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COMMENT 

The Internet—Assisting organisations 
gain a competitive advantage 

T HE ADVENT OF the Internet has 
added a new dimension to the 
way in which organisations and 
customers have tradi t ional ly 

interacted with each other. It affords 
organisations additional scope for devel
oping existing investments - l inking core 
systems, on which companies run their 
business in relation to their customers 
and in doing so reducing costs, increasing 
customer satisfaction and enhancing their 
competitive advantage. 

Forward thinking institutions, includ
ing financial ones, have always made 
huge investments to the core systems on 
which their business depends. They 
realised some years ago that one of the 
best ways to achieve a real competitive 
advantage is through direct access to cus
tomers. The Internet has become one of 
the real facilitators of this as more and 
more people go online. 

Islamic financial institutions have 
been slow in realising the significance of 
this and similar processes. Product devel
opment has tended to be piecemeal and 
reactionary, wi th customers being expect
ed to pay a premium for Islamic financial 
services. This has led to stagnation in the 
industry, ironically, at the very time when 
there has been heightened awareness of 
ethical investments and a growing inter
est for Islamic banking services. 
Consequently, there have been increasing 
calls in the Islamic financial industry for 
innovative product development. 

The current lack of innovation could 
be rectified through investment in tried 
and tested marketing strategies comple
mented by effective exploitation of new 
mediums such as the Internet. The Internet 
wil l increasingly reveal where companies 
add value and help ensure that that is all 
they charge their customers. Up unti l 
recently financial institutions had to 
invest in locations providing good access 
to customers, the cost of which usually 
being passed on to the customers. But now 
those very institutions are able to offer 
their clients the full range of banking ser
vices on line via the Internet at a much 
reduced charge. 

In the case o f the stockbroking indus
try, brokers give advice, which is the 
thing most valued by the customer. The 
broker then charges the client every time 
that client buys or sells stocks. So the 
value that the brokers add - the advice -
is not al they charge for. They charge for 
the actual transaction, which are very low 
cost and therefore a very high profit 
activity. Companies have emerged 
enabling online trading and substantially 
reducing those costs 

Datak, for instance, allows online 
trading on NASDAQ or the New York 
stock exchange for $ 6.99 a transaction 
whatever the size. Companies that have 
grown used to excessively charging their 
customers for low cost transactions; in 
order to fund what the client really wants 
w i l l in the long run be unable to compete 

... one of the best ways to achieve 
a real competitive advantage is 
through direct access to customers. 
The Internet has become one of the 
real facilitators of this as more and 
more people go online . . . 

with those whom can provide the same 
quality of service for cheaper through 
mediums such as the Internet. The princi
ple of this and similar processes has 
implications that the Islamic financial 
sector need to seriously consider. 

There are also issues that pose a h in
drance to the Internets future develop
ment. The first and most significant is 
associated wi th the way the computer 
industry has been able to pull a confi
dence trick on customers. What is essen
tially a ut i l i ty business has managed to 
ship all the complexities and difficulties 
out of the centre where i t should be man
aged on to the customer, expecting the 
customer to manage it and making the 
customer feel inadequate i f they are 
unable to do so. 

This is not an efficient way to access 
mass markets. A more effective way is to 
keep computing devices and the process of 
access simple. Some in the computing 

industry have realised that this could be a 
major hindrance to future progression and 
i f not rectified the Internet might never 
truly gain access to the mass markets. 

The other seemingly major obstacle is 
associated wi th negative perceptions sur
rounding the issue o f Internet security. 
Many people are worried about dealing 
and g iv ing personal details such as 
account numbers over the Internet. The 
reality, however is that on the Internet 
transactions are encrypted using comple^^^ 
algorithms that require sophisticate^ 
computers to decrypt. There are also, 
suprisingly, few documented cases o f 
fraud on the Internet. 

There are far more cases of fraud 
where a customer has handed their credit 
card to a waiter, at their favourite restau
rant, who has then taken several copies o f 
that card slip. The issue of Internet secu
ri ty seems to centre on familiarity which 
time should solve. 

In light o f this and any other devel
opments that enhance the communication 
process between an organisation and its 
customers. Islamic financial organisations 
should concentrate on investing in the 
core business systems, on which the 
industry operates and allows them to con
nect to customers and gain a compe t i t i ' ^^ 
advantage. 

Spending large amounts of money on 
upgrading desktops simply to put in a 
new version o f a word programme which 
already has more functions than most 
people w i l l conceivably use in a life time 
amounts to a waste o f resources that 
could be better deployed. 

Islamic Financial institutions should 
heed some of the lessons highlighted by 
the Internet and ini t ial ly investment in 
systems that provide simple access and 
put the complexity in the network. That 
way they can concentrate on building 
systems which help make business more 
efficient and then look at how to connect 
these systems to customers using tech
nologies such as the Internet as well as 
other mediums that offer new ways of 
hnking customers to an organisations 
core business practices. • 
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ilBI LECTURE 

Marketing Essentials for Islamic Banks 
IBI Lecture Presentation 6/James Hume, 

Clayton Hume Associates 

Reza Adil 

T HE development of Islamic 
banking as an effective and 
accessible industry has 
become an issue requiring 

^^ rea te r analysis. Islamic finance is 
•o longer a cornered niche con

cerned solely w i th servicing the 
needs of high net worth clients. 
There are now many Islamic finan
cial products and providers to suit a 
diverse market, ranging from home 
purchase to the financing of power 
projects. 

In light of this Islamic banks are 
coming to terms wi th the fact they 
are involved in an increasingly com
petitive industry. As such, they need 
to effectively interact wi th the mar
ket at all levels and require an effec
tive marketing strategy to enable 
them to do so. The Institute of 
Islamic Banking and Insurance held 
a lecture entitled, 'Marketing 

isentials for Islamic Banks', on 6th 
May 1999 at its Belgravia headquar
ters to examine this very issue. 

James Hume is Executive 
Director of Clayton Hume 
Associates, a management consul
tancy offering a wide range of advi
sory services to banks and financial 
institutions in Europe and the US. He 
has helped in the development of an 
Islamic equity index for a major 
Islamic investment group and has 
managed the launch o f the 'Islamic 
Multi-Investment Fund' on behalf o f 
American Express Bank and Faisal 
Finance SA. 

Mr Hume's presentation high
lighted the need for Islamic banks to 
enhance the ways in which their 
products are developed, perceived 
and marketed as a step towards fully 

Speaker James Hume, Executive Director of Clayton Hume Associates (left), and 
Chairperson Michael Clode, Finance Partner, Freshfields, London, during the IIBI Lecture 
recently held in London 

Islamic finance is no 
longer a cornered 
niche concerned 
solely with servicing 
the needs of high 
net worth clients. 
There are now many 
Islamic financial 
products and 
providers to suit a 
diverse market 
ranging from home 
purchase to the 
financing of power 
projects 

uti l is ing the value and demand for 
these products. He suggested that 
the prevailing market forces have 
resulted in many Islamic products 
that are very close to conventional 
financial products and therefore, 
from a point o f view of marketabili
ty, are lacking in distinctiveness. 

Furthermore, Islamic banks have 
up unt i l now been relatively content 
to maintain this status quo, and 
have not tried hard enough to create 
a branded image for their own 
Islamic products. The implication o f 
this is that Islamic banks can to a 
significant degree influence the 
market, from the supply side, 
through effective marketing strate
gies which would involve greater 
market research, organisational 
branding and better product design. 

In fact, this notion highlights 
one o f the key characteristics o f 
Islamic banking over the last 20 
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years, which is that the industry has 
predominantly been demand led and 
that the time is ripe for the Islamic 
banking industry to show greater 
imagination and resourcefulness in 
its approach. Mr Hume then pre
sented a marketing floor plan aimed 
at highlighting how Islamic banks 
can create a very distinct and com
petitive range o f products that take 
root from the Islamic Shariah r u l 
ings rather than on an aspiration to 
copy 'conventional products'. 

Mr Hume started by first target
ing the areas of Islamic finance that 
required improvement in terms of 
both marketing and analysis. 
Criticisms that could be levelled 
towards the industry included, the 
lack of real dynamism in creating 
new products brought on by a 
'short-cut approach' in which the 
product developers see to their own 
benefits and conveniences first 
rather than the integri ty o f the 
Islamic package that they are creat
ing. This compromises both the 
uniqueness of the Islamic products 
and the effectiveness of their mar
ketability. 

The lack of market analysis in 
the Islamic banking industry was 
suggested to be a major factor con
tr ibuting to the stagnation in the 
industry for new and innovative 
products. In this regard, Mr Hume 
placed an emphasis on 'put t ing the 
customer first' because i t is u l t i 
mately they whom decide which 
financial ins t i tu t ion to frequent. 
The customer is discerning on key 
issues such as price, performance 
and flexibility of the product and i f 
Islamic banks are not going to make 
the effort to find out what i t is that 
its clients want, they w i l l compro
mise the competitive edge that they 
have over conventional financial 
organisations. 

The lack of market awareness on 
the part of Islamic banks and a rel
atively nonchalant attitude toward 
correcting this situation has led 
stagnation in the industry. Islamic 
banks have tended to assume that 
customers should or are prepared to 
pay a 'premium' for products 
acceptable under the Shariah. 
Excuses such as the fact that these 

products are 'new' have cited as 
explanation for this. Mr Hume, 
however, argued that there is no 
reason why such a mediocre state of 
affairs should persist especially 
when i t is quite easy to apply the 
conventional approach to research, 
development, marketing and sales to 
Islamic finance. 

Part of Mr Hume's presentation 
lay in understanding the choice-
making mechanisms that are at 
work in the customers mind w i t h 
regards to choosing between prod
ucts and between financial inst i tu
tions. A strategy based on tried and 
tested rules was outlined. 

The need to consider all the 
component market forces that deter-

The lack of market 
awareness on the 
part of Islamic banks ] 
and a relatively non- I 
chalant attitude 
toward correcting 
this situation has led \ 
stagnation in the 
industry. Islamic banks] 
have tended to assume j 
that customers should j 
or are prepared to 
pay a 'premium' for 
products acceptable 
under the Shariah 

mine the success of a product was 
emphasised: who is going to sell the 
product; the size of the market at 
which the product is to be pitched; 
the targeting o f ind iv idua l cus
tomers w i th due consideration of 
their net wor th and suitabili ty; the 
time scale of product development; 
suitable product pricing so as not to 
detract from real demand; and the 
degree o f product differentiation. 
A l l these factors being marketing 
considerations for the placement of 
Islamic financial products. 

A key area o f focus i n M r 
Hume's argument was the need to 

keep the market for Islamic finan
cial products as a "franchise of spe
cialised products". The essence of 
this point is that Islamic banks 
should strive to create separate 
branded image for themselves and 
their products so as to show that 
these products have a distinct value 
from conventional ones. 

This exercise would include 
Islamic banks aiming for a distinct 
'corporate look' and inducing brand 
recognition for their products by cre
ating some consistency between 
Islamic banks for like products. This 
can only be achieved through effi
cient and structured product devel
opment and analysis supported by 
marketing materials such as a corpq^i^ 
rate standards manual, brochures etv^ y 

Mr Hume talked of the need to 
assess past performances o f Islamic 
products and for this purpose the 
need for a series o f benchmarks and 
indices is essential. These would 
benefit both banks and customers in 
assessing the relative performance 
of products and add to the compet
itiveness between Islamic banks. 
Islamic indices wou ld natural ly 
mean a poor future for products 
w i t h high charges and those lacking 
flexibility and so lead to an evolu
tionary process in Islamic financial 
product development for more intel
l igently designed and priced Islamic 
financial products. 

In summary, the marketing tec ' 
niques that are applied to any indus
t ry can surely be adapted for use in 
the Islamic financial market and 
these are mostly common sense 
notions that unt i l now have not been 
whole heatedly adopted in the indus
try. The Islamic banking industry has 
for too long ignored the challenge o f 
selling their identity as a unique and 
therefore valuable vehicle for pro
moting Shariah compliant products. 
The need for pensions schemes, 
insurance and Halal mortgages are 
all eagerly anticipated products as 
far as the Muslim customer is con
cerned and yet they are just not 
made available either due to the lack 
of market awareness on the part of 
Islamic banks, or an indifference to 
do so. The time has come for active 
bank-client communication. • 
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Dow Jones Indexes launches additional islamic Indexes 

DOW JONES INDEXES has 
created two additional 
Islamic compliant equity 
indexes; Dow Jones Islamic 
US (DJIM-US) and Dow 
Jones Islamic Global 
Technology (DJIM-Global 
Technology). The DJIM-US 
and DJIM-Global 
Technology are sub-indexes 
of the benchmark Dow 
Jones Islamic Market Index 
(DJIM), which was success
fully launched on Feb. 9, 
1999 in Manama, Bahrain. 

"Our goal is to offer the 
Islamic investment commu
nity additional regional and 
sector indexes that provide 
them the same kind of 
choices presently available 
to non-Islamic investors," 
stated A. Rushdi Siddiqui, 
Director of the Islamic 
Index Group at Dow Jones 

Indexes. Like the DJIM, the 
DJIM-US and DJIM-Global 
Technology have been test
ed against established equi 
ty indexes for correlation, 
volatility, tracking error, 
turnover, performance, etc., 
for the last three years. 

The DJIM-US includes 
about 230 US companies 
and the DJIM-Global 
Technology contains about 
70 companies. The DJIM-
US is up 9 .04% and the 
DJIM-Global Technology is 
up 13.58% year to date 
through May 13, 1999. 
The indexes are available on 
the Dow Jones Indexes 
website page at HYPER
LINK 
http://indexes.dowjones.com 
indexes.dowjones.com, and 
carried by Reuters (.DJIMI, 
.DJIMUS, .DJIMTE) and 

established newspapers and 
magazines in the GCC, 
Pakistan, UK, US, and else
where. 

To ensure that all the 
companies selected for the 
Dow Jones Islamic Market 
Index are acceptable under 
Shari'ah law, a Shari'ah 
Supervisory Board of Islamic 
scholars have been advising 
Dow Jones Indexes. The 
members of the board are 
Justice Muhammad Taqi 
Usmani of Pakistan; Dr. 
Abdul Sattar Abu-Ghuddah 
of Syria; Dr. Mohamed 
Elgari of Saudi Arabia; 
Shaykh Nizam Yaquby of 
Bahrain; and Shaykh Yusuf 
Talal DeLorenzo of the U.S. 

The Dow Jones Islamic 
Market Index is one of 
3,000 separate indexes cre
ated by Dow Jones Indexes 

to track the stock prices of 
more than 3,000 companies 
from 33 countries, 10 world 
regions, and nine market 
sectors containing 122 
industry groups. 

In addition to Dow 
Jones Indexes, Dow Jones Et 
Company (NYSE: DJ) 
publishes The Wall Street 
Journal and its internat ion
al and Interactive editions, 
Barronis and SmartMoney 
magazines and other peri 
odicals, Dow Jones 
Newswires, Dow Jones 
Interactive and the Ottaway 
group of community news
papers. Dow Jones is co-
owner of the CNBC televi 
sion operations in Asia and 
Europe, and also provides 
news content to CNBC in 
the U.S. 
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MARKETING 

Research—the backbone of marketing 
The importance of the marketing 
process to Islamic financial 
institutions worldwide 

T hese days's banks do not just 
keep chents' money, give back 
or loan money or move i t 
around for them. Whi le not 

entirely overlooking this traditional role, 
modern banks increasingly tend to fo l 
low a philosophy of providing its clients 
wi th the entire spectrum of services they 
could ever need - the aim is to become 
cradle to grave financial service 
providers. 

This is good for the bank (increased 
profit, customer loyalty) and it's good for 
the customer (ease o f use, no need to 
hunt around for the right service). 

The question is, how do financial ser
vice providers know what i t is that their 
particular client base needs in terms o f 
financial services at any given time and 
in any given situation. 

It's not enough to say Muslims need 
halal bank accounts and loans. A farmer 
in Ethiopia, an office clerk in Egypt, a 
shop owner in England, an industrialist 
in Saudi Arabia, a young student in 
USA, or a retired c iv i l servant i n 
Pakistan, may all want halal financial 
services, but there the similarity w i l l end 
as each w i l l have very differing needs 
and requirements. 

Selling the services 
Most of the vast ranges o f new services 
that banks have introduced have 
emerged wi th in the last 25 years. Indeed 
clients no longer just see the bank man
ager about a loan, but in fact can meet 
them to discuss all their financial needs 
both personal and business wise. 

Banks and financial service providers 
have no alternative but to pursue effec
tive marketing campaigns in order to 
attract customers and sell services to 
them, bearing in mind that the financial 
services sector is both competitive and 

Shahzad Sheik 
heavily saturated. 

In developing marketing strategies, 
four key areas have to be addressed: 

1. The most lucrative markets, both 
current and w i t h future potential, must 
be identified. 

2. The current and future require
ments of customers in these market areas 
must be assessed. 

3. Bespoke products must be purpose-
designed and produced in order to most 
closely ful f i l those needs. 

4. Set business development targets 
have to be met through the effective 
promotion and management of these 
products. 

Of course branch or local managers 
should be allowed a great deal of leeway 
in choosing which of the products and 

It's not enough to say 
Muslims need halal 
bank accounts and loans. 
A farmer in Ethiopia, 
an office clerk in Egypt, 
a shop owner in England, 
an industrialist in Saudi 
Arabia, a young student 
in USA, or a retired civil 
servant in Pakistan, may 
all want halal financial 
services, but there the 
similarity will end as each 
will have very differing 
needs and requirements 

services that HQ has provided them with , 
should be marketed in their area. 

Main departments at head offices are 
certainly responsible for managing over
all marketing strategies and creating anjii 
developing the new products and ser.^ 
vices but the insight and intui t ion of 
local managers must never be ignored or 
overruled. 

I f the requests, suggestions, or ideas 
and initiatives of branch/local managers 
are dismissed out o f hand as incompati
ble w i t h the banks overall strategies, 
there is a great danger o f banks appear
ing to be remote, out o f touch, unimagi
native, irrelevant and at worst, down
right stupid, especially i f they blatantly 
make a pitch for a product or service that 
is entirely inappropriate for the area. 

Advertising large capitol investment 
products in small developing areas pop
ulated by blue collar workers, or promot
ing a 'no-charge bank account' i n m i f ^ 
lionaire's row may be slight, 
exaggerated examples but serve to i l lus- ' 
trate the point. 

Remember that the whole crux of a 
successful service is that it most closely 
matches the requirements and needs o f 
the clients i t serves and that it is deliv
ered in a manner that is both logical and 
appealing to them. 

The generic rule for markets 
The key to modern marketing methodol
ogy is quite simple - people are ind iv id
uals, however they can in general be cat
egorised into different groups, and close 
study and analysis o f those groups can 
help to predict behaviour patterns. 

The single individual forms part of 
the greater individual community, and 
the rule follows that individual sections 
of the customer base (be they categorised 
on the basis o f geography, age, educa-
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Marketing 

t ion, culture, religion or profession) have 
individual needs and expectations o f 
their local financial service providers. 

It's up to the banks to identify the 
sections and tailor-make a service or 
product for them, rather than follow the 
age-old routine of ' i f you build it they 
wi l l come'. No they wi l l not, it they can
not get want they want or need from it, 
they wi l l go to countless other services 
providers that w i l l . Simply providing a 
Halal financial instrument is not enough, 
it has to be tailored to the needs o f the 
customers i t is aimed at. 

Naturally the better the profile of a 
target group, the easier it is to design and 
develop a service or product focusing on 
it. Of course this means that the number 

^ ^ r products provided could mul t ip ly 
jvernight and the costs involved in 
training, producing materials, setting up 
electronic systems and staffing would 
have to be considered. But the benefits 
outweigh the costs. 

I f you open a shop that only sells 
apples, you w i l l only get customers who 
want or like apples. However i f you add 
a much larger variety of fruits, the costs 
in obtaining, storing, preserving, 
labelling and displaying the various 
fruits w i l l go up, but so undoubtedly w i l l 
the number of new buyers. It is no longer 
enough to say: 'this is what we have, 
take it or leave i t . ' 

Typical classifications 
^l^. Socio-economic groupings 

hese are traditionally used by social sci
entists: 
A. Upper middle class 
Made up o f senior management and 
administration personnel and profession
als (barristers, stock brokers, senior con
sultants etc.). 
B. Middle class 
Middle management and administration 
personnel and professional (academics, 
doctors, accountants etc.). 
CI. Lower middle class 
Supervisor or clerical and jun ior man
agerial and administration personnel or 
professionals (journalists, secretarial, 
junior doctors etc.). 
C2. Skilled working class 
Skilled manual workers (factory workers 
etc.). 

D. Working class 
Semi and unskilled manual workers 
(Labourers, cleaners etc.). 

E. Unemployed or unemployable 
Those at the lowest level of subsistence -
state pensioners, those out of work or 
unable to work w i t h no means o f 
income. 

Taking the United Kingdom as an 
example, 20 per cent o f the population 
falls into the A and B categories and they 
usually not only have a bank account 
but employ a number o f the financial 
services available to them. 

Another 50 per cent of the population 
falls into the C category, most o f which 
operate banking accounts and are a 
major and lucrative target for banks, 
proving to be a main area o f growth. This 
sector is found to have an increasing 
need for tailored financial products and 
services. 

The key to modern 
marketing methodology 
is quite simple - people 
are individuals, however 
they can in general be 
categorised into different 
groups, and close study 
and analysis of those 
groups can help to pre
dict behaviour patterns 

Thirty per cent are accounted for by 
groups D and E who mainly use savings 
and deposit accounts. 

Of course these are broad and rather 
general bands o f classification, and 
clearly need to be more t ight ly focused. 

2. The Acorn Analysis 
The Acorn Analysis technique is not used 
as much as i t once was. It operates by 
segmenting customers into more finely 
focused groupings but concentrates on 
behavioural patterns. 

Research attempts to gain informa
tion about where people work, what they 
earn and how they spend their money as 
well as lifestyle information. Around 200 
categories can be derived, and the 
advantage is that behavioural patterns 
help to discern what people expect from 
financial service providers. 

3. Life cycle 
A favourite wi th both head office depart
ments and local or branch management 
since i t follows the simple formula of 
splitt ing the client base into age ranges. 
The age ranges most commonly used are: 

a) 16-24 
Young and single. 
b) 20-30 
Young and married 
c) 25-50 
With family 
d) 50+ 
Retired 

These groups are often subdivided into 
more focused and homogeneous groups 
by crossing them wi th the socio-eco
nomic groups. Of course these could be 
taUored to take religion and culture into 
consideration. For example in Islamic 
countries youngsters tend to stay wi th 
parents unt i l they are married and some
times even after that. Muslims may get 
married earlier, and parents would be 
concerned wi th saving up and paying for 
their children's education and marriages, 
while in retirement they may plan to 
spend part o f their savings on Hajj (the 
holy pilgrimage to Makkah), etc. 

4. Business customers: 
Businesses are usually categorised by 
their amount o f turnover, number of 
staff and sphere o f operations (service, 
manufacture or retail industry). 

The common characteristics 
The key purpose of market research is to 
identify and investigate further the com
mon characteristics o f a group so that i t 
can establish behaviour patterns, see 
why they are followed and i f they could 
be influenced in any way. 

At the same time the product or service 
needs to be scrutinised and matched to the 
group. Does it have the potential to meet 
all of the needs exhibited by the group in 
question or should it be modified? 

Are similar services from rivals more 
closely matched? W i l l a finely honed 
product or service generate customer 
loyalty and repeat business? 

They next step w o u l d be devise 
how to influence the group and exam
ine any external environmenta l fac
tors that could b r ing about changes -
i.e. Marke t ing . • 

Next issue- Where does market research 
come from? 

NewHORIZON June 1999 • Rabi-al-Awwal1420 7 



The Institute's Shariah Panel provides 
the Shariah perspective to Questions 
8t Issues pertinent to Islamic finance 
Q - Will delays in the consequences of a 
contract affect its validity? 
What is the legal rul ing in regard to the 
transaction of a sale and the receipt o f 
payment before the goods actual ly 
arrive at their destination, where a 
transaction is completed for the sale o f 
goods through murabaha for which a 
letter of credit is opened, and for which 
bills of lading have been produced for 
the buyer after the transaction has been 
completed and the price has been 
obtained by means o f post-dated 
cheques. Also in a situation where the 
goods do not arrive at the port o f desti
nation unt i l after the transaction and 
the time for the first payment has 
passed? 

Zainal Abdulwahab 
Cairo, Egypt 

A - The receipt o f payment and the 
taking possession o f goods are among 
the legal consequences o f the contract. 
Delays in some of these consequences 
w i l l not have an adverse effect on the 
transaction i f both parties are satisfied, 
and so long as no condit ion has been 
set which requires a delay in delivery; 
save in the case o f a salam contract 
(forward buying) w i t h its particular 
conditions. I t is likewise permissible to 
advance certain of the contract's con
sequences by receiving partial or fu l l 
payment before the a r r iva l o f the 
goods. 

Q - Takaful reserves 
Is it lawful to pay a part o f the surplus 
from the Takaful fund at the end o f each 
year into a reserve kept for the purpose 
of meeting the demands of takaful, when 
this is done voluntari ly by the sub
scribers to the takaful? Also w i l l i t be 
lawful i f the shares of all those who 
withdraw (either by notice or owing to 
non-payment of premiums) from the 
mudarabah (established for the takaful) 

during the period of subscription are 
returned to such a reserve, and the 
shares of participants to whom takaful 
payments in excess of their own contr i 
butions have been made? 

Ahmad Al-Nafeesi 
Saudi Arabia 

A - Yes, i t is l awful to pay a part o f 
the surplus from the takaful fund at the 
end o f each year into a reserve kept for 
the purpose o f meeting the demands o f 
takaful, when this is done vo lun ta r i ly 
by the subscribers to the takaful fund. 
Also when their consent to the same is 
obtained in w r i t i n g on the application 
form (for the takaful). I t w i l l also be 
lawful i f the shares o f all those who 
wi thdraw (either by notice or owing to 
non-payment o f premiums) from the 
mudarabah (established for the takaful) 
dur ing the period o f subscription are 
returned to the reserve, and likewise 
the shares o f participants to whom 
takaful payments in excess o f their 
own contributions have been made. 

Q - Buying the shares of a company 
dealing in interest 
Certain reservations arise w i th regards to 
companies whose shares are sold on 
credit, such as the company not being 
careful about lending wi th interest and 
borrowing from interest based banks. 
A n d that the company's holding is cash 
either i n deposits i n banks or in funds. 
The question for consideration, then, is 
whether or not i t w i l l be lawful to deal 
in the shares o f such a company for 
either cash or credit? 

Omar Abdul Mahid 
Kuwait 

A -There is no legal impediment to deal
ing in the shares of such a company on 
credit when the price is greater than the 
cash holdings of the company so that 
there w i l l be something to match the cash 

holdings and the rest w i l l be matched by 
the other assets. In answer to the second 
part of the question, regarding the lend
ing and borrowing on interest, i f the 
majority of the company's transactions 
are of the nature o f lending and borrow
ing on interest, then i t w i l l not be lawful 
to deal in its shares. However, i f t h e s ^ 
transactions are only undertaken o c c a ^ 
sionally and do not constitute the focus 
of its activities, then it w i l l be lawful to 
deal i n the company's shares. The ratio
nale for this ruling is that such dealings 
are sometimes unavoidable, and may 
therefore be overlooked. 

Q - Musharakah with interest based 
banks 
W i l l i t be lawful for a company to enter 
into a musharakah for a business enter
prise w i t h an interest based bank when 
there is an understanding that business 
w i l l be conducted in a manner that con
forms to the principles o f the Shariah? 

Hussein Abdulaziz 
London 

A - There is no legal impediment i n to ' 
entering into a musharakah w i t h an 
interest-based bank for the purpose of 
conducting lawful business. The evidence 
for the legitimacy of this opinion is that 
the Prophet o f Al lah himself, upon him 
peace be peace, is known to have done 
business w i th the Jews, and they dealt 
w i t h interest. Except that the Prophets 
dealings w i th them were confined only to 
lawful transactions i n which interest was 
not involved. After h im, his Companions 
did the same. 
Q - Investing a deposit 
Is it lawful for the bank in a mudharabah 
sale transaction, to invest in one of its 
accounts, a deposit (representing 5% of 
the value o f the sale transaction) paid in 
by the purchase pledger as a guarantee o f 
payment? 

Mohammed Saddiqi USA 
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A - Such an investment is not lawful, 
regardless o f whether the deposit is kept 
in a current account or in an investment 
account. This is because the deposit is a 
(the client's) guarantee against payment 
and, i f it is to be invested, it should be 
invested to the benefit of the client. 

Q - financing through Murabahah 
Is the practice of the bank lawful, in 
coming to an agreement wi th its clients 
on an amount that wi l l serve as a ceiling 
for their transactions over a specified 
period of time. And wi th in the frame
work of that agreement, dealings are 
undertaken wi th the client by means o f 

^,,-^urabahah in which the amount of prof
it is specified in advance of purchases, 
and on a deal to deal basis. Is this prac
tice in accordance with the Shariah? 

Shuaib Al-Omar 
Switzerland 

A - There is no legal impediment of set
t ing limits on the extent the bank is w i l l 
ing to finance a client in their original 
agreement, or to specify the percentages 
of profit for each and every murabahah 
deal when the bank receives the client's 
order, in the understanding that the 
order represents the clients pledge to 
purchase. A pledge to buy, however, is 
not the same as a sale, but rather a bind
ing agreement to but at the time the sale 

^^s ready to be completed. 

Q - Letters of Credit 
This question relates to a murabahah 
transaction, where the bank opens a 
letter o f credit in favour o f the 
exporter but before shipment o f the 
goods and payment. A n d the exporter 
accepts the bank's offer, i.e ind ica t ing 
its (exporters) agreement to the bank's 
opening a letter o f credit and o f the 
conditions ( i f any) accompanying i t . 
May such a letter o f agreement be 
considered acceptance (qubul) on the 
part o f the exporter? Such that the 
transaction is complete? A n d , i f this is 
indeed the case, then w i l l i t be lawful 
for the bank to dispose o f the com
modity as i t wishes, by sell ing it , for 
example, to a purchase pledger, and 
then sending i t to him/her in his/her 
name directly? Or must the bank take 
possession o f the commodi ty and then 

IIBI News 

Fellowship awarded to 
Ms Stella Cox 

deliver i t to the purchase pledger? 
Yaqoub Ismail 

Sudan 

A - i t Is not recommended that the 
bank take part i n t ransact ions i n 
w h i c h the bank does not have a major 
role to play. Rather, i n order to avo id 
any detr iment to itself, and i n order 
to avoid g i v i n g the impression that 
the bank's on ly role is as a bank 
roller, the bank should work th rough 
an agent i n matters o f b u y i n g and 
sel l ing. 

Nigeria's first step towards an 
Islamic Financial System 

The wr i t t en agreement on the part o f 
the exporter to the offer and terms o f 
the bank may be considered express 
acceptance (qubul). Then when both 
the offer and acceptance take place, the 
transaction w i l l be complete. The bank 
has no r ight to sell the commodity to 
the purchase pledger or anyone else 
before i t receives payment f rom 
him/her or his/her agent. The commod
i ty may not be shipped to the purchase 
pledger or to any other before the bank 
enters into a contractual agreement 
w i t h them. • 

MS. STELIA COX, Managing Director, 
Dawnay, Day Global Investment Ltd. 
London has been made a Fellow of the 
Institute o f Islamic Banking and 
Insurance for her contribution to the 
development of Islamic banking over a 
period of 15 years in her position at 
Dresdner Kie inwor t Benson and 
Dawnay, Day. 

Accepting the award Ms Stella Cox 
to ld the Chairman of I IBI , M r 
Muazzam A l i -

"Both in my last posit ion at 
Dresdner Kieinwort Benson and latter
ly here at Dawnay, Day I have been 
extremely grateful for the continued 
assistance and impartial advice that 
has been extended to me and my team 
by you and your colleagues. 

The Institute o f Islamic Banking 
and Insurance has been instrumental 
in breaking down the barriers that 
previously existed between the UK 
based practitioners of Islamic finance 
during the 1980s and eairy 1 990s. 
This in turn has resulted in new levels 
of co-operation that have served to 
greatly expand the transaction flow 
and asset base of our marketplace. 

Once again, I thank you for the 
Fellowship and hope that I can contin
ue to play a small role wi th in Islamic 
banking as we approach the chal
lenges of the next mil lennium". 

THE FIRST STEP toward the establish
ment of Islamic financial system in 
Nigeria has been taken by the Habib 
Nigeria Bank Ltd. Kaduna. 

Habib Nigeria Bank is to com
mence non-interest banking concur
rently wi th conventional banking. It 
is hoped that full fledged Islamic 
Banking w i l l be established soon. 

The Institute has welcomed the 
move and assured its ful l support to 
the management o f the Habib Nigeria 
bank. Mr Sani A m i n u Dutsin- MA, 
head o f the new venture has been 
assured institute's full co-operation in 
making the new operations a success. 

Indonesian bank chief visits IIBI 

MR LWAN P. PONTJOWIOTO, President 
of Islamic Banking, Danareksa, Jakarta 
visi ted office o f the Institute in 
London in the last week o f May and 
discussed matters o f mutual interest 
w i th the Chairman and senior staff o f 
the Institute. 

He mentioned that on assuming 
the presidency o f the Indonesian bank 
he visited London and obtained a copy 
of Encyclopaedia o f Islamic Banking 
and insurance and the institute's other 
publications. He said, he greatly ben
efited from these publications, espe
cially the Encyclopaedia. 
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TAKAFULINSURANCE 

Islamic Takaful Life Insurance: Part 3 
This paper presents the conclusion to this three part 

extended feature on Takaful Insurance. Parts one and 

two were featured in previous issues of NewHORIZON. 

All sections are briefly outlined below 

Section 1 introduces a brief history of 
Takaful insurance, plotting its informal 
beginnings with the advent of Islam to 
its current position in the world of inter
national finance. 

Section 2 Seeks to explain the reasons 
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 diagrams are used to help 
with the explanation. 

Section 4 Covers the differences and 
similarities between Takaful and conven
tional types of 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 5 
Problems and 
Challenges 

5.1 Establishing a Riba-Free 
Portfolio 
One of the major problems with insur
ance, or rather Takaful in particular, is 
Riba. This is mainly because many insur
ance companies' investments are largely 
equity orientated. While it may be argued 
that a Riba-free portfolio is now possible, 
this can only be achieved by determining 
the degree of Riba involved on a compa
ny- to-company basis. This can be 

tedious and costly to Takaful companies. 
As a consequence, more often than not, 
Takaful funds are invested in short-term 
assets without any fixed interest or guar
antee of capital. 

Takafol (UK) Ltd.. while 
being the only company in 
the UK to provide Takaful 
products, does not however 
face a great problem when 
it comes to investing the 
company's fund in accor
dance with Islamic princi
ples. This is due to the fact 
that its parent company, 
Dar al Maal al Islami (DMI) 
Trust, actually has an 
extensive network specialis
ing in finding investments, 
banking, finance and insur
ance that are in conformity 
with Islamic principles 

Investments in short- term assets 
invariably provide lower returns than 
investments in longer-term assets. As the 
nature of life policies is long-term, it is 
deemed more prudent for the Takaful 
fund to be invested in long-term assets. 
Resorting to, and depending too much 
on, short-term financing methods may 
cause a few problems. Lower returns may 
affect the company's competitiveness in 
the insurance market, and can also affect 
the adequacy of the reserve, i.e. the fund, 
which, in turn, could pose a threat of 
insolvency to the Takaful company. 

In Malaysia however, the task of 
establishing a Riba-free portfolio is nor
mally carried out by the National Shariah 
Advisory Council, which co-operates with 

the relevant bodies and authorities such as 
the Securities Commission. This thus may 
enable Takaful companies in the country 
to devise a system under which they are 
able to invest their funds in longer term 
assets which are certified Riba-free. 

Takafol (UK) Ltd., while being the only 
company in the UK to provide Takaful 
products, does not however face a great 
problem when it comes to investing the 
company's fund in accordance with Islamic 
principles. This is due to the fact that its 
parent company, Dar al Maal al Islami 
(DMI) Trust, actually has an extensive net
work specialising in finding investments^^ 
banking, finance and insurance that are ii 
conformity with Islamic principles. 

In general, it has become easier to 
invest funds Islamically. Apart from var
ious Islamic banks, more and more con
ventional investment banks and other 
financial inst i tut ions, such as ANZ, 
Grindlays and Dresdner Kleinwort 
Benson, are offering such service to their 
customers. 

5.2 Use of Single iVIortality Rate 
Another major problem is the use of a 
single or average mortality rate in calcu
lating the expected present values of the 
income, e.g. premiums, and of the outgo, 
e.g. benefits paid out, of the company. 
Takaful companies have to make sure 
that the fixed minimum premiu'*^ 
charged is low enough to attract younge>' 
people who generally have a lower than 
average mortality rate. 

At the same time, they also need to 
ensure that the minimum premium is 
high enough to reflect those who have 
higher than average mortality rate, so as 
to avoid an undue strain on the compa
nies' funds. If they do not, they would be 
at a disadvantage, as there is a large pos
sibility that prospective policyholders 
would self-select against the companies. 

If this happened, Takaful companies 
would end up experiencing a higher than 
average mortality rate. This may again 
cause them insolvency problems. 
Therefore, in order to be practical, 
Takaful companies need to design a sys
tem whereby it is allowed to use different 
mortality rates while still operating with
in the constraints of the Shariah. 
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Takaful Insurance 

As the average mortal i ty rate is 
allowed to be used in Takaful to repre
sent the mortality rate of an average 
population, there shouldn't be any rea
son why different mortality rates cannot 
be used to represent the average mortal
i ty rates wi th in each separate, say, age 
group. Different levels of fixed minimum 
premiums might then be charged to dif
ferent age groups accordingly. 

Takaful companies should not be 
seen as t rying to make a profit from 
favourable mortality experience in this 
case as the overall average fixed min i 
mum premium would still be the same as 
before. Instead this practice should be 
looked upon as t rying to make the po l i 
cies more attractive to a lot more 

^prospect ive policyholders. This, after all, 
/ould promote greater mutuality and 

solidarity, which is the ultimate aim of 
Takaful in the first place. 

This practice, however, may not be 
financially viable just yet. Despite the 
potential i t has in the future, the cur
rent l imited marketability o f Takaful 
policies means that Takaful companies 
have to put this on hold for now. 
Further studies and research need to be 
done before this suggestion can be ful ly 
implemented. 

5.3 Product Variety 
Takaful companies could face a dilemma 
in t rying to issue a wide range of prod
ucts to cater for the needs of the Musl im 
society. Each product must serve the 

^^^•eds of the Muslim communities and be 
up to the standard required by the regu
latory bodies and must also be viable at 
the same time. It is meaningless for the 
Takaful company to point out how 
Islamic their life products are and so on, 
but when asked for other general insur
ance products, having to suggest con
ventional types of policies. 

While the Takaful system has been 
developed to provide an alternative to 
conventional insurance for those who 
wish to adhere to the Shariah. To become 
a complete alternative to conventional 
insurance depends on Takaful companies 
being able to offer a variety of products 
and facilities that wi l l serve the needs of 
the whole Muslim society. 

To achieve this, Takaful companies 
need to invest and play a more active 
role in the research and development 
(REtD) programme of Takaful. There is 

also an urgent need for Musl im scholars 
and Takaful companies to co-operate 
w i th each other. It is understood that 
while Muslim scholars, who are experts 
in the application of the Shariah may not 
be able to fully grasp and understand the 
work ing o f Takaful commercially, 
Takaful companies, on the other hand, 
may not have as much experience in 
interpreting the Shariah. Both sides, 
hence, need to work together in order to 
achieve practical solutions, so as to pro
vide a variety of products that are not 
just in conformity wi th the requirement 
of the Shariah, but are also practical, 
technically sound and competitive. 

For the Takaful to become 
a complete alternative to 
conventional insurance 
depends on Takaful companies 
being able to offer a variety 
of products and facilities that 
will serve the needs of the 
whole Muslim society 

5.4 Opposition from Within The 
Muslim Population 
Perhaps the biggest problem or challenge 
is the opposition to life insurance po l i 
cies in general by many Muslims and 
even by some Musl im scholars. Most 
have the impression that such a policy or 
business transaction is totally prohibited 
in Islam. 

While many can cite val id reasons 
such as the existence o f Riba and Gharar 
as mentioned in Section 2, a large num
ber fail to differentiate between a Takaful 
life policy and a conventional life policy. 
In fact, many, including some scholars, 
give their 'verdicts' based on their obser
vation o f conventional life insurance, 
and not Takaful policies. In other words, 
in so doing, they fail to single out that 
the operations of Takaful are different 
from those of conventional policies. 

Even though both Takaful and con
ventional systems are based on the 
notion o f life insurance, particularly as 
present day Takaful products are based 
loosely on the various conventional po l i 
cies. There are obviously several aspects 
whereby the two systems are in conflict 

in both principle and practice, as 
described in section 4. 

Ironically, most o f those who oppose 
the basic idea o f life insurance also fail 
to offer any alternative or practical 
model which works wi th in the Islamic 
framework, one which can meet the 
expectations o f Muslims worldwide, and 
give protection of some sort from unex
pected future flnancial loss. 

Takaful companies and those who 
advocate the Takaful system, therefore, 
face a big challenge in convincing the 
majority o f Muslims. One first step that 
may be taken is that they should get 
together, present their case and give 
assurance to Mus l im scholars who 
oppose the idea o f life insurance that the 
Takaful system does indeed work wi th in 
the Shariah framework. 

Once the scholars can agree on this, it 
is believed that the majority of Muslims 
w i l l then follow suit. This undeniably 
would increase the demand and put more 
pressure on the Takaful industry to 
develop, diversiiy and increase the num
ber o f products being offered by them. 
Only then, perhaps, can Takaful catch up 
and be on the same or a higher level than 
Islamic banking, which experts have 
concentrated on and put endless efforts 
into developing. Unfortunately, today 
the number o f Islamic banks that exist 
and also the number o f non-Islamic 
f inancial insti tutions, e.g. Citibank 
Internat ional Pic. and Dresdner 
Kieinwort Benson, that offer Islamic 
counters, far outweigh the number of 
Takaftil companies worldwide. 

Chapter 6 - Conclusion 
Although this study has focused mainly 
on Takaful life policies, there are also 
other types o f Takaful policies being 
offered. Takafol (UK) Ltd. for example 
also offers: 

• Education and Marriage Scheme 
• Hajj (Pilgrimage to Mecca) Scheme 
• Lump Sum Investment Scheme 
• Regular Savings Scheme 
These, however, are mostly savings 

related policies. 
STMB, on the other hand, offers a 

greater variety o f Takaful policies. In 
savings-related schemes, the company 
offers a provision to supplement a life 
contract to create a fund, say, to help pay 
for the policyholder's children's educa
tion in the future. The supplement or 
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subcontract may also be used to cover a 
wide range of events, such as hospitali
sation and disablement. 

It also offers a Takaful Mortgage 
Scheme, whereby the policy pays out 
any outstanding payment on the policy
holder's house in the event of his dying 
before fully paying for the house. 

STMB also caters for the corporate sec
tor by offering a Group Family Plan and a 
Group Family Takaful Hospitalisation and 
Surgical Plan. 

Other general Takaful policies offered 
by the company include: 

• Fire Takaful Scheme which covers 
various household and industrial policies. 

• Motor Takaful Scheme 
• Accident/Miscellaneous Takaful 

Scheme 
• Marine Takaful Scheme 
• Engineering Takaful Scheme 

These various Takaful life and non-life 
policies obviously present a wide scope 
for further studies that may be done on 
Takaful. Other studies may also concen
trate on, among others, the actuarial 
methods being used in the Takaful sys
tem. To conclude, there is one question 
that needs to be asked. Wi th several sig
nificant problems and challenges, as stat
ed in the previous section, can a Takaful 
company operate profitably in the com

petitive insurance market? 
Takaful companies have to balance 

the idea of operating on a profi t-making 
basis wi th that of serving the communi
ty. This problem is, however, not unique 
to Takaful companies as it is also experi
enced by mutual insurance companies 
in the UK. In recent years, they have 
had to compromise the status o f their 
companies to some extent owing to 
financial rules and regulations and also 
due to fierce competi t ion from propr i 
etary companies in the same market. 

Despite the fact that they are fal l ing 
in number, some mutual insurance 
companies are st i l l going strong, while 
their mutual i ty status remains intact. 

In fact, in terms o f surrender and 
ma tu r i ty values, mutua l insurance 
companies have been reported to be 
doing better than proprietary compa
nies. Thus there is no reason w h y a 
Takaful company cannot do just as well 
as, or even better than, a mutual insur
ance company in this respect. 

Both results, lower surrender rate 
and higher maturi ty values, imply that 
mutual insurance companies, and possi
bly Takaful companies too, are provid
ing a better service in terms o f returns 
while protecting and serving the inter
ests of their respective policyholders. 

Takaful companies also have a clear 
advantage over mutual and proprietary 
insurance companies in that they have 
a readily-defined market, that is the 
Mus l im society, although non-Musl im 
individuals may buy any of the Takaful 
products, j u s t as l ike non-Islamic 
f inancia l ins t i tu t ions offer Islamic 
banking options to their customers. 
Takaful products do not belong exclu
sively to Muslims alone. It is nonethe
less understood that the main target 
market would be Mus l im communities. 

In the UK, i t is thought that there 
are about 2 m i l l i o n Muslims, while in 
Western Europe, some estimates give a 
figure o f around 6 mi l l ion Muslims. 
W i t h the opening up of boundaries in 
insurance markets w i t h i n the Europea;;^ 
Union (EU), i t should be easier for an^^ . 
Takaful company to capture this sub
stantial market and to operate prof
i tably whi le serving the Musl im com
munities in the EU. 

Worldwide, i t is estimated that there 
are around 1 b i l l ion Muslims. Wi th 
aggressive marketing programmes to 
create awareness, along wi th further 
developmentof the system, there is cer
ta in ly no reason w h y Takaful should 
not flourish as a complete alternative to 
conventional insurance in the future. • 
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MALAYSIA FOCUS 

Malaysian Central Bank makes an upward 
revision to the Islamic-banking Fund 

T
HE CENTRAL BANK, 
Bank Negara 
Malaysia, in a move 

to strengthen Islamic 
Banking development 
made an upward revision 
to the minimum Islamic 
Banking Fund (IFB) which 
had been ini t ia l ly set at 
R M l mi l l ion (US$1 :RM3.8). 

The revision of the IFB 
effective since the begin
ning of this year involved 
commercial banks, finance 
companies and merchant 
banks. 

IFB for commercial 
banks was raised to RM5 
mil l ion and is to be gradu
ally increased to RM20 
milHon by Dec 31, 2000, 
while for finance compa
nies it was raised to RM5 
mil l ion to be gradually 
increased to RMIO mil l ion 
by the end o f 2000. 

The increase for mer
chant banks was raised to 
RM3 mil l ion to be gradual
ly increased to RM6 m i l 
l ion also by the end of 
2000. 

Meanwhile, Islamic 
banking continued to 
record moderate growth in 
1998, with total deposits 
mobilised registering a 
strong growth of 59.1 per
cent to RMl6.4 bi l l ion dur
ing the year. 

Shareholders funds o f 
the Islamic bank and the 
Islamic Banking Fund 
increased by 23 percent to 
RMl .6 bi l l ion, while profits 
before taxation and Zakat 
decreased by 3.3 percent to 
RM148 mil l ion in 1998. 

Total assets expanded 
by 21 percent to RM21.6 
bil l ion mainly due to the 
increase in holdings of 

securities (162.4 percent or 
RM3.1 bil l ion). Total 
financing recorded a 
growth o f 1.8 percent to 
RMl0.9 mi l l ion . 

Bank Negara stated that 
total deposits had recorded 
a strong growth in 1998, 
particularly in the second 
half o f the year and that 
this was partly due to the 
migration o f deposits from 
conventional banking to 
Islamic banking in view of 
better investment deposit 
rates. 

Investment deposits 
constituted the bulk o f 
deposits (60.5 percent), 
which recorded a growth 
of 108.9 percent to RM9.9 
bi l l ion. Bank Negara ind i 
cated that the expansion in 
total financing "was small" 
in 1998 mainly due to a 
decline o f 1.4 percent 
(RMl49 mill ion) in the first 
half-year, which offset an 
increase of 3.2 percent 
(RM342 mill ion) i n the sec
ond half o f the year. 

The year also saw a 
requirement for banking 
institutions participating in 
Islamic Banking Scheme to 
upgrade their Islamic 
Banking Unit (IBU) into an 
Islamic Banking Division 
(IBD) effective Jan 2, 1999. 
The term "perbankan tanpa 
faedah" or interest-free 
banking was replaced by 
"perbankan Islam" or 
Islamic banking. 

Furthermore,, the report 
revealed that the opera
tions of discount houses 
slowed down markedly in 
1998. Total deposits 
mobilised by discount 
houses, which were 
allowed to participate in 

the Islamic banking 
scheme from Jan 4 this 
year, declined by RMl .3 
bi l l ion or 6.5 percent. In 
terms o f the types o f 
deposits, call money placed 
wi th discount houses fell 
by RM4.8 biUion or 63.2 
percent. 

There were only three 
discount houses appointed 
as principal dealers in 
1998. On National Savings 
Bank (NSB), Bank Negara 
said total resources of NSB 
increased moderately in 
1998 by RM463 mil l ion or 
6.1 percent to RM8 bi l l ion 
(RM616 mil l ion or 8.9 per
cent in 1997). 

The increase was mainly 
due to higher deposits, i n 
tandem wi th an increased 
in the number o f active 
account holders, which 
rose to 8.7 mi l l ion at the 
end of 1998 from 8.5 m i l -
hon at the end of 1997. 
During the year, Bank 
Negara stated that NSB 
invested about 49.2 percent 
of its total resources in 
various types o f invest
ment certificates. 

1998 also saw several 
branches o f NSB merging, 
hence reducing the total 
number o f branches and 
sub-branches to 448 from 
468. During the year, 13 
automated teller machines 
(ATMs) were closed, br ing
ing the total number o f 
ATMs to 583 by 1998 
year-end. 

As for provident and 
pension funds (EPFs), the 
largest source of long-term 
finance among non-bank 
financial intermediaries, 
they continued to expand 
their activities in 1998. 

Total resources mobihsed 
by the 14 PPEs increased 
by 12.2 percent to 
RMl72.8 b i l l ion as at the 
end of 1998, against a 
growth o f 13.5 percent to 
RM154.1 bi l l ion in 1997. 

Most o f the resources 
were derived from accumu
lated contributions in con
tributors' accounts (89.7 
percent or R M l 5 5 bill ion) 
w i th the balance held in 
the form of reserves and 
other liablities. 
Contributions placed wi th 
the Employees Provident 
Fund (EPF), have tradi t ion
ally dominated, represent
ing 94.1 percent of accu
mulated contributions. 

The Pilgrims Fund 
Board activities in 1998 
also continued to expand, 
albeit at a slower pace wi th 
total resources mobilised 
amounting to RM7.3 b i l 
l ion at the end o f 1998, 
representing an increase of 
R M l . l b i l l ion or 18.7 per
cent (RMl.4 b i l l ion or 30.4 
percent in 1997). 

Meanwhile, loans 
extended by industrial 
finance insti tutions 
increased by 25.7 percent 
in 1998 (22.1 percent in 
1997) wh ich reflected the 
active part icipat ion o f 
these inst i tut ions i n u t i l 
ising the various funds 
established by the gov
ernment for lending to 
p r io r i ty sectors. Loans to 
the manufacturing sector 
accounted for the largest 
share (85.3 percent) o f the 
increase in loans, 
amount ing to R M l . 3 b i l 
l ion compared w i t h 
RM214.3 m i l l i o n (19.4 
percent) i n 1997. • 
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CORPORATE PROFILE 

Al Baraka Islamic Investment 
Bank B.S.C. (E.G.) 
1997 Financial 8t Business Analysis 

"A successful year, with strong growth in customer accounts 
and funds under management and 6.7% in net profit." 

Ownership and Legal Status 
A l Baraka Islamic Investment Bank B.S.C. (E.C.) was incorporated on 21 February 
1984 as a Bahraini Shareholding Closed Company (E.C.). Paid up capital is US$ 50 
mil l ion. The Bank, wi th its head office in Bahrain, four branches in Pakistan and a 
representative office in Indonesia, aims to be a premier regional Islamic bank, w i t h 
the GCC States its main market. 

The Year in Brief 
The economic environment in the GCC States was relatively buoyant, albeit w i th 
oil prices remaining relatively low. In Pakistan, the economy improved over previ
ous years, although GDP grew only by some 4%, half the targeted level, affected 
by the fall in SE Asian markets. Against this economic backdrop, the Bank has a 
successful year. 

Net profits grew at each branch, totalHng US$ 4.35 mi lhon for 1997, 6.7% 
higher than 1996. Total assets grew by 21 % to US$ 187.8 mi l l ion (1996: US$ 
155.6 million). Total operating income shows an increase o f 17.34% to US$ 16.6 
mi l l ion (1996: US$ 14.2 mill ion), however a more meaningful figure, after deposi
tors share of income from Islamic financing is deducted, shows operating income 
up 10.6% to US$ 8.5 mi l l ion (1996: US$ 7.7 mil l ion) . 

Operating expenses increased sharply by 20.94% to US$ 3.6 mi l l ion (1996: US$ 
3.0 million). Wi th in this total, staff costs were up 22.07% at US$2.2 mi l l ion (1996: 
US$ 1.8 million) and business, administrative and general expenses were up 
34.43% at US$1.0 mil l ion (1996: US$ 0.8 mil l ion) . The ratio of operating expenses 
to operating income (less depositors' share) rose to 42.38% from 38.75% in 1996. 

Business Highlights 
The Bank received an improved rating from Capital Intelligence - A-2 for short-
term and BBB- for long-term debt, the th i rd consecutive upward adjustment. 
Progress was made in improving the Bank's operational framework, w i th the intro
duction of an operational policies and procedures manual, completion of an infor
mation technology project, and commencement of operational systems trials. The 
new headquarters building was completed, for occupation by mid-1998, and 
Islamabad branch was opened. 

Customer accounts grew by 28% to US$ 108.7 mi l l ion , indicative of the Bank's 
healthier financial position, greater customer confidence and a higher level o f pub
lic acceptance. Wi th in this figure, Bahrain based accounts grew by 17% and 
Pakistan based accounts grew by 47%. 

It is the Bank's policy to develop investment fund business because o f good 
returns and low risks. Funds under management increased by 50% to 
US$ 122.0 mi l l ion (1996: US$ 81.4 mil l ion) . This growth was influenced by the 
launch of two new funds; Gam A l Kawthar and Mercury Global Equity, together 
wi th business flowing from finance in the Pakistan export market. 

Financial Trends 
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CORPORATE PROFILE 

Faisal Islamic Bank of Egypt 
Financial 8t Business Analysis: Year to 26 April '98 

"A focussed, profitable business, efficiently run and 
growing significantly" 

Ownership and Legal Status 
Faisal Islamic Bank of Egypt was established in August 1977 as an Egyptian 
Joint Stock Company. Issued and fully subscribed capital is US$ 131.9 mi l l ion . 
The Bank undertakes banking, commercial and investment activities, together 
wi th the finance of economic and urbanisation development projects. A l l act ivi-
ties are conducted according to Sharia guidelines. The Bank has its headquarters 
in Cairo, and 14 branches in Egypt. 

The Year in Brief 
The Egyptian economy during the period was sound, w i th inflation narrowing 
fitrther to 4% in the year to Dec 1997 from 5.4% previously. The public deficit 
was reduced to 0.9% of GDP v. 1.3% the previous year. 

Net profit for the year was up by 19% to L.E. 353.9 mil l ion (equivalent to US$ 
103.9 million) (1996/7: L.E. 297.5 mil l ion, US$ 87.4 million). Total assets 
increased by 10.1% to L.E. 6843 mil l ion (1996/7: L.E. 6215 mill ion). Total share
holders equity increased by 66% to L.E. 313.6 mi l l ion (1996/7: L.E. 188.9 million). 

Total revenues increased by 11.5% to L.E. 471.7 mi l l ion (1996/7: L.E. 423.1 
million). Current expenses were well controlled, increasing by 1.9% to L.E. 61.7 
mi l l ion (1996/7: 60.6 million). Headcount was marginally up to 1264 (1996/7 
1233). The ratio of operating expenses: operating revenue was 13.09% (1996/7: 
14.32%) 

Business Highlights 
The volume of main business activities increased by L.E. 628.2 mi l l ion (10.1%) 

•^over the previous year. Return to investors averaged 10.29% on medium term 
investments, 8.31% on ordinary investments and 4.82% on foreign currency 
investments. 

Client accounts increased by L.E. 495.9 mi l l ion (9.7%) to L.E. 5613 mil l ion . 
It is part o f strategic policy to grow current accounts, as there is no return paid 
to the account holders - essentially "free" funds for the Bank. Current Accounts 
increased by 9.32% to L.E. 198.0 mi l l ion (1996/7: L.E. 181.1 mil l ion) . Shorter 
tenor investment accounts increased by 5.7% to L.E. 3826 mi l l ion (1996/7: L.E. 
3619 million), while longer tenor (2 years +) investment accounts increased by 
21.8% to L.E. 1527 mil l ion (1996/7 L.E. 1254 mil l ion) . Investment accounts are a 
stable source of funding for the Bank, and the rates o f growth experienced dur
ing the year reflect growing confidence in the strength of the Bank, and its 
financial performance. 

Revenues from equity participation, trust finance and financing resale of 
goods increased by 8.7% to L.E. 386.2 mi l l ion (1996/7: L.E. 355.2 mill ion). 
Revenues from banking services increased by 3.8% to L.E. 46.8 mi l l ion (1996/7: 
L.E. 45.1 million). There was a large increase o f 70% in finance investments and 
participafions to L.E. 38.8 mil l ion (1996/7: L.E. 22.8 mil l ion) , partly due to prof
its from the sale of a portion of the participation in Icopack and Misr. Co. for 
Wrapping Materials. 

The Bank is seeking authorisation for the opening o f additional branches, 
both in existing areas where additional branches are required, and in new cities 
and urban communities. 

Financial Trends 

Exchange Rate 26 April 1998 
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NEWS MONITOR 
PAKISTAN 

Arguments before 
Supreme Court 
Shariah bench: 
Profit on deposit in 
bank not Riba 

The bench comprising Justices 
Khalil-ur-Rahman Khan, Muni r A. 
Sheikh, Wajeeh-ud-Din Ahmed, 
Maulana Muhammad Taqi Usmani 
and Dr Mahmood Ahmed Ghazi is 
hearing the appeals against the order 
of Federal Shariah Court on Riba. 

. Dr Muhammad Aslam Khaki, 
proposing a viable economic system, 
viewed that the economic system in 
practice could be brought in line 
wi th Islamic injunctions wi th a few 
changes.'The existing system is not 
based on Riba as such. There is a 
misconception in this regard. 
According to my reading the profit 
on deposit is not Riba in the existing 
company system," Khaki said.The 
decision of Federal Shariah Court 
was a 'debate contest' and not the 
judgement on Riba. "Their judge
ment is full of Islamic and academic 
errors," he added. 

The Federal Shariah Court, he 
argued, misconceived the Islamic 
concept of 'Ijmaa' and i t was wrong
ly interpreted. He said that as far as 
the recommendations of the Council 
of Islamic Ideology were concerned, 
i t was a political institution and not 
a religious one. "The persons are 

appointed in the Council o f Islamic 
Ideology on political considerations; 
so the report o f this insti tution can 
be said is a political one," he said. 

He argued that there was no pro
vision in Islam prohibit ing fixed 
profit. The basic th ing is sharing the 
responsibility in case of loss. Dr 
Khaki said that one should keep in 
mind the difference between loan 
and investment. "The loan is given 
to a person without sharing profit 
and loss w i th the loanee, while 
investment is for the purposes of 
trade and the parties share profit and 
loss," he added. 

He argued that being a limited 
company, the depositors share the 
profit and loss w i th the bank and so 
the profit on deposits could not be 
termed as Riba. 

On a query by the court. Khaki 
said that to safeguard the interests o f 
the depositors it was necessary to 
give the depositors representation i n 
the board o f directors o f a bank 
through election. The depositors 
should also appoint auditors o f the 
bank and they, too, should have the 
right to check the accounts o f the 
bank any time. 

About Mudaraba, Khaki said that 
i t was pre-Islamic concept and Islam 
adopted i t . "But, in my opinion, pre
sent 'company' system is much bet
ter than Mudaraba." Justice Wajeeh 
observed that due to the existing 
system people either plundered or 
got writ ten off Rs 300 bi l l ion loans. 

.Khaki responded that had there 
been Mudaraba system, the amount 
would have been in thousands o f 
billions. "The present system has 
some in-bui l t safeguards." He was of 
the view that implement ing the 
Mudaraba at present as an Islamic 
system would amount to suggest 
that "Jihad should be fought w i t h 
swords." 

"Islam permits to adopt new con

cepts w i th the changing conditions 
w i t h certain restrictions. The basic 
principles o f Islam while adjusting 
wi th the requirements of new era are 
to remove oppression, injustice and 
controversies from the society." 

He said that the existing banking 
system "is well established and has 
become a custom". Unti l and unless 
something un-Islamic was found j j a ^ 
the present system, it would l ^ . ' 
unfair to declare i t un-Islamic. 

He said that Islam is not a revo
lutionary religion but it believes in 
reforming the society. Islam had 
adopted the pre-lslamic concepts, 
laws and traditions. Dr Khaki sup
ported indexation, and referred to 
Indian scholar's research. "The 
Indian Islamic scholars are much 
ahead of us in this regard." 

MALAYSIA 

Islamic banking 
poised to take off 
Malaysia is in the forefront in the 
i n t r o d u c t i o n and adoption o f 
Islamic capital and f inancial 
instruments. I t is also the first 
country to introduce an Islamic 
Bank ing Ac t , w h i c h came into 
effect on March 11 1983.Under the 
Ac t , Bank Negara Malaysia is 
empowered to regulate Islamic 
banking activities and Bank Islam 
Malaysia Bhd (BIMB) was estab
lished as the first Islamic bank in 
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the country. 
The Finance Min is t ry subse

quently allowed three conventional 
banks - Bank Bumiputra Malaysia 
Bhd, UMBC Bank Bhd (now Sime 
Bank Bhd) and Maybank Bhd - to 
open Islamic banking windows to 
conduct "interest-free banking". 

As of December 1 last year, when 
new guidelines (which w i l l take 
effect on January 2 2001) were 
introduced, "interest-free banking" 
was known as the Islamic-banking 
scheme. 

Following BNM's efforts in pro
moting such schemes beginning 
1996, almost all commercial banks 
in the country have introduced some 

^".^orm of Islamic financial services. 
i A t end-1998, commercial banks 

accounted for 35.2 per cent o f 
Islamic financing schemes in the 
market, BIMB 24.3 per cent. Bank 
Kerjasama Rakyat Malaysia (Bank 
Rakyat) 22.2 per cent, finance com
panies 15.2 per cent and merchant 
banks 3.1 per cent. Bank Rakyat 
general manager for operations 
Mohd Sharif Baharuddin said at the 
final day of a three-day Islamic-
banking seminar in Kuala Lumpur. 

Access to the deposit-taking A I 
Wadiah scheme, for example, is 
available at commercial banks' 
Islamic banking counters (40.7 per 
cent), BIMB (33.9 per cent). Bank 

^gakya t (18.4 per cent) and finance 
.mpanies (7 per cent). 

The country's long-term target is 
to create a comprehensive Islamic 
banking system which wi l l operate 
side-by-side wi th the conventional 
one.It also aimed at developing 
Kuala Lumpur and the Labuan 
International Offshore Financial 
Centre as Islamic financial centres. 

However, as Deputy Prime 
Minister Datuk Seri Abdul lah 
Ahmad Badawi, pointed out recent
ly, the full potential o f the Islamic 
financial service sector still remains 
untapped.He noted the lack o f 
Islamic financing and Takaful 
options available to Muslim commu
nities in non-muslim countries. 

The Islamic financial service sec
tor is one of the world's fastest-
growing capital markets, wi th an 

estimated US$80 bi l l ion (US$1 = 
RM3.80) in funds being managed by 
Islamic banks. Therefore, he said. 
Islamic countries must chart a 
course that w i l l allow Islamic finan
cial services to catch up wi th con
ventional practices globally. 

This is important given the rising 
awareness o f its potential among 
Western financiers and institutions 
such as Citibank, J. P. Morgan, 
Deutsche Bank, ABN Amro and 
American Express. 

To realise Malaysia's target in 
becoming the financial hub o f 
Islamic banking, several steps have 
been initiated to boost the banking 
industry.These include the setting up 
a second Islamic bank, encouraging 
conventional banks to establish f u l l -
fledged Islamic branches, upgrading 
the Islamic banking unit to a d i v i 
sion, and increasing the minimum 
level o f Islamic capital funds. 

To equip personnel w i th the nec
essary knowledge about Islamic 
banking and new products, a College 
of Islamic Banking and Finance was 
set up in March last year which 
offers certificates and diplomas in 
Islamic banking, Takaful and Islamic 
capital market. 

Bank Negara announced a five-
year strategic plan for the develop
ment of Takaful (insurance) business 
in the country. This include al lowing 
foreign investors to team up wi th 
Malaysian partners to tap the local 
Takaful market, and issuing more 
licences to local players. 

It is important to ensure that 
there are enough players to take up 
the challenge o f making Malaysia 
the hub o f Islamic financial prod
ucts, offered not only to Muslims but 
also to those who wish to conform to 
Islamic banking principles. 

Time has proven that Islamic 
Banking is viable as a complemen
tary and may perhaps be the future 
alternative banking system in the 
country. For one th ing . Islamic 
banking divisions were able to 
weather the recent financial crisis. 
This was attributed to the careful 
planning adopted by these divisions 
when investing their depositors' 
money. 

For example, BIMB, which com

pleted its restructuring exercise last 
September, managed to increase its 
shareholders' fund from RM300 m i l 
hon to RMl .3 bi l l ion. 

(Business Times) 

International 
Conference on 
Takaful held in 
Kuala Lumpur 
A n international conference on 
Takaful/Islamic insurance was held 
by the Malaysian Insurance Institute, 
a non-profit organisation providing 
insurance education, between the 
2nd and 3rd of June 1999. 

The conference, which was off i 
cially opened by Y.A.B. Dato' Seri 
Abdullah Ahmad Badawi, Deputy 
Prime Minister o f Malaysia, focused 
on the Takaful/Islamic insurance 
and reinsurance operations, and the 
development o f the markets for 
Takaful/Islamic insurance products 
and services. The opening and 
keynote address was delivered by 
the Y. Bhg. Tan Sri Dato' Seri A l l 
Abu l Hassan, the Governor o f the 
Central Bank in Malaysia. 

The speakers in the conference 
included Shariah advisors, Takaful 
Managers and scholars. Apart from 
addressing the different challenges 
met by Takaful companies today, the 
conference also saw an in depth 
analysis o f the different aspects of 
Takaful such as gharar, contracts, 
accounting and compensation 
issues. 

The conference heard such 
speakers as Shaikh Nizam Yaquby 
from Bahrain - a renown Shariah 
scholar, M r Mohamed Boulif from 
Takafol S.A - Faisal Finance 
(Luxembourg) S.A, Mr Omar Clark 
Fisher from Takaful USA, and sever
al associate professors from the 
Internat ional Islamic University, 
Malaysia, amongst others. 

Many expressed during the con
ference that there was a need for an 
international association to be creat
ed that would bring together Shariah 
advisors, practitioners and scholars 
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coordinate the development o f 
Takafol in the best and most produc
tive way. There was also a consensus 
that Mushms around the world still 
lacked an understanding of Takaful 
and thus it was imperative that they 
were educated on the matter. 

On the second day of the confer
ence, the Chairman of National 
Equity Corporation, Malaysia, Y. 
Bhg. Tan Sri Dato' Seri (Dr) Ahmad 
Sarji bin Abdul Hamid gave a special 
presentation on 'Creating a 
Competitive Edge for Takaful 
Companies'. He said in order to be 
more competitive, Takaful compa
nies need to educate the public, 
especially the young generation 
using innovative methods like the 
internet to attract their attention. 
The conference ended wi th practi
tioners sharing their international 
experiences wi th Retakaful and rein
surance. 

SINGAPORE 

Mendaki forms new 
banking co-op 
Another interest-free financial 
service w i l l soon be available 
when a new cooperative, based on 
Islamic banking principles, is 
launched in August. The 
Singapore Ufuk Cooperative, run 
by self-help group Mendaki, w i l l 
be the second Islamic financial 
service here. It was registered last 
August. Ufuk is Arabicfor "hor i 
zon". 

OCBC Bank launched its own 
Islamic banking service last July 
w i t h the Singapore Ma lay 
Teachers' Cooperative Society. 
Both Muslims and non-Musl ims 
w i l l be able to j o i n the new coop
erative, said Mendaki's economic 
development and finance depart

ment. Its assistant director, Ms 
Zuraida Mohamed Din , said yester
day: "The aim o f the cooperative is 
to encourage savings for a pur
pose. They can also get loans from 
the cooperative." 

The interest-free loans w i l l use 
the "purchase and sell" concept. 
Say a member wants to borrow 
money to buy a consumer product. 
The cooperative w i l l buy i t and 
then sell i t to h i m at a s l ight ly 
higher price instead o f charging 
h im interest on a loan. He pays the 
cooperative back i n instalments. 

Meanwhi le , members who 
deposit money i n the co-operative 
w i l l get regulardividends instead o f 
interest. Individuals must deposit 
at least $100, and ins t i tu t iona l 
members must put i n at least 
$1,000. 

The new cooperative w i l l hold 
its first annual general meeting 
(AGM) in June before Mendaki's 
own A G M . Its upcoming launch 
fol lowed an announcement made 
by Senior Parliamentary Secretary 
(Foreign Affairs) Za inu l A b i d i n 
Rasheed at last year's Asia Islamic 

Bank ing and Finance 
Conference, wh ich attracted 150 
participants from 19 countries. 

A first i n Singapore, the t w o -
day event was organised b y 
Mendaki Holdings, Mendaki 's eco
nomic arm. The Singapore Ufuk 
Co-operative w i l l be one o f the 
new developments to be h igh l igh t 
ed at Mendaki 's A G M . The meeting 
w i l l look at Mendaki's performance 
in 1998 and the outlook for the 
year. Its annual report also showed 
that more Malay workers took part 
i n the 58 skills t r a in ing courses i t 
organised this year, i n c l u d i n g 
courses i n fork l i f t operating, busi
ness studies and web page design. 

For the first five months o f this 
year alone, 1,875 workers signed up 
for courses, compared w i t h only 
1,598 for the whole o f last year. The 
number included 212 Malay work
ers who took up the Mendaki-NTUC 
Skills Redevelopment Programme 
courses.Launched last December, i t 
encourages workers to get an ITE 
certification for their skills. 

Straits Times 

SAUDI ARABIA 

Saudi Investors flock 
to new Islamic Fund 
A new Islamic fund targeted at 
Saudi investors has raised more than 
$50 mi l l ion since its launch at the 
start o f Apr i l , advisers to the fund 
say. The open-ended Crescent E " " / * ^ 
is managed by Riyadh-based A r a ^ > 
National Bank. The fund invests in 
global equities that conform wi th 
Shariah principles, and has as its 
benchmark the Morgan Stanley 
Capital Index (MSCI)-World Index. 

Saudi bankers say that although 
the fund w i l l have a flexible attitude 
to the geographical spread of invest
ments, attention has so far focused 
on North America and Western 
Europe. "The fund w i l l play to the 
strengths of its management team, 
and investments w i l l be made in 
markets they understand. The 
Crescent Fund has v i r tua l ly no 
exposure to emerging markets," says 
one local banker. 

He adds that investors have bc^*^ 
particularly attracted by the fundus' 
Islamic qualities: "The publication 
by SAMA [Saudi Arabian Monetary 
Agency - central bank] o f the break
down of assets in funds has shown 
that there is a strong demand for 
both equity funds and Islamic 
instruments: the Crescent Fund 
meets both demands." 

ANB is being advised on the 
management of the Crescent Fund 
by London-based Schroder Invest
ment Management International 
through its subsidiary Schroder 
Asseily. Says Philip Winder, 
Schroder Asseily director: "The rate 
at wh ich the fund has grown 
exceeded expectations: i t has 
already doubled ini t ia l targets and is 
continuing to grow." He adds that 
one o f the beneflts o f Islamic instru-
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News Monitor 

ments is t i iat t l iey can attract 
investors wi t i i longer-term invest
ment horizons. "There has been a 
dramatic growth of Islamic banking 
activity over the last ten years and 
Schroder is taking an increasing 
interest in it ," says Winder. 

Middle East Economic Digest 

BAHRAIN 

BBK set for launch of 
Islamic subsidiary 
Khaleej Islamic Investment Bank, the 
new Islamic banking subsidiary of 
Bank of Bahrain 8t Kuwait (BBK), is 
due to launch operations in late July 
or early August. BBK chief executive 
officer Murad A l i Murad says he 
expects the registration process wi th 
the Commerce Ministry to be com
pleted by the middle of June. 

BBK's move follows the recent 
establishment of a number of Islamic 
banks in Bahrain, some as wholly-
owned subsidiaries such as ABC 
Islamic Bank, and others as j o in t 

mtures, such as First Islamic 
Investment Bank. BBK has already 
been issued wi th a licence for the 
establishment of the new Islamic 
bank, which is a j o i n t venture 65 per 
cent owned by BBK and 35 per cent 
owned by Kuwait's The International 
Investor (Til). A service agreement 
has been signed wi th Ti l which wi l l 
manage the bank and take responsi
bil i ty for appointing its first chief 
executive officer. Khaleej Islamic has 
paid-in capital of $12.5 mi l l ion and 
w i l l operate from the Sheraton 
Tower in Manama. 

Murad says that Khaleej Islamic 
wi l l init ial ly focus on investment 
banking, to make best use o f Til's 
experience in this area, and w i l l use 
BBK's strong network as a distribu
tion channel. "However, as time 
passes, Khaleej Islamic w i l l seek to 

diversify into other areas o f Islamic 
banking," says Murad. "In the same 
way, the bank w i l l in i t ia l ly focus on 
its Bahraini market but it w i l l later 
aim to establish operations wi th in 
other Arab and Islamic markets." 

The bid to open an Islamic bank 
is an attempt by BBK to establish a 
presence in one of the fastest grow
ing regional banking markets, says 
one Bahrain-based analyst. "BBK 
has watched a number o f Islamic 
banking subsidiaries established by 
its competitors and has felt the need 
to get into the market," he says. 

Middle East Economic Digest 

ABU DHABI 

Islamic banks - on the 
rise in the past year 
With a total asset of 147.6 bi l l ion 
dollars and an annual net profit o f 
112.5 bi l l ion, the number of Islamic 
banks around the world has prolifer
ated to 176 in the past year. The fig
ure, which was recently presented in 
a forum "Activate the Role of the 
Private Sector" shows that the 
Islamic-banking sector has estab
lished itself and earned the trust o f 
investors around the world . 

Mr. Ibrahim, an economics 
researcher for the Abu Dhabi Islamic 
Bank, said in the forum, that the 
bank invests its funds in various sec
tors that include trade and financing 
(22 percent), industrial (17 percent), 
estate (16 percent) and services (12 
percent). He said that although Abu 
Dhabi Islamic Bank is a newly estab
lished institution, set up only about 
two years ago, i t has managed to 
finance many projects both locally 
and internationally. He pointed out 
that the bank is currently consider
ing the setting up o f new companies, 
particularly in the insurance and 
financial sector. 

A t the same time, the bank is 
also negotiating collaboration wi th 
other Islamic banks around the 
wor ld . Mr. Ibrahim also introduced 
the International Shares Fund, of 
which money is invested in inter
nat ional shares identif ied and 
approved by the Shariah Board. 
Regarding the "Mudarabat" (Trust 
Financing), he said the bank 
arranges every "Mudarabah" in a 
separate account, and runs i t on 
behalf and for the beneficiary of 
the investor ("Rah al-Mal"). The 
bank also determines the beneficia
ry o f the investor, the amount of 
fund and the sector o f investment 
for each Mudarabah. 

On the internat ional level, the 
bank determines the cei l ing o f 
finance for each country based on 
the In t e rna t iona l Eva lua t ion 
Agencies, t ak ing in to considera
t i on the level o f economic growth , 
pol i t i ca l s tabi l i ty and social con
di t ions o f the country concerned. 
The finance and investment grant 
are based on the guarantees pro
v ided by the coun t ry , w h i c h 
requests f i n an c in g t h ro ugh its 
central banks or any specified 
ministries. Many factors are cur
rent ly being studied to offer new 
financial instruments, wh ich f u l f i l 
the Shari 'ah requirements. 

The bank, however, gives more 
attention to establishing investment 
funds, as they generate reasonable 
revenue from different sources. One 
of the funds which the bank w i l l 
offer is the "Commercial Investment 
Fund". The bank is w i l l i ng to partic
ipate in short-term commercial 
investments by trading in products 
from wel l -known suppliers. 

The bank w i l l buy the products 
in cash and sell them on credit to 
other companies at a higher price. 
The profits made from these trans
actions w i l l then increase the level 
of the fund. He added that the 
bank also finances many local 
companies involved in the auto
mobile , general trade, packing, 
p r in t ing and construction sectors, 
besides mak ing other Islamic 
banks part icipate in f inanc ing 
international projects such as the 
Thraya Project. 
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EGYPT 

International Islamic 
conference to be 
held in Cairo to 
discuss development 
of Islamic countries 
The Supreme Council for Islamic 
Affairs is planning to organize an 
international Islamic conference in 
Cairo in June. The conference, 
scheduled to commence from 22 to 
25 June 1999, w i l l discuss a civilized 
project for the development o f the 
Islamic world. It w i l l also formulate 
effective methods to deal wi th the 
policies of globalization, involving 
politics, economy and culture to 
maintain the characteristics and the 
sovereignty of the Muslim Ummah. 

This was announced by Dr. 
Zaqzuq, the Egyptian Minister of 
Awqaf (Endowment) in a press con
ference recently. The participants, 
estimated to be around 500, w i l l 
include prominent scholars, scien
tists. Ministers of Awqaf and Islamic 
Affairs, Chairmen of Islamic corpo
rations and agencies and specialists 
in different fields representing 90 
Arab and European countries. 

Dr. Zaqzuq said the conference 
w i l l discuss, among others, the social 
and cultural issues which w i l l bring 
about progress in the Musl im world 
and help realize the dreams and 
goals o f the Musl im Ummah. 

The conference w i l l concentrate 
more on economic issues as recent 
statistics have shown that there is 
low or almost no economic coopera
t ion amongst Musl im countries (the 
trade links between Muslim coun
tries stand at only 9 percent). One 
way of overcoming this problem. Dr. 
Zaqzuq contends, is through the 

cooperation of Musl im countries, as 
the aim of the project is to encour
age further economic development 
in these countries. 

The conference w i l l b r ing 
together many eminent politicians, 
scholars and authors from the West, 
particularly those who are special
ized in the affairs o f the Islamic 
world . Among those who are expect
ed to participate are French scholar, 
Rojuh Gharwudi and German 
Mus l im scholar, Mr . Murad 
Hoffman. Dr.Zaqzuq also reminded 
Islamic institutions to be more care
ful i n dealing wi th the mass media 
and the multimedia, as lately, distor
tions on Islam spawned by the rivals 
of the religion have become a men
ace to the Mus l im communities 
around the world especially those 
spread through the Internet. 

Dr.Zaqzuq also announced new 
plans and programmes to finance 
the Islamic Waqf (endowment) to 
generate resources for projects and 
activities of the Minis t ry o f Awqaf. 
A committee has been established 
to study all the possible ways to 
develop the resources o f Awqaf, 
and to f ind suitable ways o f 
encouraging Muslims to contribute 
to the endowment. 

SUDAN 

Investment Shares 
Fund introduced for 
the first time in Sudan 
Recently, i n a press conference the 
Chairman o f Investment Bank, 
Sudan, Mr. Abd Rahim Hamdi gave 
a comprehensive explanation on the 
practical steps of establishing the 
first Investment Shares Fund (ISF) in 
Sudan, showing that the ISF is a 
closed investment fund for a speci
fied period of time - two years rep

resenting a capital of one bil l ion 
Sudanese pounds. He said that the 
Fund, which w i l l be regulated by 
new laws, is the first of its kind in 
Sudan. The share (Suk) is worth 
1000 Sudanese pounds each. 

Mr Hamdi stated that the shares 
w i l l be selected based on specific 
analysis to ensure that the invest
ment in these shares are profitable. 
The shares o f the Fund represent 15 
companies listed on the Khartoum 
Stock Exchange. He explained that 
the Investment Bank w i l l issue cer
tificates showing the number o f 
shares (Sukuk) belonging to each 
investor and these shares w i l l be 
used for buying and selling in the 
Khartoum Stock Market. He s ' ^ d c j i ^ ^ ^ 
that the Investment Bank woui^T^ ! 
cover 50% of the Fund shares on the • 
date o f issue. 

The profit achieved w i l l be dis
tributed every six months. 90% of 
the profit w i l l be distributed to the 
investor (Rab al-Maal) and 10% to 
the fund manager (al-Mudarib). The 
financial losses w i l l be borne by the ' 
investor (rab al-Maal). Mr. Hamdi 
mentioned that the ISF has many 
advantages. The objective of the low ' 
subscription rate is to create more 1 
diversity, because o f the high risk of 
investing in large development pro- t 
jects. Moreover, available liquidity 
in the Fund w i l l be registered on the 
stock exchange after three months. 
Furthermore, the Fund w i l l a lU"*^ , 
each subscriber to withdraw 10%""' , 
from the value of his participation in 
the Fund as of three months from 
the launch date of the Fund. • 

NewHORIZON welcomes 
comments, information 
and news from financial 
institutions offering 
Islamic financial services. 
Please contact the Editor at 
16 Grosvenor Crescent 
London SWIX 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 soeaks for itse 
. 18 companies 
• 6500 employees 
. Taka 2.5biIlion tumover 
. Total assets exceeding 

Taka 1 billion 
. 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 tubewell 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 

BEXIMCD 
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 



In the name of Al lah 
the Beneficent, the Merciful 

A link 
between the 

Swiss Financial Market 
and 

the Muslim World 
offering 

Islamic Financial Services 
and 

Private Portfolio 
Management 

FAISAL FINANCE (SWITZERLAND) SA 
( A M E M B E R OF T H E D A R A L - M A A L A L - I S L A M l GROUP) 

84 avenue Louis-Casai - 1216 Cointrin, Geneva, Switzerland 
Phone (022) 929 53 00 Telex 415 354 ffs ch Fax (022) 929 53 99 


