off-shore financial centre of Labuan. 

Currently, besides Malaysia holding 
majority interest, Singaporean and 
Indonesian parties also have a sharehold-
ing in the Islamic re-insurer established in 
May 1997. The two-day commissioners' 
meeting is preparing the draft declaration 
as well as the agenda for the D8 leaders' 
summit. The declaration which is expect
ed to delve into a host of other matters is 
expected to be issued after the summit. 
Prime Minister Datuk Seri Dr Mahathir 
Mohamad will attend the summit of this 
project-oriented group which is an off
shoot of the Organisation of Islamic 

Conference (QIC) countries. The D8 com
prises Egypt, Indonesia, Iran, Malaysia, 
Nigeria, Pakistan, Turkey and host 
Bangladesh. Syed Hamid said that 
Malaysia had offered to host a working 
group meeting on retakaful, aimed at 
discussing the modus operandi and busi
ness arrangements on retakaful in June 
this year in Kuala Lumpur. "We hope to 
encourage D-8 and other Islamic nations 
to participate in retakaful which holds 
immense potential given the projected 
increase In trade and Investment between 
Islamic countries." He said that Malaysia 
was also prepared to offer consultancy 
services, attachment programmes and 
other forms of training to member coun
tries in takaful operations as well as in 
Islamic banking. 

Islamic finance and banking was the 
project identified and assigned for 
Malaysia to co-ordinate at the DB's first 
summit in Istanbul In June 1997. Syed 
Hamid also said that the commissioners' 
meeting had decided that the summit 
would be held every two years instead of 
annually. This means that the next gath
ering of leaders would be held in Cairo in 
2001. However, he said senior officials 

would meet more regularly while foreign 
ministers would hold meetings at the 
summit as well as an informal meeting 
when they converge for the annual 
United Nations general assembly in New 
York. Turning to trade and investment 
facilitation, another priority area identi
fied by the D8 in 1997, he said Malaysia 
would host a seminar for customs off i 
cials of member countries possibly by the 
end of the year. 

All this clearly showed that the D-8 
was living up to its name as an organisa
tion set on undertaking manageable pro
jects for mutual economic benefit, he 
said. "Definitely, the Dhaka Declaration 
clearly has to show how much is needed 
to be done in order to attain the objec
tives of our group," he said, adding that, 
"at all times, we need to ensure that we 
are very focussed on projects and activi
ties that can be implemented." He con
cluded that there was also a need to 
enhance networking among Islamic 
countries and to reinforce themselves to 
participate effectively in the global econ
omy. "There is a need for Muslim coun
tries to rethink what they can do in order 
to be able to help each other," he stated. 
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ISLAMIC TAKAFUL INSURANCE 

Islamic Takaful Life Insurance 
This paper is presented as a three part extended feature on Takaful Insurance comprising 
of six sections each briefly outlined below. Sections one and two are covered in this 
issue, while the remaining sections will be covered in subsequent issues 

Section 1 introduces a brief histo
ry of Takaful insurance, plot t ing its 
informal beginnings wi th the advent 
of Islam to its current position in the 
world of international finance. 
Section 2 seeks to explain the rea
sons underlying the need for Takaful, 
using verses from The Quran and 
Hadith as supporting evidence. 
Section 3 concentrates on the basic 
theory or idea behind Takaful and 
how it is actually implemented. 
Several simple examples and dia
grams are used to help w i th the 
explanation. 

Section 4 covers the differences 
and similarities between Takaful and 
conventional types o f life policies. 
Section 5 is devoted to explaining 
the problems and challenges in the 
Takaful system. 

Section 6 concludes the study and 
includes a view on the scope for 
future studies. 

Section 1 

Brief history of Takaful 
Historically, the basic concept of 
insurance in Islam has existed since 
Islam's earliest appearance. Bait al 
Maal had been estabhshed to help 
look after the welfare of Muslims. 
The institution of Zakat was also 
introduced to collect tax on wealth 
and redistribute the money to those 
in need. 

The earliest known history of a 
more specific Islamic insurance, 
however, is generally accepted as 
having been in the early second cen
tury of the Islamic era. A t that fime, 
Arab Muslims had started to venture 
out on long trading journeys to 
India, South East Asia as well as 
other countries and continents. 

Due to the nature of these jour 
neys, they often faced risk of incur
ring losses, owing to natural disas

ters and other problems such as pira
cy. Using the Islamic principles o f 
mutuality and co-operation, those 
Arab Mus l im traders eventually 
agreed to set up and contribute into 
a fund, which would then be used to 
compensate anyone among them 
who had suffered losses through any 
mishap. 

This type o f insurance, however, 
started to fade out wi th the slowing 
in the era o f Islamic expansion. In 
spite of this, it is thought that this 
type o f insurance was eventually 
copied and further developed by the 
Europeans to become what is now 
known as marine insurance. 

Although insurance of some sort 
had existed in Islam for centuries, 
present day Takaful did not com
mand much attention un t i l late 
1970s. Islamic revivalism in the 
Middle East and some parts of Asia 
influenced this process. Islamic bank
ing also started to take off in various 
countries in those regions. Unfortun
ately, unlike its banking counterpart, 
Islamic insurance has been very 
much neglected and overlooked by 
experts who have concentrated more 
effort on Islamic banking. 

It was not unt i l towards the end 
of 1984 that a Takaful company, 
Syarikat Takaful Malaysia Berhad 
(STMB), was first established i n 
Malaysia. STMB has since become a 
public quoted company and is listed 
in the Main Board of the Kuala 
Lumpur Stock Exchange. The coun
try has also witnessed the birth o f 
the second Takaful Company, M N I 
Takaful, i n early 1990s. 

In the UK, the one and only 
Takaful Company in operate is 
Takaful (UK) Ltd. It was first found
ed in 1983 in the UK as the Islamic 
Investment Company and was 
renamed in 1993. The company is a 
marketing associate o f Takaful S.A. 

Luxembourg, which in turn is a sub
sidiary o f the Dar al Maal al Islami 
(DMI) Trust Group. The DM1 Trust 
was founded in 1981 in Geneva, 
Switzerland. Today i t is one of the 
biggest Islamic financial institutions 
in the wor ld w i th group members 
operating all over four continents. 

Currently there are about 20 
insurance companies around the 
wor ld offering Takaful p r o d u c f ^ 
This study however would only ust 
STMB and Takaful (UK) Ltd. for 
points of references and examples. 

Section 2 

Reasons behind the 
establishment of Takaful 

Arguments against Life 
Insurance 
One might ask, "Why Islamic insur
ance?" or "Why Takaful?" Indeed 
why should there be such a thing 
when conventional life insurance is 
already well established? These ques
tions arise as a result of the debata^ 
amongst Mus l im scholars w i i . _ . 
regard to the val idi ty and the posi
t ion o f conventional life insurance 
policies under Islamic Shariah Law. 
This in turn gives rise to the question 
of whether or not Muslims are 
allowed to participate in any aspect 
of insurance at all in the first place. 

There is l i t t le argument about the 
need for insurance in general society 
including for Muslims. Insurance, in 
this context, is defined as a means o f 
handling risk or uncertainty regard
ing loss. This definition does not go 
against any Islamic principles. In 
fact, Prophet Muhammad (pbuh) 
who had been a trader himself, dur
ing his younger years, took part in 
the self-help funds established to 
help and protect traders from the 
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effects of raids and natural risks that 
could cause them losses. 

So what is wrong wi th conven
tional life insurance? There are var i 
ous reasons cited by those who do 
not accept life insurance that can be 
generally divided into four main 
arguments. 

i) Gharar (Uncertainty) 
ii) Maisir (Gambling) 
iii) Riba (Usury) 
iv) Other reasons 

Gharar (Uncertainty) 
This is defined as a contract in which 
the results, e.g. the compensation or 
benefit to be paid, depend on the 
outcome of future events that are not 
yet known at the time of signing the 
contract. This is prohibited under 

^ ^ a r i a h law. Unknown, uncertain or 
unclear factors, however, do exist in 
the operation of an insurance con
tract. There are four such factors pre
sent, in one form or another, in every 
type of conventional life policy. 

I) Uncertainty in the Outcome 
It is argued that, when a client takes 
out a policy, neither that policyhold
er nor the insurer know what the 
outcome of the contract w i l l be. The 
policyholder does not clearly know 
whether or not he/she w i l l receive 
any compensation for the premium 
that he/she has paid. In fact, the 
insurer also cannot be certain of that 
either. 

II) Uncertainty in the Existence 
^and the Results of Exchange 

1 some types of contracts, for exam
ple the temporary policy, the policy
holder cannot be sure of the com
pensation because it depends on the 
outcome, i.e. death wi th in the term, 
which may or may not happen. The 
policyholder may or may not get any 
benefits for the premiums that he/she 
pays. The insurer also cannot be cer
tain of the amount of premium he 
w i l l receive from the policyholder. 

Therefore, neither the insurer nor 
the policyholders know what the 
outcome is likely be when a contract 
is drawn up. Consequently, the 
insurer may have to indemnify any 
benefit at an amount that does not 
commensurate w i th the total premi
um paid by the insured. In other 
words, there exists a possibility 

where the contract would seem to be 
favouring one party at the expense 
and unjust loss to the other. 
iii) Uncertainty in Contract Period 
The Shariah requires that whenever 
a contract is deferred, the period of 
deferment must be made known at 
the outset of the contract. Otherwise 
the contract would be considered 
void. This, invariably, nullifies the 
conventional whole life policy con
tracts because this type o f policy 
involve or are based on a time 
frame, i.e. the lifetime o f the insured, 
which is not known and cannot be 
known in advance unt i l the event o f 
death itself occurs. 

iv) Clarity of the Contract 
It is possible that the contracts con
tain language that is unclear to both 
parties involved although most of 
the time, i t is the insured who is not 
aware of, or unclear of the wording 
used in the policy contract. 

Maisir (Gambling) 
The element of gambling arises as a 
consequence of Gharar. Examples 
include when a policyholder takes 
out a pure endowment policy. In so 
doing, he is taking a gamble that 
he/she w i l l stil l be alive by the end o f 
the term of the policy to receive the 
benefits stated in the contract. Some 
scholars, further, argue that the 
source o f money that is to be used to 
pay for the benefits or compensation 
may come from non-Halal sources, 
as they are not determined. 

Riba (Usury) 
What constitutes riba is rather hard 
to define, as there has always been 
disagreement among scholars. How
ever, it is generally agreed that the 
basic definition of riba refers to 
'usury' - the price paid in addition to 
the principal amount for the use o f 
borrowed money or capital over a 
period o f time. In addition to being 
tied to the amount o f the loan and 
the time frame, its payment must 
also be guaranteed regardless o f the 
outcome of the venture in which the 
capital is invested. As the underlying 
investment activities o f many insur
ance company contracts are interest-
based, conventional insurance po l i 
cies, therefore, contravene the Shariah. 

Other Reasons 
Other than these main reasons, 
some scholars also argue that the 
calculation o f probabilify involved 
in life insurance policies is equal to 
gambling and could be seen as an 
act o f defiance against takdir -
God's predestination o f events. 
They also argue that insurance 
would encourage policyholders to 
wi l fu l ly cause the loss for which 
they are insured, e.g. in the life 
insurance case, committ ing suicide, 
k i l l i ng or letting oneself be killed 
by others. 

Fatwa Ruling on Life 
Insurance 
Al-Shaikh Jad Al -Haq A l i Jad A l -
Haq, a scholar from Al-Azhar in 
Egypt went even further by issuing 
a fatwa in 1995, claiming that life 
insurance policies are prohibited 
under the Shariah and was quoted 
as g iv ing the fol lowing reasons: 

i) Under the Shariah, an ind iv id
ual may not insure his/her or 
another's wealth or property unless 
there is a fear of unjust enrichment, 
loss or destruction. In a conven
tional life insurance policy, these 
three conditions are not available 
or present. 

ii) Also, such a policy involves 
the elements o f riba and therefore is 
not allowed in Islam. 

iii) A life insurance policy is a 
policy in which one insures one's 
life, and this is not permissible in 
Islam. 

iv) Aga in , such a pol icy 
involves the elements o f Gharar as 
explained above, thus making it 
inval id under the Shariah. 

v) A life insurance policy does 
not involve mutual co-operation, 
but contains unlawful elements. 
This makes such a contract nu l l and 
void according to the Hadith; 

"Muslims are bound by the con
tractual conditions, except where 
they prohibit the permitted or per
mit the prohibited" Narrated by 
Tirmizi . 

He therefore concluded that 
Muslims should not take out a life 
insurance pol icy, as obta ining 
money from such a contract is 
haram, i.e. against the Shariah. 
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Islamic Takaful Insurance 

Arguments for (Takaful) Life 
Insurance 

On the other hand, those who advo
cate the use of insurance claim that 
in this modern and complex world, 
Bait-al-Maal and the insti tution o f 
Zakat while still in existence are 
inadequate and poorly applied. 
Insurance therefore is seen as an 
alternative in providing long term 
security. 

It is also suggested that deter
mining probability in insurance is 
nothing more than a statistical 
analysis on past events that allows 
one to compute the likelihood of 
similar events occurring in the 
future. It is argued that the pools in 
which the Prophet took part had 
used a similar approach, i.e. using 
probability of loss in order to deter
mine the level o f contributions 
among members. 

Whi le this may not give 
Muslims the ful l r ight to accept 
conventional life insurance, they 
contend that an alternative life 
insurance system wi th in Shariah 
guidelines could sti l l be worked out, 
based loosely on conventional life 
insurance. Under such a system, i t 
is argued that: 

i) A life insurance policy is not to 
insure one's own life but works more 
as a financial transaction that relies 
on the principles of mutual co-oper
ation for the welfare of the insured 
and/or his/her dependants. This i n i 
tiative is supported by the fol lowing 
two Hadith: 

• The Prophet said: "Whosoever 
takes an initiative (towards the wel
fare of one's financial difficulties, 
God will lighten his difficulties in 
this world and in the hereafter." 
Narrated by Abu Huraira. 

• The Prophet said: "It is better 
for you to leave your off-spring 
wealthy than to leave them poor, 
asking others for help." Narrated by 
Saad Bin Salim Abi Waqas. 

ii) The elements o f Gharah can be 
avoided i f the policy operates and is 
based on the principles o f Mudaraba. 
Mudaraba is defined as a commer
cial profit-sharing contract between 
the provider(s) of the fund, i.e. the 
policyholders that pay the premi-

GLOSSARY of terms for Takaful article 

Bait al Mai - Islamic institution (treasury) that 
protects the welfare of the members of the society 

Fatwah - a religious decree 

Gharar - uncertainty, hazard, chance, risk or 
deception (known or unknown). Gambling is one of 
the many forms of gharar because the gambler is 
ignorant of the result of the gamble. 

Halai - that which is permissible. In Islam there 
are activities, professions, contracts and transac
tions which are explicitly prohibited (Haram). 
Barring them, all other activities, professions, con
tracts, and transactions etc. are Halal (permissible). 

Maisir - gambling 

Mirath - Inheritance 

Mudaraba - (Trust Financing) an agreement 
between two parties, where one provides the capi
tal for a venture and the other, known as the 
mudarib, manages the venture using his/her skills. 
Profits from the project are distributed according 
to a pre-agreed ratio. Losses are borne only by the 
provider of the capital while the mudarib looses 
his/her time, effort, and the chance for a reward. 

Riba - an increase or addition. Technically it 
denotes any increase or advantage obtained by the 
lender as a condition of the loan. Any risk-free or 
"guaranteed" rate of return on a loan or invest
ment is riba. Riba, in all forms, is prohibited in 
Islam. In conventional terms, riba and "interest" 
are used interchangeably. 

Shariah - the way of Allah derived from the 
Qur'an; the Hadith (sayings of Prophet Muhammad 
PBUH) and the Sunnah (example, practice and tra
dition of the Prophet Muhammad PBUH). The 
term is used to refer to the Islamic law. 

Tabarru - contribution, donation 

Takaful - Islamic insurance based on the Qura'nic 
principle of Ta'awon or mutual assistance. It pro
vides mutual protection of assets and property and 
offers joint risk sharing in the event of a loss by 
one of its members. Takaful is similar to mutual 
insurance in that members are the insurers as well 
as the insured. 

Takdir - Predestination of events, fate 

Wasiyah - Bequest 

Zakat - annual tax levied on the wealth of a 
Muslim, above an exemption limit. The objective is 
to redistribute a portion of the wealth of the well 
to do among the poor and needy. 

The Editor at NewHORIZON apologises for any 
inconvenience caused to the subscribers and the 

readers for the delay in coming out of the April issue. 
This is because the magazine has undergone a 

complete redesign. We hope you will now have more 
comfort and pleasure reading it. 

We welcome comments on the new design. 

ums, and the entrepreneur, i.e. the 
Takaful company. The contract 
would specify how the profit or sur
plus from the operations of the 
fund would be divided between the 
parties. This could be in ratio terms 
such as 5:5, 6:4, etc., but must be 
mutually agreed at the start of the 
contract. Each policy would also 
have a fixed period or term such as 
10 or 15 years so as to eliminate the 
uncertainty in the contract period. 

The concept o f Tabarru is inte
grated into the policy so as to elim
inate the elements o f Gharar. Under 
this, the policyholder shall agree to 
contribute or donate a proportion of 
his premium to a mutual and jo in t 
fund that provides benefits to him or 
fellow policyholders that suffer the 
defined loss. 

In essence, this enables the pol 
icyholder to fu l f i l his obligat ion o f 
mutual help and j o i n t guarantee. 
Through this p r inc ip le o f 
Mudaraba f inanc ing , Gharar is 
avoided wh i l e the concepts o f 
m u t u a l i t y and co-operative are 
embodied in to the al ternat ive 
insurance system. 

iii) Wi th the advent of variable 
investment, a riba-free portfolio 
selected either by the policyholders 
or the life insurance Company can 
be established. A n in-house Shariah 
or Islamic Religious Board is nor
mally set up to give advice to the 
Takaful Company regarding re l i 
gious matters. It also works out ai><^ 
certifies whether or not an inves.,., 
ment is riba-free. 

In countries like Saudi Arabia 
and Malaysia, there could be an 
Islamic Religious Council at nation
al level to advise and issue riba-free 
investment certifications. 

In view of these arguments, some 
Muslim scholars generally agree that 
such an alternative insurance con
tract or system under such a frame
work promotes the elements o f 
shared responsibility, j o in t indemni
ty and common interest, etc., while 
at the same time avoiding every
th ing that is considered unlawful 
according to the Shariah. Therefore 
this concept o f insurance is viewed 
to be acceptable in Islam and hence 
should be duly encouraged. • 
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ET REVIEW 

Islamic Finance and Banking 
Web Sites of Interest Reza Adil 

NE of the most 
heartening signals 
for Islamic finance 
in general, is the 
wealth of informa
tive and practical 

web-based resources. Islamic banks 
and financial organisations have 
increasingly projected themselves on 
the internet but now there are sites 
which not only provide theoretical 

^ N i i d e s to the modes o f Islamic 
.mance, but also practical guidance 
as to where Muslim investors can 
participate in Islamic finance. 

A good example is the NAIFE 
site, a set of pages, run by the New 
York Advisors for Islamic Funds and 
Equities. The site is the result of the 
efforts between two New York based 
merchant banking and financial 
advisory firms; Intercap Investments 
Inc. and Capital Markets Research 
Corporation. Offered are a range of 
financial services that are designed 
to help investors and business own
ers who believe in applying Islamic 
financial principles in their overall 
businesses and investments. 

In the subscribed section o f the 
iges, NAIFE offers an index com

prising of 57 named companies that 
are listed on the U.S. Stock 
Exchange and that have 
been Islamcically vetted. 
Each company has a statisti
cal profile available and a 
sample of these is provided 
in the unsubscribed section 
of the web page. There is also 
a section which is aimed at 
catering to small businesses 
wi th sales of $1-50 mi l l ion 
wi th services made available 
for activities such as trade 
and asset based finance as 
well as equipment leasing 
transactions. 

The NAIFE 'Investors' 
Services' provides opportuni

ties for investors to participate in a 
fund designed to invest in tangible 
assets and businesses in the U.S. in 
accordance wi th Islamic principles. 
It also provides opportunities for 
investors seeking a permanent resi
dency or Green Card in the U.S. 

This site also has a section devot
ed to an explantion o f Islamic bank
ing from a theoretcial point o f view 
and uses a glossary of terms to pro
vide further clarity. Selected papers 
on Islamic finance can be accessed 
via links on this page. For those 
wishing to obtain an insight into the 
application o f Islamic finance for 
small businesses and possibly for 
purposes o f personal investment, 
this site is a good introduction and 
the simple layout adds to the ease 
wi th which it can be downloaded 
and viewed. 

The homepage for NEW YORK 
ADVISORS for ISLAMIC EQUITIES 
and FUNDS can be seen at 
www.naife.com. 

A more sophisticated looking site 
is the web brochure for Faisal 
Finance, Switzerland. EES are part o f 
the Dar A l Maal A l Islami Group based 
in Geneva and their site provides 
rounded access to their acitivites. 

The NAIFE 
'Investors' 
Services' 
provides 
opportuni
ties for 
investors 
to partici
pate in a 
fund 
designed 
to invest in 
tangible 
assets and 
businesses 
in the U.S. 
in accor
dance with 
Islamic 
principles 

The pages consist of a corporate 
profile, working definitions of the 
different modes o f finance and 
details of the investments offered by 
Faisal Finance itself Quite usefully, 
there is an added corporate profile 
for the parent group of Dar A l Maal 
A l Islami and contact emails for 
those wishing to obtain further 
information although this author 
has not had success in obtaining 
details from Faisal Finance via their 
online feedback form. 

There is substantial detail about 
FFS's investment products and 
online links to brochures are fea
tured for many of these products. 
One of the most interesting pages on 
this site are in the 'Investments' sec
t ion as these lead on to guides for a 
range of financial products availa-
bale from EES including trade ser
vices, low to medium risk products, 
higher risk products and a more 
diversified 'Multi-Investment Fund' 
which offers a more spreaded port
folio o f investment opportunites. 

Faisal Finance are one o f the bet
ter marketed Islamic financial 
organisations and this is carried over 
to the design and projection of their 
internet pages. Normally i t is can be 
difficult to obtain corporate profiles 
and details o f Islamic banks and 
given the fact that relatively few of 
these banks have homepages, there 
is an added gap in the way that 
Islamic finance is projected to small 
investors and ordinary Muslims 
wishing to learn more of this sub
ject. It is therefore good to note that 
FES have produced a thorough and 
attractive guide to their banking 
operations. 

The homepage for FAISAL FINANCE 
SWTIZERLAND is at 
www.ffs.dmitrust.com. 

Dow Jones now brings to us the 
Dow Jones Islamic Market Index 
(DJIM) and this is prominently fea-
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tured at their web site. As one expect 
from such a well-established organ
isation, they have produced a highly 
informative site which sets out to 
describe how the Islamic index has 
been compiled from the larger Dow 
Jones universe of stock listed com
panies. 

There is a step by step guide as to 
how Islamic filtering of companies is 
carried out and this information is 
useful i n understanding how other 
Islamic financial organisations 
would create their own Islamic port-
fohos for purposes o f investment. 
The site does not feature a compre
hensive guide to the companies list
ed but there is a daily performance 

table for the DJIM which provides all 
the usual index data. 

Most useful is the downloadable 
'User Guide' which is a comprehen
sive 17 page document detailing 
both the methodology and formulae 
used in Islamic filtering and compa
ny selection for the DJIM as well as 
providing details of how the index is 
periodically reviewed. 

Given the fact that this is a west
ern organisation p rov id ing an 
Islamic index, Dow Jones seem to 
have gone to much length to make 
their methodology transparent and 
uncomplicated. Naturally they have 
Shariah supervision and details o f 
the Shariah Board are avaialable on 

miw wrFEmxwKmm »AHK b a c . 

the 'Scholars' page. The site is both 
simple and informative. 
Dow Jones Indexes can be found at 
http://lndexes.dowjones.com 

Periodically, New horizon w i l l be 
featuring news and reviews of other 
new Islamic finance related web 
sites and multi-media. Please write 
to us i f you wish us to review your 
site or i f there are other as yet 
untapped gems on Islamic finance 
on the web that could be featured. 

Further sites of interest can be 
viewed at: 

www.gibonline.com 
Gulf International Bank -Islamic 
Banking 
www.ktpk.gov.my 
Bank Rakyat Islamic Banking /-« 
www.arabbanking.com 
ABC Islamic Bank (E.C.) - Arab 
Banking Corporation 
www.albaraka.co.uk 
Dallah Albaraka (UK) Limited 
www.pibank.com/html/body_islam-
ic_banking.html 
Palestine International Bank -
offering Islamic banking services 
www.innosabah.com.my/products/a 
dil/defauh.htm 
Adil Islamic Growth Fund 
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BAHRAIN 

•^.lamic Banks Urged to 
Strive Towards Highest 
Standards 

Islamic banks should accelerate their 
development efforts and set the high
est standards of quality in response 
to the dynamic, rapidly evolving 
investment and financial instruments 
at the international level. 

It is evident to most internation
al observers that Islamic banks have 
achieved a prominent status among 
international banks regarding the 
development o f instruments and 
products, according to Abdullah A l 
Sulaiman A l Rajhi, general manager 

the Riyadh-based Islamic bank A l 
ajhi Banking and Investment Corp. 

"Improvements underlying the 
business practices of Islamic banks, 
both with respect to quality of service 
and scope of investment activities, 
cannot be ignored," he said. Addres
sing a gathering on the future vision 
for Islamic banks, Al Rajhi expressed 
confidence that Islamic banks wi l l be 
able to direct their banking and ser
vices in line with major develop
ments expected as the world moves 
towards the next century. 

The bank increased its capital to 
2.25 bil l ion Saudi Riyals last year. A l 
Rajhi emphasised the need to contin
ue to achieve the highest quality lev
els in banking services through the 
use of information technology, train
ing of human resources and the cre

ation of an appropriate banking 
environment for customers to match 
the expected revolution in communi
cations and information after 2000. 
He predicted that the coming years 
w i l l require Islamic banks to estab
lish a distinct pattern for Islamic 
financial institutions that consoli
dates their role as financial interme
diaries and illustrates the ability and 
competence o f Islamic financing and 
its diversified instruments. 

Hence the banks wi l l have to 
work closely to strengthen mutual 
co-operation and co-ordinat ion 
among Shariah authorities to estab
lish a common base. "This is needed 
to develop banking and investment 
products and create Islamic versions 
of instruments used in international 
markets", A l Rajhi said. He also 
urged central banks to play an effec
tive role in setting banking policies 
and processes and formulating regu
lations governing credit and control 
in the Islamic banking system. He 
noted that there has been a signifi
cant improvement in the relation
ship between central banks and 
Islamic banks in several countries. 

But Islamic banks are unable to 
rapidly utilise surplus liquidity since 
the short-term instruments currently 
available are market cash instru
ments such as treasury bills, certifi
cates o f deposit and related products 
which are technically easy to trade 
but not permissible under Shariah 
law. 

Thus it is essential to create 
appropriate Islamic financial instru
ments that are fully l iquid which 
Islamic financial institutions can 
employ when the need to handle 
surplus l iquidi ty arises and to assist 
fellow Islamic banks when they 
require extra l iquidity. 

-Middle East Intelligence Wire 

EGYPT 

Perspectives on Islamic 
Banking 

One of the main concerns of foreign 
investors in Egypt - and in Muslim 
countries in general - is the fear of 
so-called Islamic commercial prac
tices, especially in the banking sec
tor. From a legal point of view, 
these fears are unfounded. Islamic 
law in Egypt is l imited to family 
law. Most other laws are based on 
French law, and are considered by 
the government to be in line w i t h 
Islamic law. 

What gives most foreign inves
tors cold feet when they do business 
in Musl im societies is partly related 
to the Islamic prohibit ion of pay
ment o f interest on borrowed 
money. Although the Egyptian Civil 
Code allows for such interest to be 
paid, whol ly - I s lamic banks or 
Islamic branches o f established 
Egyptian banks have mushroomed 
in recent years. 

Many Egyptian banks have 
opened an Islamic banking branch, 
and - or because - i t has proven 
quite lucrative. It is estimated that 
the Islamic banking sections o f the 
four large state banks have more 
than 10 percent of the total deposits 
in the Egyptian banking system. 

In Egypt, Islamic banking is a 
phenomenon that is only three 
decades old. It was made possible 
thanks to the liberal economic po l i -
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tics of Sadat, which allowed for 
alternatives to established banking 
institutions. The late seventies and 
early eighties saw growth in Islamic 
banks in Egypt, but most o f the pub
lic attention was directed towards 
the Islamic investment houses. The 
massive popular support for Islamic 
banking was - and probably still is -
based on the general public's suspi
cion of traditional banks. 

• In Egypt, these banks were the 
product of Nasserist nationalisation's 
and were geared towards large indus
trial investments. The small entrepre
neur was not a welcome guest in the 
marble halls of these banks. 

The common man who earned 
lots of money abroad also dared not 
enter these establishments. This was 
the niche in the market that the 
Islamic investment houses fi l led. 
They focused on the consumer mar
ket, offering depositors high rates o f 
return and consumer credit. 

The fact that this was done sup
posedly in an Islamic way gained 
the trust of religious elements o f the 
middle and lower classes. However, 
to live up to their promises of high 
returns, many Islamic investment 
houses turned to illegal means to 
mult iply their money. 

They made speculative invest
ments on internat ional foreign 
exchange markets, while making a 
foray into the shady wor ld o f pyra
mid schemes: paying out profits to 
one depositor from the capital of 
another client. By the end o f the 
80s, the Egyptian government put 
an end to their activities starting 
lengthy l iqu ida t ion proceedings. 
Many people lost their life savings 
due to the collapse of the pyramid 
schemes. 

Amazingly, popular trust i n 
Islamic banking remained unshak
en. It is due to this trust that the 
Islamic banks w i th a sound financial 
strategy emerged and prospered 
after the crisis o f the 80s. The key 
element of Islamic banking is that 
the risks of financial transactions 
should be evenly divided between 
depositor and investor, that is 
between bank and client. Interest in 
the sense of asking a fee for merely 
lending money, is prohibited, as 

long as the lender is not running 
any risks themselves. Speculative 
contracts such as futures and 
options are also forbidden. 

A practical consequence o f these 
Islamic principles is that the rela
t ionship between investor and 
depositor becomes one o f reciproci
ty . Banks are necessarily more 
involved w i t h their clients' act ivi
ties. A non-Islamic bank might lend 
the money to its client, and not 
bother what he does w i t h i t as long 
as the interest is paid on time. The 
Islamic bank, on the other hand, 
wants to make sure that its client is 
doing wel l , because their relation
ship is one o f profit-sharing. 

Islamic banking is based on 
standard contracts. I w i l l mention a 
few, to illustrate the point. The 
Mudaraba contract is the investment 
of money by either the bank or the 
client i n return for a share in the 
profits. In this contract only the 
investor is liable for losses. 

In the Musharaka, on the other 
hand, both sides share the risk o f 
loss as wel l as profit, i n proportion 
to their respective investments. 
Then there is the Murabaha, which 
is the sale o f materials and equip
ment by the bank to the client for an 
amount which is higher than their 
cost price, and which has to be paid 
in instalments. 

The Murabaha is the easiest and 
least risky contract, because banks 
know the return on their venture 
without risking their own capital. 

In 1995 Murabaha made up 70 
percent o f the contracts used in 
Islamic financing, according to esti
mates o f researcher Nicholas Dylan 
Ray. W i t h Islamic banking taking an 
increasingly larger share o f the mar
ket, i n the 70s and 80s traditional 
banks came to see them as a threat 
to their business interests. 

However, cooler minds came to 
prevail recently. Lately, traditional 
banks find i t profitable to tap into 
the larger community o f devout 
Muslims who have their savings 
stashed under the mattress. In doing 
so, the traditional banks are vo lun
tari ly integrating Islamic banking 
without Egyptian law legislating it . 

-Middle East Times 

MALAYSIA 

Bank Negara to Focus 
on Islamic Banking 
this Year 

"Bank Negara Malaysia's focus this 
year w i l l be to strengthen the 
Islamic banking structure in the 
country," said its Governor Tan Sri 
A l i A b u l Hassan Sulaiman today. He 
added that this would include iden
t i fy ing a core group of I s lam^"^ 
banking institutions able to speai--
head and lead the Islamic banking 
industry, 

Ultimately, the aim is to develop 
the Islamic banking system to be on 
par w i t h the more mature and 
sophisticated conventional banking 
system, he said in his speech at the 
opening of Pacific Bank Bhd's first 
Islamic banking branch. A l i also 
said the central bank w i l l continue 
to observe and monitor the develop
ment o f Islamic banking from a 
close range and the next step w i l l be 
geared towards consolidating and a 
deepening o f the system. "As o f 
December 1998, Islamic banking 
assets in Malaysia amounted 
RM20 b i l l ion . In addifion to Bai.. ^ 
Islam Malaysia Bhd, there are 51 
banking institutions participating in 
the Islamic banking scheme", he 
added. The number consists o f 25 
commercial banks, 18 finance com
panies, five merchant banks and 
three new entrants, which are dis
count houses. 

Fol lowing the merger of Bank 
Bumiputra Malaysia Bhd and Bank 
o f Commerce, Second Finance 
Minister Datuk Mustapa Mohamed 
had also announced the establish
ment o f a new Islamic bank. Bank 
Bumi-Muarna la t Malaysia Bhd. 
Bank Negara w i l l be issuing a 
licence to enable this Islamic Bank 
to commence operations. 

"As such, I would like to urge 
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Islamic bankers to increase their 
level of professionalism and work 
harder since Islamic banking has a 
great deal of catching up to do," he 
said. 

A l i also said bankers need to be 
innovative in promoting Islamic 
banking in the context of its embed
ded philosophy - to manage God's 
bounty effectively wi th in the frame
work of Shariah (Islamic law) in a 
fair and just manner. "Malaysia is 
being looked upon as a model by 
other countries in the field o f 
Islamic banking and thus, the suc
cess or failure o f Islamic banking in 
Malaysia would to a significant 
extent affect the 'Ummah'(Muslim 
community) throughout the world," 
he explained. 

Meanwhile, A l i said the opening 
of Pacific Bank's first Islamic bank
ing branch is a manifestation of the 
Islamic scheme's success. "I t is 
encouraging to see that the reserva
tions which the Malaysian public 
ini t ial ly had about the viabi l i ty of 
Islamic banking are gradually dis
appearing," he added. " In the 
Malaysian context, the notion that 
Islamic banking is for Muslims only 
has become totally 'irrelevant' today 
given the involvement of all races 
and religions in the development of 
the system," he said. 

-Asia Intelligence Wire 

MALAYSIA 

Islamic Banks Require 
Greater Competition to 
Remain Awake 

The establishment of Bank Bumi-
Muamalat Malaysia as the country's 
second Islamic Bank caught many by 
surprise since Bank Kerjasama 

Rakyat Malaysia Bhd had been 
tipped to be the second of such banks 
after Bank Islam Malaysia Bhd. 

"I t is a surprising th ing as Bank 
Rakyat was always having the idea 
that it w i l l be the (country's) second 
Islamic bank ... but most probably 
the plan was somewhat delayed as 
Bank Rakyat is stiU under the Co
operative Act," said Abrar Discounts 
Bhd's Managing Director, Wan 
Abdul Rahim Kamil. 

But he said ta lk o f hav ing 
another full-fledged Islamic bank in 
Malaysia after Bank Islam had been 
floating for quite sometime. Wan 
Abdu l Rahim strongly felt that 
players in the Islamic banking sec
tor needed competi t ion to keep 
them awake. 

The emergence of a new entity, 
he said, was always healthy because 
of the competition i t offered and 
that one bank cannot really operate 
efficiently in a single-handed man
ner as the level o f banking had now 
become very sophisticated. 

Citing the advantages o f open
ing the Islamic banking sector to 
more competi t ion. Wan Abdu l 
Rahim said, "Healthy competition 
should eventually lead to improved 
efficiency in the u t i l i sa t ion o f 
resources and improved customer 
service." 

The establishment o f Bank 
Bumi-Muamalat would also help to 
raise the expansion o f Islamic bank
ing so that it would comprise five 
percent o f the total assets o f the 
banking system by the year 2000 
and 30 percent by the year 2020. 
Currently, Islamic banking accounts 
for about two to three percent o f the 
assets. 

Although the immediate direc
t ion o f Bank Bumi-Muamalat is st i l l 
unclear. Wan Abdul Rahim hoped 
that the bank would be the catalyst 
to the growth o f the total asset 
ratio. I f the introduction o f Bank 
Bumi-Muamalat is able to br ing 
w i t h i t new and additional Islamic 
financial products, then Malaysia 
would be able to move ahead in its 
quest to create the critical mass 
required for a mature Islamic money 
market, he said. 

Asked on the performance o f 

Islamic banking in Malaysia, Wan 
Abdul Rahim said Bank Islam's 
was not badly affected by the cur
rency crisis unlike conventional 
banks as i t operated on profit-
sharing basis, meaning that i t 
shared profits as well as losses w i t h 
its customers. 

On the other hand, convention
al commercial banks would have to 
pay their depositors fixed interest 
rates regardless o f whether they are 
making profits or incurring losses. 
Asked whether there was a need for 
more banks to cater solely for inter
est-free banking activities as 
opposed to Islamic banking offered 
in parallel w i t h conventional bank
ing by banks, he said, "Experience 
shows that separate entities for 
Islamic banking are more effective 
i n providing and promoting the 
Islamic banking services." 

The advantages o f this arrange
ment include the staff becoming 
more focused on Islamic banking 
and a l lowing for easier identifica
t i on o f its products and services by 
customers. "Separate entities are 
easier to supervise and this should 
lead to faster expansion o f the 
Islamic banking services," said 
Wan Abdu l Rahim. 

On the general response to 
Islamic banking, he said the inter
est o f non-Musl ims i n Islamic 
bank ing services is g rowing . 
Turning to products, he said the 
A l - B a i Bithaman A j i l (for purchase 
of houses and properties as well as 
for f inancing o f businesses), A l 
Ijarah (Islamic leasing) and Islamic 
trade f inanc ing under the 
Murabaha arrangement are among 
the well-accepted products. 
Placement o f deposits on the basis 
o f Mudaraba (prof i t -shar ing 
arrangement) is also we l l -known. 

"We (Malaysia) have gone fur
ther ahead than other Islamic 
banks in the wor ld in terms o f 
products and services," said Wan 
Abdul Rahim. Touching on the lack 
of publ ic i ty for Islamic banking 
products, he said, "Perhaps w i t h 
increased competition from now 
on, the market should see the need 
for more publici ty." 

-Asia Intelligence Wire 
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PAKISTAN 

Pakistan Could Be the 
First Interest-Free 
Banking State 

Supreme Court Shariat Appellate 
bench senior member Justice Khal i l -
ur-Rahman on Thursday observed 
that Pakistan would be the first 
country in the world having an 
interest-free banking system. 

The SC Appellate Bench compris
ing Justice Khali l-ur-Rahman, 
Justice Muni r A Shaikh, Justice 
Wajhuddin Ahmed, Justice Taqi 
Usmani and Justice Dr Mehmood 
Ghazi, was hearing an appeal filed 
by the federal government against a 
judgement of the Federal Shariat 
Court declaring the present govern
ment system as repugnant to Islam. 

Dr Umer Chappra, advisor to the 
UAE government on finance, contin
uing his arguments for the second 
day said that the laws given by Allah 
Almighty in the Holy Quran are final, 
explicit and that there is no other 
way for Muslims to subscribe to such 
injunctions without any hesitation. 

Dr Chappra, an expert in the 
Islamic finance system, said that it 
was possible that the human mind 
did not comprehend the hidden ben
efits i n following the Islamic system 
of finance which totally prohibited 
Riba (interest in all of its forms). "But 
as humanity develops, these benefits 
wi l l be felt and surface as bounties o f 
Allah Almighty," he said. 

Dwelling upon the present bank
ing system i n the country, Dr 
Chappra said that the biggest hand
icap of the banking system in vogue 
is that only the people having va l 
ued assets or lands, which can be 
mortgaged, can avail the facili ty o f 
loans. These individuals i n general 
do not pay interest and in many 
cases usurp the principal amount. 

To a query by Justice Muni r A 

Shaikh on how the expenditures on 
defence o f the country would be 
met, Dr Chappra said that the Gross 
National Product (GNP) should be 
enhanced. The policies foUowed by 
the wor ld donors is such that the 
loaners are forced to sell raw mate
rial at throwaway prices and fin
ished goods are sold at very high 
prices to the same countries thereby 
g iv ing a double edge to the devel
oped countries. 

The poor countries are then 
asked to take loans for purchasing 
finished goods thus a vicious circle 
of m u l t i p l y i n g interest starts to 
leave no real opportunity for devel
opment for debtor countries. 
"Declaring interest as un-Islamic is 
not the real issue he pointed out, 
instead, the main point is to do 
away w i t h the interest system and i t 
is this which warrants a solution 
from Islamic jurists," he said. 

Explaining and comparing the 
Islamic system and the present sys
tem o f banking, Dr Chappra said 
that transactions and profit where 
risk is not involved come under the 
definition of interest. 

SAUDI ARABIA 

Adhiyafa Signs SRI 20 
Million Loan Deal with 
Two Banks 

Adhiyafa company has signed an SR 
120 mi l l ion loan deal w i th the Saudi 
American Bank (SAMBA) and Saudi 
Arabian Investment Bank (SAIB) to 
finance a major real estate project in 
Makkah. According to Asharq A l -
Awsat, the deal was based on the 
Islamic financing system of 
Musharaka and Murabaha (participa
t ion and profit-sharing). 

Banking sources described the 
agreement as the largest deal based 
on Murabaha. They believe that i t 

w i l l encourage other banks to pro
vide group financing on the basis of 
Murabaha. 

The deal was signed by Osama 
Zainy, executive director of Adhiyafa, 
Ronald Deangelis of SAMBA and 
Hasan Maghrebi of SAIB. The loan, 
divided equally between the two 
banks, provides 40 percent of finance 
required by Adhiyafa to implement 
its SR 300 mil l ion shopping centre 
project in Makkah. The shopping 
centre w i l l be located 3.5 kilometres 
from the Haram Mosque in Mecca 
and 1.5 kilometres from the ring 
road. The centre w i l l cover an area o f 
125,000 square metres. It includes a 
hotel, residential towers and com
mercial offices as well as 180 shops, 
hotels, restaurants, recreation centres 
and parking areas. Adhiyafa w * ' ^ 
start the new project, which was 
designed by the British SPP 
Company, at the beginning of next 
month. The central area in Mecca, 
close to the Haram Mosque, has 
attracted a large number of real 
estate investors. The same is the case 
of the area located near the Prophet's 
Mosque in Madinah. 

A number of major real estate 
projects have been buil t close to the 
two holy mosques to accommodate 
the growing number of pilgrims. 

-Middle East Newsfile 

SAUDI ARABIA 
Kamel Calls for Better ^ 
Cohesion Among Islamic 
Banks in Face of Global 
Economic Development 

"Islamic banks should seek greater 
co-operation and form stronger ties 
w i t h each other," said Saleh Kamel, 
president o f Dallah AI-Baraka 
Group. Kamel also urged Islamic 
banks to consider seriously taking 
part i n the field of development 
instead o f only focussing on financ
ing projects. He said that Islamic 
banks should also further develop 
their services to cope wi th the needs 
of the century for the benefit o f the 
Islamic nation. 

Kamel was speaking during the 
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conclusion of the 15th Conference 
on Islamic Economy at Durrat A l -
Arus. Kamel said the annual confer
ence started to analyse economic 
and banking matters through 
Islamic roles since 1981. Through 
these gatherings, Ulema managed to 
form the tools of finance and invest
ments, which are implemented now 
in Islamic banks around the world, 
he said. He noted that the confer
ence was a very good opportunity 
for the Ulema and bank managers to 
gain more knowledge of economics 
and Islamic Fiqh and roles especial
ly in the field of Islamic economy. 

He said that the main goal for 
this gathering is to consolidate the 
Islamic economy through Islamic 
opinions. Kamel noted that A l -

/ ^ a r a k a Group is now preparing to 
initiate a new conference to discuss 
Information Fiqh (Jurisprudence). He 
said that it is a new issue that had 
not been raised up unt i l now. 

Dr Saleh Malaika, Executive 
President of AI-Baraka Investment 
and Development Company, said 
that all the results o f the previous 
conferences were gathered and 
printed to benefit specialists and 
Islamic Ulema. After the conference, 
he said, participating Ulema w i l l 
gather for a two-day closed-door 
meeting to finalise and formulate 
the decisions and results before 
approving them. 

About globalisation, Malaika 
^ ^ i d it could be a good opportunity 

J export the Islamic banking sys
tem to the world. He added that 
globalisation is going to be a posi
tive approach for Islamic banks and 
other development and investment 
sectors in the Islamic world. 

During the past 15 years ago, 
Arab investors and economists have 
been asking for unification and co
operation between Islamic banks 
like other big commercial banks but 
no reaction occurred since then, he 
said. Hundreds of millions of Riyals 
have been invested by Islamic banks 
in the international markets. Islamic 
banks should further localise their 
investments by co-operating wi th 
other Islamic banks, he noted. 

Kamel said it is also important to 
further develop Islamic banks espe

cially after the globalisation trends, 
which are adopted by several coun
tries around the wor ld and the j o i n t 
ventures that are occurring between 
huge banks. The two-day seminar is 
organised by the Shariah Council of 
Dallah AI-Baraka Group and includ
ed discussions on several specialised 
Islamic economic topics facing 
banks and investments. 

Malaika said this conference is the 
first of its kind in the field o f Islamic 
economics because it aims to estab
lish permanent spring of knowledge 
especially in the fields of banking. 

-Saudi Gazette 

USA 
Islamic Development 
Bank Launches US$-
I.SBillion Power+ 
Infrastructure Fund 

The Islamic Development Bank (IDB) 
has launched a US$1.5-bilIion fund 
that w i l l be the first private invest
ment vehicle to develop power plants 
and other infrastructure projects in 
its 52 member countries. 

The fund was launched on the 
6th of Oct. when the IDB and Dar A I -
Maal Al-Islamic Trust committed 
US$250-mill ion and US$200-mil-
l ion, respectively. IDB is looking for 
investors and is hoping to have 
financing in place by July 1999 to 
begin disbursing the funds. 
Developers have approached the ftind 
for financing, but the application 
review process w i l l be delayed unt i l 
the third quarter. IDB w i l l serve as 
principal sponsor, Dar Al-Maal A l -
Islami Trust w i l l serve as lead spon
sor. Emerging Markets Partnership 
wi l l serve as manager and principal 
adviser, and Islamic Investment Co. 
of the Gulf (Bahrain) w i l l serve as an 
adviser. 

The fund consists of US$1 bi l l ion 
for equity capital investment and a 

US$500-mil l ion Islamic finance 
facility for loans. The equity capital 
includes a special amount of US$50-
mil l ion for projects funded exclu
sively through Islamic finance. The 
fund was structured to comply with 
the principles o f Shariah, or Islamic 
law, that forbid charging interest, 
which makes it difficult to arrange 
long-term financing. To comply wi th 
Shariah, Islamic banks earn a profit 
through equity investments or lease 
transactions. 

IDB expects the ftind to promote 
the use of Islamic finance for power 
projects that would otherwise be 
funded through export credit agen
cies and commercial banks. The fund 
w i l l enable Islamic institutions "to 
confidently deploy money on a long-
term basis," said Mumtaz Khan, 
managing director o f Emerging 
Markets Partnership. 

Relationships wi th other Islamic 
banks and commercial institutions 
w i l l be established wi th the aim of 
enlarging the investment pool by 
US$ Ibil l ion to US$2biIIion. To reach 
that goal, "We need to reach an 
understanding w i t h conventional 
lenders that the security over the 
project assets is shared basically 
between Islamic and conventional 
lenders," Khan said. 

The Islamic Development Bank 
has subscribed capital o f US$5.56-
bi l l ion and provides financial assis
tance by means of equity, lease 
financing or Ijara, instalment sale 
financing and has headquarters in 
Jeddah, Saudi Arabia. Emerging 
Markets Partnership is an asset-man
agement group headquartered in 
Washington, D.C., w i th a portfolio of 
$3.6-bi l l ion , not inc luding the 
Islamic Fund. 

Emerging Markets also plans to 
launch a US$500-million African 
infrastructure fund in March 1999. 
The group has launched one Latin 
American and two Asian infrastruc
ture funds. EMP's principals are 
Chairman Moeen Qureshi, who 
briefly served as Prime Minister of 
Pakistan in 1993, and Managing 
Partner Donald Roth, who served as 
Vice President and Treasurer of the 
World Bank. 

-Global power Report 
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LETTERS to the EDITOR 
The Editor of 
NewHorizon welcomes 
articles, letters and 
comments from the 
readers but reserves the 
right to edit them. 
Please forward all 
correspondence to the 
Editor. 

See address on the 
Contents page 

If you are in the Islamic 
financing business and 
would like to reach addi
tional markets ... 
Here is your chance! 

Advertise in 
NewHORIZON 
The publication serving the 
Islamic market sector globally 

For further information please contact 

Advertising £1 Marlceting 
16 Grosvenor Crescent 
London S W I X 7EP, UK 

Tel +44 1 71 245 0404 

Fax +44 171 245 9769 
icis@iibi.demon.co.uk 
URL ht tp: / /www. 
islamic-banking.com 

Information on 
Murabaha and 
other Shariah 
compliant prod
ucts on the Web 

Dear Editor, 
Asalama alaikum 

1 found the Institute's 
site on the Internet and 
wondered i f you could 
help me. I am currently 
working in Saudi 
Arabia and have a 
Murabaha investment 
account wi th National 
Commercial Bank. I 
remember reading 
something about 
Citibank developing a 
similar trade-based 
account but have since 
been unable to find 
any details about it or 
of any other US$ or 
sterling accounts in 
Western banks. 

Ibrahim Goffin 
Saudi Arabia 

Please refer to Faisal 
Finance (Geneva, 
Switzerland) web page 
at 
www.ffs.dmltrust.com 
that provides infor
mation on their many 
varied Shariah 
compliant products 
denominated in US$, 
Sterling as well as 
other major curren
cy's. I hope that this 
helps assists you in 
your enquiries. 

Editior 

On-site shop 
for ordering the 
Institute's books 
and other prod
ucts of interest 

Dear Editor, 

I have come across 
the Institute's site for 
the first time and was 
wondering i f the 
Institute has an on-site 
shop to buy some of 
the books you have 
advertised. I was also 
hoping to take a look 
at your edition o f 
NewHorizon. 

I note that there is 
little mention o f any 
Islamic alternative to 
interest-based mort
gages. I have my own 
model on excel spread
sheet, it is based on 
buying the property 
gradually and renting 
the remainder. It is 
complicated, but I was 
hoping for someone to 
take a look at i t and 

comment. . . 
Masum 

There Is an online, 
printable order form 
for publications avail
able at the Institute's 
web site, www.islamic-
banking.com, on the 
'publications' page. 
We would be delighted 
to review and evaluate 
your comments and 
models on Islamic 
mortgages. 

Editor 

1 believe in com
munity develop
ment and banking 
which involves 
real-assets and 
businesses 

Dear Editor, 

I have always been 
cynical o f the stock 
market. I recall what 
happened in Dhaka 
stock market (Bangla
desh) when the 
Government relaxed 
the investment laws. 
Indian investors came 
in and jacked-up the 
prices sky high. People 
who did not even know 
what stocks were, sold 
their property and 
invested in the stock 
market. Indian 
investors chose the 
right moment to pul l 
their money out and 
the stock market 
crashed by 87%. 
It can happen even in 
the US, w i t h so many 
countries being in 
recession, the auto
matic haven is the US 
and some European 
markets. What w i l l 
happen when the ' f lu ' 
catches up w i t h these 
markets? That is w h y I 
believe in community 
development and 
banking which 
involves real-assets 
and businesses. 

Syed Hoque 
Northern California 

Dear Editor, 

I am a student. I 
browsed through the 
Institute's web site 
recently, I found i t 
very useful i n deciding 
my career plans. 

Mr Hassnain 
Karnataka, India 

In the IVIAY ISSUE 
FINANCING METAL STOCKS 
Opportunities for Islamic Finance 

READERS FORUM 
Shariah Perspective on Home Purchase^^^ 

ISLAMIC BANKING PROFILES 
Financial & Business Analysis of: 
- Dar Al-Mal Al-lslami Trust 

- Al Faisal Investment Bank Ltd 

NewHORIZON welcomes comments, 
in format ion and news from financial 
inst i tut ions offering Islamic financial 
services. 

Please contact the Editor at 
16 Grosvenor Crescent 
London S W I X 7EP, United Kingdom 

Tel+44 171 245 0404 ext 21 
Fax+44 171 245 9769 
E-mail icis@iibi .demon.co.uk 
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DIVERSITY IS 
OUR STRENGTH 
Our Growth speaks for itself 

. Taka 2.5billion turnover 
• Total assets exceeding 

Taka Ibillion 
. 3.5% of Bangladesh's 

total export handler 
. Marine food export 

Shrimp farming 
Industrial manufacturing 
and International trading 
Pharmaceuticals 
Agro-chemical 
Garments 
Computers 
Soil investigation 

. Foundation & piling works 
• Deep tubeweil drillings 
• Bridges, Superstructures 

and road constructions 
• Hydraulic structure and 

general construction, and 
• The world's largest 

jute yarn manufacturer 

We welcome 
co-operation 

with other 
technological 

joint ventures, and 
for investment 

in new activities 

BEXIMCO 
Manufacturing Industrial & International Trading 
307 Finchley Road, London NW3 6EH, UK 

Tel +44 (0)171 435 4943 • Fax +44 (0)171 794 7086 

Telex 8956871 BEXIMCO G 



DAR-AL-MAAL 
AL-ISLAMI (DMI) 
Banking, Investment a Insurance (Takaful) 

Progressive 
DYNAMIC 

Ethical 

84 Avenue Louis Casai 1216 
Cointrin, Geneva, Switzerland 
Tel+22 791 7111 
Fax+22 791 7298/7299 
Telex 415 648 DM-CH 


