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COMMENT 

World Bank a IMF Washington 
demos attempt to force change 

D emonstrators gathered in 
the American capital 
intent on making an 
impact on the spring 

meetings of the World Bank and 
the International Monetary Fund. 
Many were veterans of the Seattle 
protests last December against the 
World Trade Organisation, which 
closed down the city centre. 

Nearly 200 groups formed a 
coalition called the Mobilisation for 
Global Justice. This diverse group 
descended on Washington from all 
over America and overseas intent 
on protecting the environment, 
abolishing Third World debt, 
defending human rights, opposing 
genetic engineering, denouncing 
poverty and much more. 

The Washington police dept. 
heavy handled tactics only served 
to draw attention to the World 
Bank, IMF and WTO's global triad 
that forces poor countries to 
restructure their economies in 
favour of big business. A growing 
number of economists are increas
ingly voicing concern with the IMF 
being criticised for failing to spot 
in advance either the 1994-95 
Mexican crisis or the 1997-98 
Asian crises. 

In response, the Fund's power
ful International Monetary and 
Financial Committee - chaired by 
Chancellor Gordon Brown - put 
forward a series of proposals to 
improve the IMF's surveillance 
system. These include promoting 
the flow of information between 
the governments and investors, 
one of the key problems in South-
East Asia. There are also moves to 
improve the flexibility of the rescue 
programmes initiated by the IMF 
when it offers crisis-hit countries 
financial help. There is also a greater 
appreciation of the need to involve 
the private sector after some of the 
rescue packages implemented in 
recent years - particularly in Russia -

appeared to do little more than bail 
out Western banks. 

The Fund is also slowly moving 
away from the mantra that coun
tries with fixed exchange rates 
must defend them at all costs, a 
belief that caused extraordinary 
and unnecessary pain in South-
East Asia. These moves to a more 
flexible economic approach were 
welcomed by at least some of the 
campaigners gathered in 
Washington who argue that the 
IMF's programmes take insuffi
cient account of individual eco
nomic circumstance. 

For many others, however, the 
proposed reforms do little to 
counter their ideological opposi
tion to the Fund. For these cam
paigners, the IMF's policies are 
simply imperialism by another 
name. Away from the Washington 
streets, more mainstream econom
ic commentators have expressed 
palpable relief that at long last IMF 
policymakers appear to be taking a 
slightly less rigid approach. 

On debt relief, a subject that 
campaigners in Washington and 
elsewhere have successfully 
brought to public attention, there 
has been some encouraging talk, 
but little action. In particular, the 
IMF and World Bank have yet to 
follow the lead of the G7 nations 
to cancel debt owed by the world's 
poorest countries. Quite why the 
IMF and World Bank have not 
taken this step is unclear. 

Officials say it is partly an issue 
of funding - with US Congress 
already unwilling to hand over 
taxpayers ' cash to the institutions. 
But the reality is there is nothing 
to stop either the Fund or the Bank 
pledging the cash publicly. The 
failure of the IMF, and the Worid 
Bank for that matter, to keep up 
with the momentum of the debt 
movement seems to many as 
another example of the two insti

tutions being out of step with the 
pace of change. 

As far as structure of the Fund 
is concerned, many believe the 
IMF is insufficiently independent 
from the interests of its members. 
An unwillingness to change also 
characterises official reaction to 
suggestions that the IMF should 
radically alter is lending activi
ties. In particular, there are grow
ing calls for the IMF to pull back 
from longer-term lending and 
concentrate purely on short-term 
crisis resolution. 

There are certainly compelling 
reasons for the IMF to give up 
some of its longer-term projects, 
where there is often overiap with 
the World Bank and frequently a 
lack of on-the-ground expertise. 
One cannot help suspecting that 
in this area, as in so many others, 
the Fund is simply resisting all 
changes which its feels could 
undermine its power base. 

Such an approach is myopic -
If the IMF wants to be considered 
a real global player in the future, it 
has to find its own identity and be 
seen to be acting objectively, not 
blindly clinging to the past and to 
maintaining the status quo. 

The world is changing reveal
ing a growing desire amongst peo
ple to find equitable solutions to 
the worlds economic problems -
the IMF must change with it. 
World Bank and IMF officials say 
they are already making improve
ments. But pressure from the 
streets may well encourage them 
to adopt more, including greater 
transparency about their loans and 
construction projects. As for the 
future, the new protest movement 
is planning more demonstrations 
at this summer's presidential nom
inating conventions. Then it will 
be on to Prague for the September 
meetings of the World Bank and 
die IMF. • 
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FINANCE 

"Being innovative is the operative 
phrase in developing the Malaysian 
version of the Islamic capital market". 
DATUK DR ABDUL HALIM ISMAIL, 
Executive Chairman BIMB Securities 
outlines the development of 
Malaysian Islamic capital Market 

I ^ o boldly go where no one 
has gone before. This slo
gan must be very familiar 
to fans of a certain long 

running space exploration televi
sion programme. However to the 
powers that be in Malaysia, the slo
gan can be applied to the develop
ment of an Islamic financial system 
that includes banking as well as the 
capital market. 

No doubt, the public reception 
of Islamic financial instruments was 
uncertain when they were first 
introduced but as their popularity 
increased over the years, even con
ventional financial institutions are 
providing Islamic financial services. 

The Islamic capital market is an 
essential platform for the efficient 
mobilisation of Islamic funds. And 
there is a need to develop capital 
market instruments to attract funds 
from such institutions as Tabung 
Haji, Islamic banks and Islamic unit 
trusts as well as the increasing 
number of individuals looking for 
Syariah-compliant investments. 

On the international front, there 
are 52 Islamic funds in operation of 
which 21 are global equity funds. 
The total fiind value, including both 
banks and capital market, and pri
vate asset managemen t from 
Islamic countries is valued at US$90 
billion (US$1=RM3.80) and US$800 
billion respectively. In addition, 
there are several global Islamic 
indices such as the Dow Jones 
Islamic Market Index, Dow Jones 
Islamic-US and Dow Jones Islamic 
Global Technology. 

In early 1999, Kuwait-based The 
International Investors launched a 
series of Islamic indices as a bench

mark for the international Islamic 
equities capital market in a joint 
effort with the Financial Times. 

But how to compete with the 
ever changing and fast-paced con
ventional methods? For, besides 
religious benefits, the market play
ers would surely put the commercial 
benefits as top priority. 

Thus, the development 
of an Islamic capital market must 
not be confined to imitating avail
able models of an innovat ive 
approach, exploring the wide array 
of Shariah concepts that have not 
been tested. 

No doubt, the public 
reception of Islamic 
financial instruments 
was uncertain when 
they were first intro
duced but as their 
popularity increased 
over the years, even 
conventional financial 
institutions are provid
ing Islamic financial 
services 

Fortunately, this is already hap
pening in Malaysia, much to the 
envy of many other Islamic coun
tries. In fact, Malaysia has become a 
model for the rest the world. 
It is true that Malaysia has been 
recognised internationally as one of 
the pioneers in Islamic banking and 
takaful industry. 

Further, in the Islamic capital 
market, we have seen quite a n u m 
ber of Islamic cross-border invest

ment and financing take place to 
finance infrastructure projects in 
Malaysia based on Ijarah (Islamic 
leasing), murabahah (cost plus prof
it), musharakah (profit and loss 
sharing, istisna (product/contract by 
progress order) and other concepts. 
The investment and financing of 
these activities were co-arranged 
with Islamic investment banks 
and fund managers based in the UK 
and Middle East. 

The efforts to develop Islamic 
capital market in Malaysia started 
as soon as the Securities 
Commission (SC) was estab
lished in 1993. In fact, the SC has 
earmarked the development of the 
Islamic capital market as an impor
tan t agenda wi th in the overall 
activities of the country's capital 
market. 

To show that it means business, 
the SC has set up a unit called 
Islamic Capital Market Unit to carry 
out research and planning for 
the development of the Islamic cap
ital market in Malaysia. The staff 
for this unit were chosen from 
among researchers who are well 
versed in the fields of Muamalat 
(Islamic financial system) as well as 
conventional capital market prac
tices. 

Subsequentiy, a working com
mit tee called the Islamic 
Ins t ruments Study Group was 
formed and then this was succeeded 
by an advisory board named 
Syariah Advisory Council that was 
established in 1996 to advise the SC 
in mat ters concern ing Syariah 
financial instruments. The Council 
has seven members: three academi
cians who are Syariah experts, one 
ex-Syar iah judge , two religious 
leaders (mufti) and one Islamic cor
porate finance figure. The setting 
up of the Council and the Unit that 
combined Islamic th inking with 
modem financial market practition
ers have enabled the SC to cany out 
sound and systematic development 
activities of Islamic capital market. 

In this regard, the Council of the 
SC had, until the end of May 1999, 
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approved 541 counters representing 
7 3 % of the 739 counters in the 
KLSE as counters approved accord
ing to Syariah guidelines. The 
shares approved include ordinary 
shares, warrants and transferable 
subscription rights. 

The Council is the authority that 
decides whether a share on KLSE is 
approved or not in Syariah where 
the list of companies is updated 
periodically, presently three times in 
a year. Usually when an updated 
list is announced, there might be a 
few shares on the previous list 
which are de-listed, a few others 
which are not previously in are 
included, and newly-listed shares 
which are included for the first time. 

There are actually two such 
councils, ' says Datuk Dr Abdul 
Halim Ismail, executive chairman of 
BIMB Securities Sdn Bhd who is 
also a member of the Council. 
'There is one at BNM for banking 
and insurance. And the one at the 
SC is specifically for the capital 
market,' he explains. 

According to Abdul Halim, in 
classifying the securities as 
approved securities, the Council has 
applied a standard criteria that is 
focusing on the core activities of the 
companies listed on the KLSE. 
Hence, companies whose activities 
are not contrary to the Syariah 
principles will be classified as 
approved securities. They will be 
excluded from the list based on the 
following criteria: 

Operations based on riba such as 
activities of commercial merchant 
banks and financial institutions; 
operations involving gambl ing; 
activities involving the manufacture 
and/or sale of haram products such 
as liquor, non-halal meat and pork, 
and operations containing element 
of gharar (uncertainty) such as con
ventional insurance business. 

Approved securities include 
ordinary shares, warrants and trans
ferable subscription rights (TSRs). 
This means that warrants and TSRs 
are classified as approved securities 
from Syariah perspective provided 
the under lying shares are also 
approved. On the other hand, loan 

stocks and bonds are non-approved 
securities unless their issuance is 
based on Islamic principles. 

Another positive development 
for the Islamic capital market in 
Malaysia happened in April last 
year. The KLSE launched the 
Syariah Index on Apr 17, 1999, 
which is an all-share index compris
ing all approved shares at the time. 

Says Md Nurdin Ngadimon, 
assistant manager at SC's Islamic 

We already have a 
well developed Islamic 
banking and takaful 
industry... All of these 
can be combined and 
synergised strategically 
to further strengthen 
the Islamic Capital 
Market in Malaysia 

Capital Market Unit, "As of today, 
the KLSE SI is made up of 274 main 
board shares. The component is 
updated as and when the updated 
list of SCs Syariah approved securi
ties is released. So far, it has been 
updated twice.' 

Since its launch, the index has 
increased by 3 1 % from 98.53 points 
on its opening day to 129.21 points 
on July 6, 1999. 'We also hope to 
see the development of risk man
agement products based on this 
index in the near future, similar to 
the function of the KLSE CI futures 
contract, given that more than 70% 
of the shares listed on the KLSE are 
Syariah approved' he explained. 

Apart from that, as of Nov 30, 
1999, there were 13 unit trust funds 
administered according to Islamic 
principles with a net asset value of 
RM1.2 billion. There were only 10 
such funds in 1997. Most of these 
schemes have been introduced since 
the eariy 1990s in view of the grow
ing demand of Islamic investors. 

'In addition,' adds Md Nurdin, 
'there is a growing interest and sup
port from insti tutional investors 

such as Tabung Haji that actively 
participates in the Islamic capital 
market. As of Dec 31 , 1997, its total 
accumulated deposit was RM5.7 bil
lion and total asset of RM6.5 bil
lion. Further indicating that the 
potential amount of funds available 
for Islamic capital market is very 
significant.' 

In the stockbroking industry, 
several stockbrokers have set up a 
dedicated unit to provide Islamic 
broking services for their present and 
prospective Muslim clients with the 
SCs Syariah approved list being used 
as a main source of reference. They 
also provide Islamic margin financ
ing facilities based on approved con
cepts such AI-Murabaha and AI-
Bai'Bithaman Ajil. 

The investment in approved 
securities is not limited to Muslim 
investors only, just like in Islamic 
banking and takaful services. What 
matters most to investors in general 
is the return on their investment and 
to Muslims, on top of the return, is 
that they have invested in approved 
securities. Meanwhile, the Islamic 
debt market, despite a relatively 
recent development in Malaysia, has 
proven to be a successful venture. 

In 1996, Islamic debt securities 
accounted for some RM1.37 billion 
or 2.6% of the total PDS in issue of 
RMS2.99 biUion. This increased to 
RM3.94 billion or 13.7% of the total 
PDS in 1998- And this increased 
further to RM 13.89 billion or 13.7% 
of the total PDS of RM 101.13 bil
lion in issue as of Dec 31 , 1999. 

'We already have a well devel
oped Islamic banking and takaful 
industry, and a host of Islamic 
finance experts and Syariah schol
ars with considerable number of 
years of experience in advising 
financial institutions and corporate 
issuers on Syariah instruments and 
transactions. All of these can be 
combined and synergised strategi
cally to further s t rengthen the 
Islamic Capital Market in Malaysia. 
These initiatives and efforts will 
provide great opportunities for for
eign investors and inst i tut ional 
players to participate', concludes 
Md Nurdin. • 
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The Supreme Court 
decision on Riba: 
What next? 
S.M.A. Ashraf assesses the recent Supreme Court Ruling 
outlawing Riba in Pakistan 

Introduction 
Two decades ago the Government 
of Pakis tan expressed its firm 
intention to switch over to an 
interest free economy. 
Subsequently, three government 
sponsored institutions, the House 
Building Finance Corporation, The 
Inves tment Corporat ion of 
Pakis tan and the Nat ional 
Investment (Unit) Trust put up pro
posals to free their operations from 
interest, these were approved by 
the government in consul ta t ion 
with the Council of Islamic 
Ideology. 

Further, a committee of experts 
consisting mostly of economists 
and bankers was set up by the 
Council to recommend ways and 
means of freeing the banking sys
tem from interest. Their recom
mendations were sent to the gov
ernment and finally approved. A 
number of committees of bankers 
were set up at different levels and 
Government amended re levant 
clauses of the law relating to bank
ing. Finally in two stages banks 
started functioning on an "interest 
free" basis and people began think
ing that soon poverty would be 
removed and a new era of develop
ment will start with the blessing of 
Allah. However, before the eupho
ria was over, it was discovered that 
no real progress had been achieved 
towards the Islamisation of the 
banking system and Islamisation of 
the economy was jus t a dream. 

In my opinion the main reason 

for this failure was that most of the 
people who were engaged in the 
task never thought of earning the 
pleasure of Allah, nor make any 
sacrifice for it. 

Government itself continued to 
bor row m o n e y from its own 
nationals and from others on inter
est, and the profit and loss system 
to which the banks had moved to 
from the interest based system, 
proved to be only a change of 
name. Many senior and well-
mean ing bankers started saying 
tha t the sooner this munafiqat goes 
the better it would be. Ten years 
ago the Federal Shariat Court gave 
a verdict against a number of 
banks ' claim of interest from their 
clients and declared m a n y laws 
relating to interest as ultra-virus. 
Ironically, the very Government 
that professed its dedication to 
Islam, filed an appeal against this 
Judgement in the Shariat Appellate 
Bench of the Supreme Court. For 
one reason or the other the appeal 
was kept pending. 

Now the Supreme Court has 
given its final verdict and it is 
hoped that immediate steps are 
taken to implement this verdict. 
However, apparently nothing has 
been done in this direction, except 
that a Committee has been set up, 
as recommended by the Court. 

A Commission for Islamisation 
of the Economy had already been 
formed a few years ago, which had 
forwarded its recommendat ions to 
the government a long time ago. 

but nothing was heard about it 
thereafter. The lack of political 
will is apparent from the fact that 
government continues to borrow 
under its various interest based 
savings schemes and sell its bills 
on the same basis. There is some 
sign of reduction in expenditure 
and one hopes it gets full support 
from the public. 

However, we are even now as 
eager as we were to borrow from 
abroad and l iving wi th in our 
means, seems to be a far cry. 
Professional bankers , who have 
trained within an interest based 
system are neither being reoriented 
and retrained. Nor are they being 
replaced by competent persons of 
high integrity, who can shoulder 
the responsibility of partnership 
wi th t raders and indust r ia l is ts . 
Even deve lopment ins t i tu t ions , 
w h o s e ma in responsibi l i ty was 
evaluat ion of projects have taken 
over the role of bankers. 

Riba 
Getting rid of riba is not an easy 
task. Sincere efforts are required 
by the whole nation, more so by 
the government , the press, the 
politicians and the religious lead
ers. One thing that is lost sight of, 
is the fact that since interest is at 
the root of the entire capitalistic 
system, once you take out interest 
from it, the whole system will col
lapse. In this system, profit, 
growth and development have a 
set of meanings that is entirely dif
ferent from wha t Islam has given. 
As a senior economist has suc
cinctly put it, " A deeper analysis 
of the evolution of modem devel
opment theory would reveal that it 
is a complete agenda for transfor
mat ion of social, economic, politi
cal, psychological, and above all 
cultural values and cognitive frame 
work from those which are com
m a n d e d by Allah and His 
Messenger." [Waqar Masood Khan: 
paper read in the Four th 
International Seminar On Islamic 
Economics; Washington, DC, USA 
May 17-19,1992]. 

This does not mean that unless 
we replace the whole system with 
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an Islamic system there is no point 
in eliminating interest from the 
banking system only. That will be 
a wrong conclusion. It only means 
that eliminating interest from the 
banking system should only be 
regarded as an interim measure. 
Whatever instruments that were 
created by senior bankers, with the 
assistance of religious scholars in 
the eighties in order to replace 
interest-based ins t ruments lost 
their utility. This is because it was 
not fully realised that these were 
only interim measures and we had 
to move on to a truly Islamic econ
omy and an Islamic society. There 
was no real change of heart. 

The new instruments were jus t 
a camouflage. Loans continued to 
be given on interest against securi
ties and collateral and "unneces
sary and tideous" documentat ion 
had to be gone through only to ful
fil the requirement of the law. For 
example, in murabaha goods were 
neither purchased nor sold. Only 
paper formalifies were completed. 
There was no political will to real
ly Islamise the economy and since 
we did not move forward we had to 
recede. 

Supreme Court decision on 
Riba 
The Supreme Court Judgement has 
once again raised the hopes of the 
public, especially the poor masses, 
because a truly Islamic economy 
will ensure Justice and fair play to 
all and will not be contrary to the 
injunctions of Allah (Subhana wa 
ta'ala) and His Messenger (Sallahu 
alaihe wa sallam). All hands must 
to be on deck, and efforts by all 
sections of the society, not the least 
the government is needed. The 
public has to be educated on issues 
like discarding the idea of money 
remaining safe and earning profit 
at the same time. Money cannot 
grow with time. It has to be 
invested in profitable pursuits. 

In the past, efforts had been 
focused on elimination of interest 
only from the bank ing sector. 
What about the thousands of t rans
actions based on interest that are 
made every day in markets? Even 

domestic servants take loans on 
interest. No voice is raised from 
the pulpit against such t ransac
tions. The virtue of giving loans 
(Qard Al hasan) to a needy person 
to tide over his temporary difficul
ties are not encouraged by the 
society, a l though there is a t radi
tion of the holy prophet (saws) that 
charity is rewarded ten times, while 
Qard Al hasana is rewarded eigh
teen times. Al though even in this 
materialistic age there are persons 
who would be willing to give loans 
to needy persons, they do not give 
Qard al hasana, because they are 
afraid that their money will not be 
repaid. 

Suggestions 
There is so much social degenera
tion that a movement has to be 
star ted to re-es tabl ish Islamic 
social norms, and also towards a 
society which gives a high premi
u m of strength of character and 
integrity. 
• As a first step towards achieving 
the goal, government should see 
that banks and financial insti tu
tions provide finance to trade and 
industry in letter and spirit accord
ing to the modes approved by 
Shariah. 
• Documents should not only be 
paper formality. 
• A complete re-orientation and 
thorough training of officials of the 
banks and other financial insti tu
tions will be needed. These posi
t ions should be headed by dedicat
ed a person, whose conduct are and 
has always been of integrity and 
beyond reproach. If perforce a 
choice between technical compe
tence and dedication and integrity 
becomes necessary, the choice 
should be in favour of the latter. 
• Stringent laws should be made 
against defaults and abuse of trust 
and efficient machinery must be 
set up to give redress to the 
aggrieved within a few weeks. For 
this the executive and the Judiciary 
both will have to play its best. The 
courts whose jurisdiction included 
cases of bank defaults were few in 
number and execution of a court 
decree still remains an uphill task. 

• Elevation of the moral level of 
the society is also necessary for the 
re-establishment of the rule of law 
without which no reform is possi
ble. Somehow across the board, 
speedy disposal of Just ice has 
eluded us so far. 
• S imul taneous ly , gove rnmen t 
should create an atmosphere which 
will be conducive to an interest-
free e c o n o m y and remove the 
impediments to achieving this end. 
Eradication of corruption enjoys a 
pivotal position in this effort. It 
should be understood that bureau
cratic corruption is not the only 
type of corruption that has to be 
got rid of. It is a long drawn 
process, but if there is even a 15 
percent improvement each year, it 
will be a good ach ievement . 
Elimination of all types of corrup
tion will be an important step 
towards the re-establishment of the 
rule of law. Scant at tention to this 
in the past has resulted in the pre
sent inadequate law and order sit
uat ion as a result there has been no 
real investment in the country dur
ing the last few years. 
• Deficit financing and taxat ion 
laws have been the other two 
major imped imen t s in the 
Is lamisa t ion of the economy. 
Deficit financing creates inflation 
and if the state spends more than it 
earns, it will have to make up the 
difference by bor rowing from 
either internal or external market, 
both of which have had disastrous 
consequences in the past. The 
value of money keeps on decreas
ing and there is a great temptat ion 
to put it "in a safe place where it 
will also grow with time". 
• Taxa t ion laws work in favour 
of t h o s e w h o c o n c e a l t he i r 
i ncome and get capi tal on loan. 
They are great d is incent ives for 
en te r ing into musha raka or m u d -
ha raba a r r a n g e m e n t s . No great 
h a r m will be done if Income Tax 
Act is a l toge ther abol ished, as 
was r ecommended by the Council 
of Is lamic Ideology while recom
m e n d i n g t he i n t r o d u c t i o n of 
Zakat and 'ushr . 

May Allah the Almighty guide 
us to the right path. Amen! • 
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IIBI FORUM . : i i i i M i i T i i i i i i i i i i r ^ 

Questions, 
Answers 

Calculating the Selling Price 

What is the Shari'ah ruling in 
regard to the calculation of the 
selling price in murabahah? 

Saddik Ansar, UK 

Trust, in every sense of the word, 
is the cornerstone of all m u r a b a 
h a h sales. If the cond i t i on 
between the two parties is to add 
the bank's profit to the original 
price, the client, as the purchase 
pledger, has the right to know the 
actual purchase price. 

If the agreement is to add the 
bank 's profit to both the purchase 
price and its expenses, like ship
ping charges, storage, and so on, 
then the bank has the r ight to add 
these, provided that the figure is 
described in the contract as the 
total cost, and not the purchase 
price. 

Calculation of Profits 

How should the bank calculate 
its profits in murabahah t rans
actions that involves several 
parties? 

Ishaq Abdullaziz, Kuwait 

The most j u s t and equi table 
method of accounting for profits in 
murabahah t ransac t ions is the 
method designated "periodic miti
gation" by means of which the 
bank determines its profit in a peri
od that begins with the signing of 
the contract and ends on the date 
the last instalment is paid. The 
profits may thus be credited 
monthly to a "profit and loss" 
account. 

Rounding Fractions in Profit 
Margins 

Our bank's credit department 
makes agreements for murabahah 
sales with those of its clients who 
are desirous of purchasing goods 
for a certain amount, and at a 
fixed annual percentage of profit 
for the bank, for example, IC/o. 
At times, however, the client will 
want to shorten the payment 
period, so that it becomes less 
than one year. When the bank 
determines the new profit per
centage for the new period, it is 
quite often confronted with f rac
tions of percentage points. Is it 
lawful to round off such fractions 
to the nearest whole number? Or 
must the exact figure be used? 

Hakeem Usmani, Pakistan 

Rounding the fraction to the near
est number amounts to increasing 
the percentage of profit previously 
agreed upon with the client. It is 
therefore not lawful to round the 
fraction without the consent of the 
client. 

Advances 

The bank accepts advance pay
ments, 'urbun, from its client 
when it receives his/her order to 
purchase. The advance is then 
deposited in an account main
tained specifically for such pay
ments until such a time as the 
goods (that were ordered by the 
bank on behalf of its client) 
arrive and the client takes pos
session of the same. Then the 
amount is kept as guarantee 
against the timely payment of 

the instalments agreed to in the 
murabahah contract. There are 
certain clients, however, who 
seek the return of (a propor
tionate amount of) the advance 
to their current accounts with 
every instalment payment they 
make. What Is the Sharah rul
ing in this matter? 

Suleiman Yacoub, Egypt 

'Urbun m a y be defined as wha t is 
paid all at once w h e n a cont rac t 
is concluded, and the buyer has 
the op t ion at tha t t ime to ei ther 
re ta in the goods or nullify the 
cont rac t . In the event the c o n 
t r a c t is nul l i f ied , t he ' u r b u n 
a d v a n c e will be long to the seller. 
If the sale is no t concluded, h o w 
ever, and never passes beyond 
be ing a pledge (on the client 's 
par t to b u y from the b a n k w h e n 
the goods arrive), t hen wha teve r 
the cl ient (who desires to pur 
chase) pays in advance will no t 
be cons idered ' u rbun , bu t ra ther 
earnes t m o n e y . 

U n d e r t h o s e c i r c u m s t a n c e s , 
the a m o u n t will become a t rus t in 
the h a n d s of the seller unt i l the 
t ime the m u r a b a h a h cont rac t is 
ac tua l ly conc luded , at which t ime 
it will become a par t of the over
all price. 

In case the two par t ies cons id
er the amoun t , once t he sale has 
been concluded, a pledge, rahn , 
t ha t m a y be held aga ins t t he 
ins ta lments owed by the buyer , 
t hen this will be lawful. 

The r e a s o n is b e c a u s e the 
hold ing of cash as a pledge is 
deemed lawful by the Shar i ' ah so 
long as part ies keep in mind the 
well k n o w n Sha r i ' ah p r inc ip le 
which states tha t a cash pledge 
must no t be used to the advan tage 
of the one hold ing it, the pledgee. 

Therefore, if the a m o u n t is 
invested, the profits earned on 
the inves tmen t will accrue to the 
benefi t of the one giving the 
pledge (not the one hold ing it). 
Such a usage is no t to take place 
unless the one g iv ing the pledge, 
the bank ' s client, gives h is /her 
p e r m i s s i o n to t he p l edgee to 
make such an inves tment . 
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Letters of Credit 

In undertaking a murabahah 
transaction, the bank will open a 
letter of credit in favor of the 
exporter. In legal terms, this act 
is equivalent to an offer (ijab) on 
the part of the bank. The 
exporter will then indicate 
acceptance (qubul) by shipping 
the merchandise to the bank 
which then becomes the owner 
of the merchandise, and may dis
pose of it as it sees fit, by selling 
it to the purchase pledger or any 
other. Sometimes, however, 
after the letter of credit has 
been opened (by the bank) and 
received (by the exporter), and 
before the goods have been 
shipped, and before the price has 
been paid, the exporter will reply 
in writing to the bank's offer, 
i.e., indicating its (the exporter's) 
agreement to the bank's opening 
a letter of credit and of the con
ditions (if any) accompanying it. 
May such a letter of agreement 
be considered acceptance (qubul) 
on the part of the exporter? 
Such that the transaction is com
plete? And, if this is indeed the 
case, then will it be lawful for 
the bank to dispose of the com
modity as it wishes, by selling it, 
for example, to a purchase 
pledger, and then sending it to 
him/her in his/her name directly? 
Or must the bank take possession 
of the commodity and then deliv
er it to the purchase pledger? 

Raj Khan, Sri Lanka 

We do not recommend that the 
bank take part in transactions in 
which the bank does not have a 
major role to play. Rather, in order 
to avoid det r iment to itself 
(through employing the legal pr in
ciple which calls for the obstruc
tion of legitimate means when 
these may lead to i l legi t imate 
ends), and in order to avoid giving 
the impression that the bank's only 
role is as a bank roller [the term 
used here is tamwil, or financing. 
The meaning, however, is that the 
procedure described has no legal or 
contractual framework, and is thus 

no different than "bankrol l ing" 
someone, by handing them money 
and allowing them to do with it 
what they please, and how they 
please]. The bank should work 
through an agent in matters of 
buying and selling. 

Adding Wages to the Cost 

A client requested the bank to 
purchase building materials for 
him/her on the basis of muraba
hah. At the same time, he/she 
requested the bank to pay the 
wages of the building contractor, 
in cash, during the process of 
building. Is it lawful for the bank 
to pay wages in cash as a part of 
the murabahah transaction for 
building materials? 

Zafar Abdul Rahman, USA 

Dealing in bui lding materials on a 
murabahah basis is lawful. It is 
unlawful, however, to pay wages in 
cash and add these to the total 
amount of the murabahah t ransac
tion. The reason for this ruling is 
that the wages in this case become 
debts; and equity must always be 
main ta ined in the p a y m e n t of 
debts, otherwise they admit of an 
element of riba. 

Total Cost 

Is it lawful, from a Shariah per
spective, for the bank to sell a 
certain commodity to someone for 
cash and deferred payment(s) 
while charging the total cost c a l 
culated from the price of the 
commodity in addition to the 
shipping, delivery, and installation 
costs? 

Habib Bilal, Malaysia 

Such a transaction is lawful; and 
there is noth ing wrong with it as 
long as the bot tom line figure is 
represented as the total cost rather 
than the purchase price, and as 
long as the transaction is one of 
the t rust (amanah) t ransac t ions 
(like murabahah or tawliyah, sale 
at cost). 

Passing on Discounts 

Is it lawful for the bank to pur
chase a commodity at market 
value, which is discountable, 
and then, after taking posses
sion of the commodity, to sell it 
to another party, in cash or on 
credit, by means of murabahah 
or as a bargained sale; and will 
the third party have a right to 
the discount, if there is one? 

Ibrahim Faisal, Germany 

It is lawful for the b a n k to p u r 
chase a d i s coun t ab l e c o m m o d i t y 
at ma rke t va lue , and to sell it, 
af ter t a k i n g p o s s e s s i o n , to a 
th i rd pa r ty in cash or on credit , 
by m e a n s of m u r a b a h a h or as a 
b a r g a i n e d sa le . However , if a 
d i s c o u n t t a k e s p l a c e a n d is 
passed on to t he bank , the th i rd 
pa r ty will h a v e a r ight to it if 
he / she b o u g h t the c o m m o d i t y 
from t h e b a n k b y m e a n s of 
m u r a b a h a h . If, however , t he 
th i rd p a r t y b o u g h t the c o m m o d 
i ty by m e a n s of a ba rga ined sale, 
he / she will no t have a r ight to 
the d i scoun t . 

Offering Preferential Pates 

May the bank lawfully offer to 
sell commodities by murabahah 
to its clients whose salaries are 
electronically deposited in the 
bank at rates which are better 
than the rates it offers to its 
regular cl ients? 

Mohammed Khaleefa 
Saudi Arabia 

It is lawful, from a Shar i ' ah pe r 
spec t ive , for t he b a n k to offer 
preferent ia l ra tes to such c l ients . 
This m a y be d o n e in order to 
e n c o u r a g e t h o s e c l ien ts and o t h 
ers to deal wi th the bank , and to 
d i scourage t hem from unlawful 
dea l ings . Of course , (in such 
t r a n s a c t i o n s , as in all others) , 
the b a n k mus t be careful to h o n 
es t ly r e p r e s e n t t h e o r i g i n a l 
pr ices and all re la ted expenses . 
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IIBI DISCUSSION FORUM 

The Supreme Court in December 1999 declared all laws, which deal 
with the payment of interest as repugnant to the injunctions of Islam 
and ruled that all such laws shall cease to have effect from June 30, 
2001 in Pakistan. Two of the committees required by the decision to 
devise riba free banking have already been formed and it appears the 
process is underway - ASIM BUTT interviews ARSHAD ZAMAN, 
eminent economist on the effect of this ruling on Pakistan's financial 
and economic system 

ASIM BUTT: Do you think that 

the Shariat Court Appellate 

Bench's decision is viable and 

implementable? 

ARSHAD ZAMAN: Basically, 
what the Shariah courts are sup
posed to do is to rule on whether or 
not a law is consistent with the 
Shariah. That is what the Federal 
Shariah Courts decision did. In its 
appeal to the Supreme Court, the 
government not only appealed 
against the substance of the deci
sion but also asked the court how it 
was to proceed if riba was judged 
to be repugnant to the Shariah. In 
this, the government placed a 
demand on the Supreme Court that 
is somewhat unusual , especially in 
terms of the appehate jurisdiction 
of the Supreme Court. 

So the j u d g e m e n t of the 
Supreme Court has to be seen in its 
two constituent parts. Firstly, it 
has declared that a number of 
existing laws are not consistent 
with the Shariah. That is really the 
crux of the judgement . But then, 
because the government had asked. 
There are 11 concrete recommen
dations at the end of the Supreme 
Court's judgement . None of these 
ought to present any great difficul
ties if you choose to implement 
them. The court has asked the gov
ernment to set up various commit
tees and change a few laws. The 
issue really is whether you think 
riba is bad n inherently evil, or in 
the language of lawyers, malum 

per se n or not. And there are very 
few things left that the modern 
mind considers abhorrent . When 
you do not recoil in revulsion from 
riba, you imagine all sorts of diffi
culties in implementat ion. 

Given the structure of the global 
economy, do you think that inter
national lending institutions can 
be told that interest payments will 
not be made on loans they have 
advanced to the government? 
Actually, the j u d g e m e n t of the 
Supreme Court is virtually silent on 
the issue of t ransact ions with inter
nat ional insti tutions. Presumably, 
this is because the government ' s 
authori ty to borrow is derived from 
the constitution, and not from any 
law. Under Article 166, the federal 
government can borrow on the 
securi ty of the Federal 
Consolidated Fund within limits 
placed by laws enacted by parlia
ment. But no such laws have been 
enacted. What was under consid
eration by the Sharia bench were 
laws. Perhaps for this reason we 
may know better when the full 
j udgement becomes available the 
judgement of the Supreme Court 
merely exhorts the government to 
bring its t ransact ions with foreign
ers within the ambit of the Shariah. 

Will it be difficult to constitute a 
financial system so different from 
the one that prevails given the 
constraints of globalisation? 
I don t k n o w w h a t g lobal i sa t ion 

m e a n s . If it is some o m n i p o t e n t 
force of his tory agains t wh ich 
ind iv idua ls and na t ions are he lp 
less, then I must confess t ha t I do 
no t subscr ibe to this k ind of 
fatal ism. I f on the other hand , it 
refers to the expans ion of oppo r 
tuni t ies of due to the advance of 
techno logy , then this imposes no 
cons t ra in t s . Moral va lues h a v e 
no t become unnecessa ry because 
t e c h n o l o g y has e x p a n d e d t h e 
limits of the possible. We live in 
an age where there is a grea t 
va r ie ty in the na tu re of t r a n s a c 
t ions . Yet in deference to mora l 
va lues , there are laws forbidding 
a n u m b e r of such t r ansac t ions . 
We find no difficulty in enforc ing 
b a n s agains t poppy cul t iva t ion , 
enforcing copyr ight laws, p l ac ing 
limits on how m a n y u n d e r g a r 
men t s can be expor ted b y one 
coun t ry to another , and a var ie ty 
of o ther th ings . 

The issue is whe the r g lobal i sa
t ion entai ls the d o m i n a n c e of 
W e s t e r n v a l u e s . Or do t he 
Chinese, Indians , J a p a n e s e and 
others have a r ight to enac t laws 
accord ing to their cu l tura l v a l 
ues? I doni t th ink a n y o n e would 
sugges t t ha t because of g lobal i sa
t i on all n o n - w e s t e r n cu l tu r e s 
should a b a n d o n their va lues and 
al ign their lifestyles wi th those of 
the west . So I doni t t h ink the fact 
t ha t we live in an age of e x p a n d 
ed t e c h n o l o g i c a l poss ib i l i t i e s , 
t ha t we t ransac t wi th foreigners 
imposes such restr ic t ions on us. 
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From a more value-free economic 
point of view, how do you think 
the judgement will impact savings 
and investment? 

Economics is not value-free . 
Implicit in your question is the 
proposit ion tha t the pursuit of 
profit should not encompass profit 
through trade in heroin. Unlike the 
west, however, we hold trade in 
alcoholic drinks to be equal ly 
abhorrent. But because one cultur
al group in the world holds more 
power than the other, we shoot 
down poppy farmers in the 
Frontier but donit seek to bomb 
whiskey distilleries in Ireland. In 
deference to that power, we recog
nise the values of the powerful as 
being value-free. This is something 
we need to recognise. 

In terms of the impact on sav
ing and investment, there is no 
reason to believe that there would 
be any adverse effects. Studies on 
the matter suggest a complex set of 
determinants of genuine saving 
and investment in which the mag
nitude of returns is what matters 
and not whether the return is in the 
form of interest or profit. 

What difficulties do you foresee 
in the decisionis implementation? 
To understand the decision of the 
Supreme court, we must first dis
tinguish between private and gov
ernment transactions, and further 
within private, between the bankis 
transactions with its depositors (or 
the liabilities side of the bankis 
balance sheet), and those with its 
borrowers (the asset side). Infiows 
and outflows. On the side of 
inflows, there has never been any 
fundamental problem. You deposit 
your money and get a return on it. 
The main problem has been that 
our banks have not been able to 
lend money in Shariah permissible 
ways. This is inherent to banking. 
Banks take and lend money at 
fixed rates fl say 6% and lend at 
12%, and pocket the margin, after 
meeting expenses. 

The essence of the transition 
lies in their taking this money and 
lending it out not on interest, but 

by engaging in some form of trade 
in physical commodities in expec
tat ion of profit. Now that is not 
b a n k i n g proper which involves 
chang ing money for money in 
unequal amounts . This the Shariah 
does not permit. But the Shariah 
permits any number of other t r ans 
actions in which you exchange 
money, goods and services, either 
simultaneously or on a deferred 
basis. The challenge for banks is to 
find ways of entering into a prof
itable agreements that meet the 
requirements of the Shariah. Of 
these, a number of forms already 
exist, and wha t remains is to elim
inate the deficiencies that have 
crept in over the.years. 

In as far as the depositors expo
sure to risk will increase, how do 
you feel depositors will take to 
the Judgement? 
Whenever returns rise, risks rise. It 
will be somewhat riskier, but the 
returns should also be higher. No 
doubt some depositors who are not 
averse to interest income and pre
fer low risks would have to find 
other forms of investment. This 
could be rental income from prop
erty, if they have enough savings. 
Or where savings are small, the 
market may come up with Real 
Estate Inves tmen t Trust [REIT], 
which were pioneered in the US in 
the 1980s if I recall correctly. These 
REITs collect small savings, invest 
them in real estate, and distribute 
the profits they realise. 

On the other hand, there are 
many savers who do not put their 
money in banks because they are 
averse to interest. They will become 
depositors if the j u d g e m e n t is 
implemented. Also, a variety of 
results in economics prove that 
where risks and returns are linked, 
the system of financial intermedia
tion is more stable. This is the lesson 
that economists have drawn from 
the collapse of savings and loan 
institutions in the US and other 
crises that have beset financial sys
tems during the last two decades. 

As far as widows and pensioners 
are concerned, stable financial 

instrument will cease to be avail
able to them. 
Other kinds of instruments will 
have to be devised. A pension 
basically even though it is counted 
differently, is the taxation of the 
able-bodied to finance the old. 
Money that is used in pensions is 
not put away in banks somewhere. 
When the government or a corpo
ration deducts my pension contri
bution, it is not put away. The gov
ernment can continue to tax and 
spend in this manner . So pensions 
are not a problem. On the question 
of widows.. . well, interest-based 
income is haram. They can buy a 
house, rent it out and so forth. 

Basically you feel that viable 
mechanisms can be devised and 
the Judgement is implementable 
and desirable? 
Yes. But if the people wish to do 
it. The basic problem- facing us is 
that there are two nat ions inhabit
ing Pakistan. There is a set of peo
ple who believe in Heaven and 
hell, the Qurian as being the Word 
of God, life on earth as being t ran
sient and the essential purpose of 
life on earth being the a t ta inment 
of salvation. That is one group of 
people and culture, there are no 
two ways about it. Even though 
you allow interest, there are any 
number of Pakistanis who do not 
take interest and who believe that 
it is wrong. The government sys
tematically discriminates against 
Muslims and makes life hard for 
you if you wish to observe the 
Shar iah . The Supreme Court 
j udgemen t in this sense is a land
mark judgemen t in tha t it reverses 
150 years of t rends. 

Then there is another set of 
people . People w h o believe in 
Islam in a more t ranscendental 
way and call themselves "secular 
Muslims' . Now they do not think 
tha t riba is bad. For them, quite 
unders tandably, all this is quite 
pointless. And this class is as legit
imate a member of Pakistani soci
ety as the other. 

But the gent leman and the mul
lah have to function within a set of 
laws that accommodates both of 
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E X C H A N G E R A T E S 
THE ISLAMIC INVESTMENT BANKING UNIT 

SPOTS SPOT RATES 

USD STG 
ALGERIAN DINAR 70.66 112.1021 
BAHRAIN! DINAR 0.3769 0.5980 
DJIBOUTI FRANC 177.72 281.9528 
EGYPTIAN POUND 3,425 5.4338 
GAMBIAN DALASI 11.9 18.8794 
INDONESIAN RUPIAH 7,600.00 12,057.40 
IRANIAN DINAR 1,750.00 2,776.38 
•IRAQI DINAR 1,970.00 3,125.41 
JORDANIAN DINAR 0.708 1.1232 
KUWAITI DINAR 0.3063 0.4859 
LEBANESE POUND 1512.00 2,398.79 
•LIBYAN DINAR 0.462 0.7330 
MALAYSIAN RINGGIT 3.7995 6.0279 
MOROCCAN DIRHAM 10.3370 16.3997 
NIGERIAN NAIRA 100.80 159.92 
OMANI RIAL 0.38499 0.6108 
PAKISTANI RUPEE 51.91 82.3552 
QATAR RIAL 3.6395 5.7741 
SAUDI ARABIAN RIAL 3.7504 5.9500 
STERLING POUND 1.5865 1.00 
•SUDANESE DINAR 256.0000 406.1440 
SYRIAN POUND 46.0000 72.9790 
TUNISIAN DINAR 1.3076 2.0745 
TURKISH LIRA 589,740 935,623 
UAE DIRHAM 3.6728 5.8269 
UGANDAN SHILLING 150.00 237.98 
UNITED STATES DOLLAR 1 0.6303 
YEMEN RIAL 161.05 255.51 

"Please note these currencies are estimated values 
only, as for political reasons or otherwise, are not 
readily traded. 

them. The gentleman, however, 
seems to think that there ought to 
be no concessions for the other 
culture, which is the preponderant 
culture of our society. That is an 
unreasonable attitude even from a 
liberal, enlightened point of view. 
In Pakistan we have the most fas
cist liberals in the world. For 
instance, if you don' t think that 
alcohol is bad, prohibition, as it 
was implemented in America, will 
lead to bootlegging and a black 
market for liquor. A society can 
only be as Islamic as its people. 

It is interesting that you mention 
the American prohibition. Do you 
feel that underground financial 
houses will proliferate as a result 
of this judgement? 
If there is a demand, yes. Just as 
prostitution is illegal and it contin
ues to be practised. Laws do not 
eliminate crime. But it is important 
to realise that this is not an argu
ment for not passing laws against 
crimes. When we demand that riba 
should be illegal, we are under no 
illusions that riba will disappear 
from the land. Murder is a crime. 

yet people are murdered. But you 
cannot say that because murders 
will not disappear, let us not make 
murder a crime. Similarly, there 
will be an underground money-
lending market, as there has always 
been n the oldest profession is prob
ably money-lending rather than the 
other profession [prostitution]. The 
point is not to eradicate riba from 
society but to make it a crime. 

Finally, do you think that the 
timetable set by the Supreme 
Court is realistic? 
It's exceedingly lenient. These 
things are best done immediately, 
or in as short a time frame as pos
sible. In the Quaid-e-Azam's first 
speech to the State Bank, and in 
every consti tution of Pakistan, the 
sent iment that riba should be elim
inated as soon as possible has been 
expressed. And 50 years have 
passed while we have dilly-dallied. 
And in my view the Supreme Court 
has given an extremely lenient 
deadline. Long enough, I fear, for 
the government to find ways to 
wiggle out of its obligation's. 
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RATINGS 

I t s CAPITAL 
I intelligence 

ISLAMIC BANKS/FINANCIAL INSTITUTIONS 

CURRENT RATING 

29 February 2000 
FOREIGN CURRENCY DOMESTIC SUPPORT OUTLOOK SINCE 

Banks LONG 
TERM 

SHORT 
TERM 

STRENGTH 

BAHRAIN 
• Albaraka Islamic Bank BB+ A3 NA 2 Stable Sep-1999 
• Bahrain Islamic Bank BB+ A3 BBB- 3 Stable Dec-1999 
• Faysal Islamic Bank of Bahrain BB+ A3 BB+ 2 Stable Dec-1999 

JORDAN 
• Jordan Islamic Bank for Finance BB- B BB 2 Stable Sep-1999 

KUWAIT 
• Kuwait Finance House BBB A3 BBB+ 2 Stable Sep-1999 
• Investment Dar Kuwait NA NA BB- 3 Stable Oct-1999 

QATAR 
• Qatar International BB+ B BB+ 3 Stable Sep-1999 
• Qatar Islamic Bank BB+ A3 BB+ 3 Stable Oct-1999 

SAUDI ARABIA 
• Al-Rajhi Banking a BBB+ A3 A- 3 Stable Dec-1999 

UAE 
• Dubai Islamic Bank BB+ A3 BBB- 2 Stable Jul-1999 

KEY S [STABLE] P [POSITIVE] H [NEGATIVE] ALL RATINGS ARE REVIEWED ON A REGULAR BASIS 

ISLAMIC BANKS/FINANCIAL INSTITUTIONS 

CURRENT RATING PREVIOUS RATING 

LONG SHORT OUT LONG SHORT OUT 
TERM TERM LOOK SINCE TERM TERM OUTL SINCE 

BAHRAIN 
• Al Amin Company for B6B Jan-1999 
• Al Tawfeek Company BBB Jun-1999 

MALAYSIA 
• Bank Islam Malaysia BB B N Sep-1998 BBB- A-3 N Jul-1998 

PAKISTAN 
• Allied Bank of Pakistan C B S Mar-1999 C B Jun-1998 
• Askari Commercial Bank B B S Mar-1999 C+ B Jun-1998 
• Habib Bank C B S Mar-1999 C B Jun-1998 
• Faysal Bank B- B S Mar-1999 C+ B Jun-1998 
• Muslim Commercial Bank B- B S Mar-1999 C+ B Jun-1998 
• National Bank of Pakistan B- B S May-1999 C+ B Jun-1998 
• Union Bank B- B S Mar-1999 C B Jun-1998 
• United Bank C- C S Mar-1999 C- C Jun-1998 

KEY S [STABLE] P [POSITIVE] N [NEGATIVE] 
ALL RATINGS ARE REVIEWED ON A REGULAR BASIS SUSP [Suspended] NR [Not previously rated] q (Qualified] 

RATINGS IN LOWER CASE REFER TO RATING ASSESSMENTS 
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First Islamic Investment Bank E.G. 
1998 Financial & Business Analysis Key Information 

"An excellent first full year, with a focussed strategy, strong revenue 
stream from new business and well-controlled expenses " 

Ownership and Legal Status 
First Islamic Investment Bank E.C. was established in Bahrain as an exempt Joint Stock 
Company in November 1996. The Bank's principal activities are the provision of direct 
investment, structured finance and asset management in conformity with the Shari 'a under 
an investment license issued by the BMA. Operations commenced in June 1997. 

The Bank has paid-up share capital of USSlOO million, and is backed by 71 prominent 
individuals and institutions in the Arabian Gulf States and Malaysia. 

The Year in Brief 
1998 was the Bank's first fiill year of operation, so comparisons with the previous period 
are not meaningfiil. Net income for the year was US$12 million, providing 10.7% return 
on total assets and 12.0% return on paid-up capital. Shareholders' fimds increased by 
7.3% to US$103.5 million. Gross income of US$20.9 million during the year included 
US$15.8 million from investment banking activities and US$5 million from the 
investment of liquid funds in short-term investments. Total expenses of US$8.5 million 
were 4 1 % of total operating income. 

Business Highlights 
First Islamic is currently pursuing two key lines of business - direct investment and 

structured finance. 

I. • In the direct investment line of business, the bank substantially 
completed two transactions in the US with a total value of over US$215 million. 
The first direct investment transaction, with a total value of US$40 million, was 
completed in June 98 when the Bank arranged for the acquisition of Perception 
Group Inc., the largest manufacturer of kayaks and canoes in the world. The 
second transaction involved the acquisition of a controlling interest in Computer 
Generation Incorporated, the leading global provider of mediation solutions for 
the telecomn^unications industry, with a total transaction value of over US$ 175 
million. Both investments were successfully placed directly with clients. 

II. • In the structured finance line of business, the Bank arranged and 
structured a US$60 million Ijara financing facility for Telekom Malaysia Berhad, 
a major telecommunications and related services company. Considerable 
progress was made towards establishing Islamic financing structures to support 
direct investment business in the United States. 

With regard to asset management, the Bank has made considerable progress towards 
setting up the required infrastructure for launching liquidity management products for the 
Islamic banking market. These products will utilise the Bank 's capability to originate 
quality medium-term assets to provide short-term investment products, which are in short 
supply in the Islamic banking industry. These products are designed as a liquidity 
management tool to be used by Islamic financial institutions and other Islamic enterprises. 
They compliment the Bank's medium-to-long term direct investment products and 
medium term structured finance products, which have different risk/return profiles. 

The Bank retains a significant holding in the direct investments that it acquires, placing 
most of the equity and subordinated financing with institutional and individual investors 
in the Middle East. The Bank retains control of each investment during the holding period 
in order to grow the investments with the aim of exiting at the right price and the right 
time to maximise the returns for investors as well as the Bank. 

Financial Position 
At 31 December 1998 (US$ million) 

ASSETS 
Cash & Equivalents 93.186 
Accounts 
Receivable 9.268 
Short-term 
investments 2.539 
Long-term 
Investments 16,064 
Deferred 
Expenditure 3.633 
Other Assets .685 
Fixed Assets 1.543 

TOTAL 126.918 
LIABILITIES and EQUITY 
Deposits from non-
banks 9.887 
Proposed Dividend 5.000 
Other Liabilities 1.680 
Unrestricted 
Investment 7.088 
Accounts 
Share Capital 100.000 
Statutory Reserve 1.203 
Retained Earnings 2.060 

TOTAL 126.918 

Management Team: 
Mohammed Abdulaziz Al-Jomaih 
(Chairman) 
Dr. Yusuf Abdullah Al-Qaradawi 
(Chairman - Shari'a Board) 
Atif A. Abdulmalik 
(Chief Executive Officer) 
Executive Directors: 
David P. Crosland 
Henry A. Thompson 
Edward L. Underwood 
Asim Zafar 

Statement of Income 
(US$ million) 

Net Profit from short-
term Murabaha & 4.637 
Mudaraba investments 
Investment Banking 15.829 
Activities 
Other (net) .015 

Total Operating 
Income 20.481 

General & 
Administrative Expense 7,407 
Investment Banking 1.405 
Expense 

Total Operating 
Expenses 8.452 

Net Profit 12.029 



Gulf Intemafiond Bonk ELui 

G u l f I n t e r n a t i o n a l B a n k B . S . C . 
1998 Financial & Business Analysis Financial Trends 

"Continuing robust performance with growth in total assets and good 
basic profitability from well-diversified activities" 

Ownership and Legal Status 
Gulf International Bank B.S.C. (GIB) is a Bahraini Shareholding Company 
incorporated in 1975 and registered as an offshore banking unit with the Bahrain 
Monetary Agency. The Bank is wholly owned by Gulf Investment Corporation, an 
international investment company registered in Kuwait and owned equally by the 
governments of the Gulf Cooperation Counsel - Bahrain, Kuwait, Oman, Qatar, 
Saudi Arabia and the U.A.E. The Bank is principally engaged in the provision of 
wholesale banking services, with a primary focus on the GCC market and the 
associated trade and financial flows between this area and the industrialised world. 

The Year in Brief 
While GIB does not detail the results of its Islamic banking operations separately 
in its accounts, its Islamic banking activities experienced major growth, with a 
strong rise in deposits during 1998, particularly from Islamic financial institutions. 
The Bank was responsible for arranging a number of deals on an Islamic basis and 
for delivering them to Islamic clients. The strengthening of activity in this 
important and increasingly competitive area of banking is expected to increase 
further in 1999. 
For the Bank as a whole, Net Income after provisions and tax was US$82.1 million 
for the year, 5% lower than the 1997 figure of US$86.4 million. Return on 
shareholders' equity was 11.2%. Total Assets grew by 7.2% to US$10.2 bilhon 
(1997: US$9.5 billion). Net Interest Revenue at US$115.3 million, up 5.2% on the 
prior year. Other Income declined by 8.9% to US$49.2 million (1997: US$54.0 
million) - 1997 income included an exceptional profit of US$8.6 million realised 
on the sale of an investment in an associated company. Operating Expenses were 
13.3% or US$6.2 million higher at US$52.9 million (1997: US$46.7 million). The 
ratio of Operating Expenses to Total Income was 39% (1997: 34.96%). 

Business Highlights 
Continued diversification in the area of Islamic banking will lead to the 
introduction of further Islamic products throughout 1999, with an emphasis on 
project finance and syndication. This area of banking, which is still in its infancy, 
offers considerable potential for growth, and GIB is committed to providing a 
diverse range of Islamic products and services for this rapidly burgeoning market. 
The merger of GIB with Saudi International Bank (based in London) announced at 
the end of 1998 will bring additional areas of expertise to the Bank, and enable 
expansion of its range of services. The merger will also assist acceleration of plans 
to expand into Saudi Arabia where three new branches are planned to be opened 
shortly, followed by expansion into another GCC country. 

In late 1997 and early 1998, GIB was one of a group of lead arrangers and 
underwriters which collectively arranged the 'Deal of the Year' in the 
petrochemicals industry - a US$2.2 billion loan to Saudi Yanbu Petrochemical 
Company - the largest non-sovereign loan deal ever undertaken. GIB also arranged 
and underwrote the Middle East syndication of a US$2.0 billion facility for a 
liquefied natural gas plant in the Sultanate of Oman. 
Significant Treasury activities in London, together with a wide variety of major 
transactions with corporate clients structured in GIB offices London, New York, 
Lebanon and Singapore contributed strongly to revenues. 
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Asset Mix by Geography (%) 
96 97 98 

OECD Countries 59.5 59.8 53.5 
GCC Countries 25.6 26.3 34.6 
Other Countries 14.9 13.9 11.9 

Asset Mix by Catec ory (%) 
Other 2.1 2.8 2.2 
Placements and 
Money Market 
Instruments 

27.3 26.7 25.6 

Securities 32.3 34 33 
Loans and 
Advances 38.3 36.5 39.2 

Loan Maturity Profile 
Year Per Cent US$ millions 

1 45.1 1,806 
2 and 3 26.2 1,048 
4 and 5 17.7 706 

Over 5 Years 11.0 441 
Total 100.0 4,001 

Risk Asset and Commitment Exposure 
Area Per Cent US$ millions 
GCC Countries 33.9 4,354 
Other ME and N. Africa 5.4 690 
Europe 24.0 3,083 
North America 26.7 3,430 
Japan & Other Asia 9.3 1,197 
Latin America 0.7 91 
Total 100 12,849 



IIB
I 

LIS
T 

O
F 

A
LL 

IS
LA

M
IC

 
E

Q
U

ITY 
FU

N
D

S
 

F
U

N
D

 
N

M
E 

FU
N

D
 

P
R

O
M

O
TE

R
(S

) 
P

R
O

M
O

TE
R

 
FU

N
D

 
M

A
N

A
G

E
R

(S
) 

M
A

N
A

G
E

R
 

IN
C

E
P

TIO
N

 
D

A
TE 

G
LO

B
AL EQ

U
ITY 

Al Baraka Investm
ent Bank 

LO
C

A
TIO

N
 

Alliance Capital M
anagem

ent LP 
LO

C
A

TIO
N

 
D

ec-97 
Al Baraka G

lobal Equity 
Al Rajhi Banking ft Investm

ent 
B

AH
RAIN

 
M

ercury Asset M
anagem

ent 
UK 

Jul-96 
1 

Al Rajhi G
lobal Equity 

N
ational Bank of Bahrain 

SAUD
I AR

AB
IA

 
UBS Asset M

anagem
ent 

SW
ITZERU

\N
D

 
N/A 

2 
Al W

atani Fund 
N

ational Com
m

ercial Bank (NCB) 
B

AH
RAIN

 
N/A 

N/A 
Jan-95 

3 
Al-Ahli G

lobal Trading Equity 
W

afra Investm
ent Advisory G

roup 
SAUD

I ARAB
IA

 
W

ellington M
anagem

ent Co. LLP 
USA 

Aug-98 
4 

Al-B
ukhari G

lobal Equity 
The International Investor/Pictet Et Cie 

USA/KUW
AIT 

The international Investor 
KU

W
AIT 

Feb-98 
5 

Al-D
ar W

orld Equities 
Perm

al Asset M
anagem

ent 
KU

W
AIT/SW

ITZ. 
Pictet a Cie 

SW
IZERL^N

D
 

D
ec-97 

6 
Alfanar Investm

ent H
oldings 

N
ational Bank of Kuw

ait 
USA 

W
orm

s a Cie/SEDCO
 

USA 
Jan-95 

7 
Al-Kaw

thar Fund 
Bank Al-Jazira 

KU
W

AIT 
W

ellington/Al-Ahli G
lobal Trading Eq. 

SAU
D

I ARABIA/USA
 

Sep-99 
8 

Al-Khair G
lobal Equity Fund 

Al-M
al Islam

ic Com
pany 

SAUD
I ARAB

IA
 

N/A 
N/A 

N
ot yet announced 

9 
Al-M

al G
lobal Equity 

Al-Taw
feek Co. for Investm

ent Funds 
KU

W
AIT 

N/A 
N/A 

M
ay-96 

10 
Al-Safw

a International Equity 
Arab N

ational Bank 
SAUD

I ARAB
IA

 
Roll a Ross Asset M

anagem
ent 

USA 
Apr-99 

11 
Arab Investor Crescent Fund 

Securities House 
SAU

D
I ARAB

IA
 

Schroeder Investm
ent M

gm
t Int'l 

UK 
M

ar-98 
12 

Arzaq Investm
ent Fund 

Barclays Private Bank 
KU

W
AIT 

G
lobal Alliance/Securities House 

USA/KUW
AIT 

N
ot yet announced 

13 
Barclays G

lobal Equity 
Com

m
erical Bank of Qatar/BNP 

UK/UAE 
W

ellington M
anagem

ent Co. LLP 
USA 

D
ec-99 

14 
Caravan Fund 

Citi Islam
ic Investm

ent Bank 
Q

ATAR/FRAN
CE 

W
ellington M

anagem
ent Co. LLP 

USA 
O

ct-97 
15 

Citi G
lobal Portfolios 

W
afra Investm

ent Advisory G
roup 

B
AH

RAIN
 

Citi Islam
ic Investm

ent Bank 
B

AH
RAIN

 
Jul-99 

16 
Dow

 Jones Islam
ic M

arket Index 
Faysal Islam

ic Bank 
USA/KUW

AIT 
Brow

n Brothers H
arrim

an a Co. 
USA 

N/A 
17 

Faisal G
lobal Equity 

Al Baraka Investm
ent Bank 

B
AH

RAIN
 

N/A 
N/A 

Aug-97 

18 
GAM

 Alkaw
thar 

First Investm
ent Com

pany 
B

AH
RAIN

 
G

lobal Asset M
anagem

ent (GAM
) 

UK 
N

ot yet announced 
19 

G
lobal Equity 2000 Sub-Fund 

W
ellington M

anagem
ent Co. LLP 

KU
W

AIT 
Alliance Capital M

anagem
ent LP 

UK 
Sep-96 

20 
Hegira G

lobal Equity 
PFM

 Lim
ited 

USA 
W

ellington M
anagem

ent Co. LLP 
USA 

N/A 
21 

Ibn Khaldun Int'l Equity 
Faisal Finance 

UK 
PFM

 Lim
ited 

UK 
N/A 

22 
Islam

ic Horizon Fund 
M

iraj International Investm
ent Ltd. 

SW
ITZERLi\N

D
 

N/A 
N/A 

. 
N/A 

23 
M

iraj G
lobal Equity 

Robert Flem
ings Et Co. 

CAN
AD

A
 

Royal Bank of Canada 
CAN

AD
A

 
M

ar-96 

24 
Oasis International Equity 

Parosoli Capital a Finance Ltd. 
B

AH
RAIN

 
Robert Flem

ings a Co. 
LU

XEM
B

O
U

RG
 

N
ot yet announced 

25 
Parsoli G

lobal Equity 
Q

atar Islam
ic Bank 

UK 
' 

Parosoli Capital a Finance Ltd. 
UK 

N
ot yet announced 

26 
QIB

 G
lobal Equities 

Riyad Bank 
Q

ATAR
 

G
lobal Asset M

anagem
ent (GAM

) 
UK 

N
ov-96 

27 
Riyad Equity Fund 2 

SAM
B

A Capital M
anagem

ent 
SAUD

I AR
AB

IA
 

N/A 
N/A 

D
ec-99 

28 
SAM

BA G
lobal Equity 

TAIB
 Bank of Bahrain 

UK 
SAM

B
A Capital M

anagem
ent 

UK 
N

ot yet announced 

29 
TAIB

 Crescent G
lobal Fund 

G
ulf Bank, The 

B
AH

RAIN
 

W
right Investors' Service 

USA 
N/A 

30 
US EQ

U
ITY 

G
ulf Bank, The 

KU
W

AIT 
The International Investor/Pictet ft Cie 

KU
W

AIT/SW
TZ. 

N/A 

31 
Al Deem

a USD
 G

row
th 

N
ational Com

m
ercial Bank (NCB) 

KU
W

AIT 
The International Investor/Pictet ft Cie 

KU
W

AIT/SW
TZ. 

Jan-93 

32 
Al Deem

a USD
 High G

row
th 

Perm
al Asset M

anagem
ent 

SAUD
I ARAB

IA
 

W
ellington M

anagem
ent Co. LLP 

USA 
Jun-99 

33 
Al-Ahli US Trading Equity 

Perm
al Asset M

anagem
ent 

USA 
W

orm
s a Cie/SEDCO

 
USA 

M
ay-99 

34 
Alfanar US Capital G

row
th 

Saturna Capital 
USA 

W
orm

s a Cie/SEDCO
 

USA 
Feb-94 

35 
Alfanar US Capital Value 

Saturna Capital 
USA 

Saturna Capital 
USA 

Jun-86 

36 
Am

ana G
row

th 
Zad Asset M

anagem
ent 

USA 
Saturna Capital 

USA 
Feb-98 

37 
Am

ana Incom
e 

The International Investor/Pictet Et Cie 
USA 

Zad Asset M
anagem

ent 
USA 

Feb-98 

38 
Zad G

row
th Fund 

N
ational Com

m
ercial Bank (NCB) 

KU
W

AIT/SW
ITZ. 

Pictet a Cie 
SW

ITZERLAN
D

 
N

ov-94 

39 
EU

R
O

PEAN
 EQ

U
ITY 

Perm
al Asset M

anagem
ent 

SAUD
I ARAB

IA
 

N
ational Com

m
ercial Bank (NCB) 

' 
SAU

D
I AR

AB
IA

 
Jan-99 

40 
Al-D

ar Europe Equities 
' 

Com
m

erz Int'l Capital M
anagem

ent 
USA 

W
orm

s a Cie/SEDCO
 

USA 
N/A 

41 
Al-Ahli Europe Trading Equity 

SaaikKttJBBHfeBank 
G

ERM
AN

Y 
Com

m
erz Int'l Capital M

anagem
ent 

G
ERM

AN
Y 

O
ct-99 

42 
Alfanar Europe 

Al Rajhi Banking Et Investm
ent 

SAUD
I ARAB

IA
 

N/A 
N/A 

M
ay-93 

43 
Al-Sukoor European Equity 

Al Rajhi Banking 8t Investm
ent 

SAUD
I ARAB

IA
 

Arab N
ational Bank 

SAUD
I AR

AB
IA

 
Jun-97 

Al-Thoraiya European Equity 
Al Rajhi Banking Et Investm

ent 
SAUD

I ARAB
IA

 
EFG

 Herm
es 

EG
YPT 

Jul-92 

EM
ER

G
IN

G
 M

AR
KETS

 ft C
O

U
N

TR
Y FU

N
D

S
 

NCB
 / Bakheet Fin. Consulting 

SAUD
I ARAB

IA
 

Al Rajhi Banking a Investm
ent 

SAU
D

I AR
AB

IA
 

M
ay-98 

Al Arabi Saudi Co. Shares 
The International Investor/Pictet Et Cie 

SAU
D

I ARAB
IA

 
Al Rajhi / Bakheet Fin. Consulting 

SAU
D

I AR
AB

IA
 

Jun-98 

Al Rajhi Egypt Equity 
Al-Taw

feek Co. for Investm
ent Funds 

SAUD
I ARAB

IA
 

NCB
 / Bakheet Fin. Consulting 

SAUD
I AR

AB
IA

 
Feb-98 

Al Rajhi Local Share Fund 
Bank Al-Jazira 

KU
W

AIT/SW
ITZ. 

Pictet a Cie 
SW

ITZERLAN
D

 
Jul-98 



Faisal Finance/Faysal 
Islam

ic Bank 
44 

Al Rajhi M
iddle East Equity 

The International Investor 
45 

Al-Ahli Saudi Trading Equity 
Al-M

al Islam
ic Com

pany 
46 

Al-D
ar Eastern Europe Equities 

Parosoli Capital a Finance Ltd. 
47 

Al-N
ukhba Asian Equity 

Southern Life U
nit Trust 

48 
Al-Taiyibat Fund (local share) 

Al Rajhi Banking a Investm
ent 

49 
Faisal Fund for Egyptian Equity 

N
ational Com

m
ercial Bank (NCB) 

50 
Ibn M

ajid Em
erging M

arkets 
Perm

al Asset M
anagem

ent 
51 

Khaled Ibn el-W
aleed Fund 

The International Investor 
52 

Parsoli Islam
ic Equity 

N
ational Bank of Kuw

ait 
53 

Southern Pure Specialist Fund 
Al Rajhi Banking a Investm

ent 
54 

SM
ALL C

O
M

PAN
Y H

 TEC
H

N
O

LO
G

Y 
Al Rajhi Banking a Investm

ent 
55 

Al Rajhi Sm
all Com

panies 
N

ational Com
m

ercial Bank (NCB) 
56 

Al-Ahli Sm
all-Cap Trading Equity 

The International Investor 
57 

Alfanar Essex Technology 
Faysal Islam

ic Bank of Bahrain 
58 

Til Sm
all Cap Equity 

Faisal Finance 
59 

B
ALAN

C
ED

, SECU
RED

 a O
TH

ER
 FU

N
D

S
 

Abrar U
nit Trust M

anagers 
60 

Al Kaw
thar G

lobal Equity Secured 
AD

IL - Labuan 
61 

Al Rajhi Balanced Fund 1 
Bank Islam

 M
alaysia Bhd 

62 
Al Rajhi Balanced Fund II 

PTB
 Am

anah Saham
 D

arul Im
an 

63 
Al-Ahli G

lobal Equity Secured 
Am

anah Saham
 Kedah 

64 
Alkhaw

arizm
i Fund 

H
ijrah M

anagers Bhd 
65 

Faysal Shield Fund 
BBM

B
 U

nit Trust M
anagem

ent 
66 

Islam
ic M

ulti-Investm
ent Fund 

BHLB
 Pacific Trust 

67 
AS

IAN
 FU

N
D

S
 

M
ara U

nit Trust 
68 

Abrar Investm
ent Fund 

Bank Islam
 M

alaysia Bhd 
69 

AD
IL Islam

ic G
row

th Fund 
Danareksa Investm

ent M
anagem

ent 
70 

Am
anah Saham

 Bank Islam
 

Kuala Lum
pur M

utual Funds 
71 

Am
anah Saham

 D
arul Im

an 
M

endaki Holdings Pte. Ltd. 
72 

Am
anah Saham

 Kedah 
M

endaki Holdings Pte. Ltd. 
73 

Am
anah Saham

 W
anita 

Pacific M
utual Fund Trust 

74 
BBM

B
 Dana Putra 

RHB
 U

nit Trust M
anagem

ent 
75 

BHLB
 Dana Al-lhsan 

Tabung Am
anah Bakti 

76 
Dana Al-Aim

an 
Arab-M

alaysian U
nit Trusts Bhd 

77 
G

lobal Equity Fund 
78 

Istitsm
ara Fund 

79 
Kuala Lum

pur Ittikal Fund 
80 

M
endaki G

lobal Fund 
81 

M
endaki G

row
th Fund 

82 
Pacific Dana Am

ana 
83 

RHB
 M

udarabah Fund 
84 

Tabung Am
anah Bakti 

85 
Tabung Ittikal Arab-M

alaysian 

SAUD
I AR

AB
IA

 
N

om
ura Investm

ent Bank 
JAPAN

 
D

ec-99 
SAU

D
I AR

AB
IA

 
Bank Al-Jazira 

SAU
D

I ARAB
IA

 
M

ay-98 
BAHRAIN

/SW
IT 

EFG
 Herm

es 
EG

YPT 
N

ov-95 

Z. 
UBS Brinson 

SW
ITZERLAN

D
 

N
ot yet announced 

KU
W

AIT 
Prim

eCorp. Investm
ent M

anagem
ent 

USA 
N/A 

KU
W

AIT 
Parosoli Capital a Finance Ltd. 

IN
D

IA 
Jun-92 

IN
D

IA 
Southern Life U

nit Trust 
SO

U
TH

 AFR
IC

A
 

Jun-99 
SO

U
TH

 AFRICA
 

Franklin M
gm

t a Lord Abbott 
USA 

Sep-98 
SAU

D
I ARAB

IA
 

W
ellington M

anagem
ent Co. LLP 

USA 
Jun-99 

SAU
D

I ARAB
IA

 
W

orm
s a Cie/SEDCO

 
USA 

D
ec-96 

USA 
Pictet a Cie 

SW
ITZERLAN

D
 

Sep-99 
KU

W
AIT 

N
ational Com

m
ercial Bank (NCB) 

SAU
D

I AR
AB

IA
 

N
ov-98 

KU
W

AIT 
Al Rajhi Banking a Investm

ent 
SAU

D
I AR

AB
IA

 
D

ec-98 
SAU

D
I ARAB

IA
 

Al Rajhi Banking a Investm
ent 

SAU
D

I AR
AB

IA
 

N/A 
SAU

D
I ARAB

IA
 

N
ational Com

m
ercial Bank (NCB) 

SAU
D

I AR
AB

IA
 

Jul-97 
SAU

D
I ARAB

IA
 

AXA 
Rosenberg 

UK 
N

ov-99 
KU

W
AIT 

Banque N
ational de Paris 

FRAN
CE 

O
ct-97 

B
AH

RAIN
 

Am
erican Express Bank Ltd. 

USA 
N/A 

SW
ITZERLAN

D
 

M
ALAYSIA

 
Jul-97 

M
ALAYSIA

 
Abrar U

nit Trust M
anagers 

M
ALAYSIA

 
Jun-94 

M
ALAYSIA

 
AD

IL - Labuan 
M

ALAYSIA
 

O
ct-94 

M
ALAYSIA

 
BIM

B
 U

nit Trust M
gm

t Bhd. 
M

ALAYSIA
 

Feb-95 
M

ALAYSIA
 

PTB
 Am

anah Saham
 D

arul Im
an 

M
ALAYSIA

 
M

ay-98 
M

ALAYSIA
 

Am
anah Saham

 Kedah 
M

ALAYSIA
 

Jun-96 
M

ALAYSIA
 

Hijrah U
nit Trust M

anagem
ent Bhd 

M
ALAYSIA

 
M

ay-98 
M

ALAYSIA
 

BBM
B

 U
nit Trust M

anagem
ent 

M
ALAYSIA

 
M

ay-68 
M

ALAYSIA
 

BHLB
 Pacific Trust 

M
ALAYSIA

 
N/A 

M
ALAYSIA

 
M

ara U
nit Trust 

USA 
N/A 

M
ALAYSIA

 
M

organ Stanley Dean W
itter 

IN
D

O
N

ESIA
 

M
ay-97 

IN
D

O
N

ESIA
 

Danareksa Investm
ent M

anagem
ent 

M
ALAYSIA

 
Sep-97 

M
ALAYSIA

 
Kuala Lum

pur M
utual Funds 

SIN
G

APO
RE 

M
ay-91 

SIN
G

APO
RE 

DBS Asset M
anagem

ent 
SIN

G
APO

RE 
Apr-98 

SIN
G

APO
RE 

DBS Asset M
anagem

ent 
M

ALAYSIA
 

M
ay-96 

M
ALAYSIA

 
Pacific M

utual Fund Trust 
M

ALAYSIA
 

M
ay-71 

M
ALAYSIA

 
RHB

 U
nit Trust M

anagem
ent 

M
ALAYSIA

 
Jan-93 

M
ALAYSIA

 
Asia U

nit Trust Berhad 
M

ALAYSIA
 

M
ALAYSIA

 
Arab-M

alaysian U
nit Trusts Bhd 



N e w s I V I o n i t o r 

ABUDHABI 

Islamic Bank 
Prepares to 
Expand Abroad 

As part of a new five-year bus i 
ness strategy this year, Abu Dhabi 
Islamic Bank (ADIB) will enter 
markets abroad such as neigh
bour ing Gulf states and India. 

ADIB is also preparing to set 
up two subsidiaries, one an insur
ance company and the other a 
real estate company. Managing 
Director Abdul Rahman Abdul 
Malik said after formally opening 
the bank's second branch. 

"There will be no jo int venture 
partners for the subsidiaries. The 
insurance company may open 
this year", Abdul Malik said the 
five-year business strategy envis
ages top- l ine growth t h rough 
expansion, new products and 
aggressive marketing in the GCC. 

"ADIB is weighing var ious 
options. Even India is not ruled 
out. The bank sees opportunities 
in India," he said. The Islamic 
banking market has depth and 
"we have no fear of competition 
in the GCC. Islamic banking is 
growing rapidly and there is 
scope for business." 

Last year was excellent and 
the bank posted very good 
results, he said. The bank enjoyed 
9-10 per cent mon th -on -mon th 
growth in revenues last year, he 
said. ADIB also posted 20 per cent 
growth in deposits in the past 
eight months. "It has been a suc
cessful year and we are ahead of 
target. This year will be better," 
he said. The b a n k has two 
branches in Abu Dhabi, one in Al 
Ain and Dubai, and plans to open 
a branch in Sharjah in August. 

Gulf News 

Islamic Banks 
Merger Backed By 
Shareholders 
Two merg ing Bahra in -based 
Islamic financial insti tutions will 
operate under the new name of 
Shamil Bank of Bahrain (Islamic 
Bankers). The new entity, being 
created from the merger of Faysal 
Islamic Bank of Bahrain (FIBB) 
and the Islamic Inves tmen t 
Company of the Gulf (Bahrain), 
will have an authorised capital of 
$500 million and a paid up capi
tal of $230m. 

The merger has been approved 
by the ex t r ao rd ina ry genera l 
meetings of shareholders of the 
two insfitutions. The merger of 
the two sister companies of the 
Geneva-based Dar Al Maal Al 
Islami (DMI) Group is subject to 
the approva l of the Bahra in 
Monetary Agency (BMA). 

The legal, financial and oper
ational aspects of the merger are 
targeted for completion within 
six months . The merger is in line 
with current global trends and 
will s trengthen the capital base as 
well as the competit ive edge of 
the new jo in t institution, said 
FIBB c h a i r m a n Pr ince 
Mohammed Al Faisal Al Saud. It 
is expected that this merger will 
enable the group to maintain its 
leading role in the Islamic bank
ing sector. 

Meanwhile, the FIBB posted a 
net profit, after t ax and provi
sions, of $4.1 million last year, 
compared with $4m in 1998. The 
entire net profit has been t rans
ferred to reserves. Despite the dif
ficulties in Pakistan since 1998, 
the bank continued to consolidate 
its position, said FIBB president 
and chief executive officer Nabil 
Nassief. 

FIBB, a commercial bank, is 
the only Islamic bank with over
seas opera t ions . A subs id iary 
headquartered in Karachi, Faysal 

Bank, in which FIBB has a 60 per 
cent s take, has 11 b ranches in 
Pakistan. Total funds under manage
ment at the end of last year declined 
4.50/0 from $1.51 bilUon at 1998-end 
to $1.44bn at last year-end, primari
ly due to a decrease in deposits of 
Pakis tan by 12%. 

This was, however, offset by an 
increase of 3 2 % in deposits in 
Bahrain. Total income declined by 
17% to $ 161m, from $193m in 1998. 
This reduction is primarily attribut
able to the negative impact on the 
banks operations in Pakistan, said Mr 
Nassief. 

Due to a prudent policy of build
ing up provisions since 1998, an 
addifional amount of $8.5m was set 
aside for non-performing financing 
and long term investment during last 
year in addition to the provision of 
$22.3m made in 1998. Management 
expect that , given the improving eco
nomic condit ions in Pakistan, the 
banks operat ions in that country, 
under a new management team have 
reached a turning point and will show 
positive results for this year, said Mr 
Nassief. 

Gulf Daily News 

INDONESIA 

Banks Heed the 
Islamic Call 
Is lamic-s tyle b a n k i n g is on an 
upsurge in Indonesia. Two existing 
banks have jus t set up Islamic sub
sidiaries and the one long-established 
Islamic bank, Bank Muamala t , is 
preparing to expand, all operat ing on 
the central principle that interest is 
neither charged nor paid. 

The central bank, Bank Indonesia, 
has responded to the growing appetite 
for Is lamic b a n k i n g by recently 
chang ing its procedures to allow 
Islamic banks to make interbank 
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t ransactions, and make deposits 
with the central bank, in accor
dance with Islamic rules. 

Bank Indonesia has decided to 
accept deposits from Islamic banks 
and it will pay interest calculated 
as the average of the return on 
capital received by all Islamic 
banks in Indonesia. At the moment 
there are only three. Bank 
Muamalat, set up in 1992, is the 
leader with 200,000 depositors and 
about 20,000 loan customers. Last 
year it was jo inted by two conven
tional banks. Bank Ifi and the 
State-owned Bank Mandiri, which 
set up Syariah subsidiaries. 

The Islamic banking system 
makes up only a minute proportion 
(0.12 per cent) of the assets in the 
banking system, but supporters say 
it proved its worth during the 
Indonesian economic crisis. 

A director of Bank Muamalat, 
Mr Suhaji Lestiadi, said it was 
operating with excess liquidity and 
had a capital adequacy ratio of 16 
per cent. This at a time when the 
rest of the Indonesian banking sys
tem is operating with capital ade
quacy in negative territory. 

Indonesia is the world's largest 
Muslim nation and about 85 per 
cent of its 210 million people are 
Muslims, which indicates a poten
tially untapped market and leaves 
room for growth and expansion. 

Australian Financial Review 

MALAYSIA 

Islamic Banking 
Gaining More 
Ground in Malaysian 
Banking Sector 
The Malaysian Islamic bank ing 
sector's total assets, riding on the 
strong and early economic recov
ery, continued to increase strongly 
by RM14.1 billion (US$3.71 billion) 

or 65.3 percent to RM35.8 billion 
as at e n d - 1 9 9 9 . Bank Negara 
Malaysia said. 

The growth was mainly from 
sharp increase in t r ad ing and 
investment securities held by bank
ing ins t i tu t ions (121.8 percent / 
RM11.2 billion) and holdings of 
cash and short- term funds (123.8 
percent/RM3.2 billion). 

"The Islamic banks recorded the 
highest asset growth of 97.5 per
cent, a l though commercial banks 
still have the largest market share 
of assets in Islamic banking assets 
of 44.2 percent" said BNM in its 
1999 Annual Report. 

It added that during the year, a 
major por t ion of funds in the 
Islamic banking sector continued 
to be sourced from deposits with 
banking institutions, which record
ed a 50.6 percent g rowth to 
RM24.7 bil l ion, a c c o u n t i n g for 
69.2 percent of the total resources 
of the Islamic banking sector. 

BNM said deposits in the sector 
were derived from domestic non-
fmancial private sector comprising 
individuals and business enterpris
es. The sector's also recorded an 
impressive 137.8 percent growth in 
pre- tax profit for the 1999 finan
cial year to RM352 million from 
RM148 million previously. 

"The improved profit was large
ly due to higher financing income 
and lower financing loss provisions 
made by banking insti tutions in 
1999. The lower financing loss pro
visions charged during the year 
were largely due to higher wri te
backs and recoveries," the central 
bank said. 

It added that the funds were 
mostly used for financing activities 
whi le the rest were placed as 
deposits with other banking insti
tu t ions , par t icu lar ly in 
M u d h a r a b a h i n t e r - b a n k inves t 
ment, and in Islamic securities. 
Islamic banking 's exposure to the 
broad proper ty sector remained 
s ignif icant at 42.6 percent as 
demand for house financing was 
on the increase, mainly because of 
its fixed-rate nature as well as its 
competit iveness. 

The Bai ' B i thaman Ajil or 

deferred payment scale remained 
the most popular mode of Islamic 
financing with a share of 58.7 per
cent of total financing. BNM said 
discount houses experienced fur
ther contract ion in activities with 
total resources declining by RM1.4 
billion to RM18.6 billion at end-
1999. It attr ibuted the decline to 
lower interbank borrowings which 
among others, was due to changes 
in liquidity requirements under the 
New Liquidity Framework. 

High interest rates on interbank 
borrowings as compared to fixed 
deposits made such borrowings a 
more expensive source of funding 
for discount houses. Following the 
con t rac t ion in resources, total 
investment of discount houses also 
declined by 13 percent, largely due 
to lower investments in private 
debt securi t ies , bankers accep
tances and Malaysian Government 
Securities. 

Asia Pulse 

IDB and Malaysian 
firm to set up 
OIC information 
systems network 
The Islamic Development Bank and 
MIMOS Berhad of Malaysia have 
signed a jo in t venture agreement 
to implement the OIC information 
systems network project. It will 
interlink the OIC member countries 
and enable improved flow, 
exchange and disseminat ion of 
information amongst them. 

The company with a paid up 
capital of $14.47 milfion will be 
based in Kuala Lumpur. While IDB 
will hold 51 percent share in the 
company, MIMOS will hold the 
remain ing 49 percent . The compa
ny will develop the network infra
s tructure and conten t for the OIC 
m e m b e r coun t r i es and Musl im 
communi t ies . This will include pro
viding information services. The 
company will also launch an 
Internet Portal incorporating advanced 
search engines, e-commerce as pro
viding consultancy services. 
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In view of the need to be a con
tent aggregate, the JV Partners 
have engaged in discussions with 
potential strategic alliance partners 
to ascertain their willingness to 
participate in the different aspects 
of implement ing this project, 
according to a press s ta tement 
issued by the IDB. 

The Company aims to be a 
major catalyst in accelerating the 
deployment of Internet technology 
and e-commerce in OIC member 
countries towards enhancing trade 
between them and increasing their 
economic development. 

PAKISTAN 

Pakistan Struggles 
With Islamic 
Banking 

Pakistan is ready to impose an 
Islamic interest-free banking sys
tem in keeping with a court order, 
but financial experts are uncertain 
of how to marry this to a modern 
banking system and there are lot of 
fears and apprehens ions about 
interest-free banking. State Bank 
Governor Ishrat Hussain said. 

Last December, Pakis tan ' s 
Supreme Court ordered the govern
ment to do away with interest in 
keeping with Islamic teachings, 
which forbids charging interest. 
The court ordered eight laws, which 
govern interest payments, revoked 
by March 30. Other laws will have 
to be changed by June 30 and still 
others by June 30, 2001, the court 
said. The entire process should be 
completed within 18 months. 

That court ruling has presented 
Pakistan's financial experts with a 
dilemma of implementing it with
out fr ightening off foreign 
investors. Pakistan's military-led 
government has promised as a pri

ority to revive the economy, some
thing several analysts say could be 
made more difficult as a result of 
the court ruling. 

Hussain said the government 
will abide by the court ruling, but 
it won ' t be easy. "There are lot of 
difficult and arduous ques t ions 
which need to be answered first," 
he said. "As the governor of State 
Bank, I don ' t know wha t will hap 
pen to the bank ' s open market 
operations or how the flow of cred
it will be regulated under interest-
free system." 

Also it's not known how this 
new system will affect government 
borrowing from both the State 
Bank and commercial banks. The 
government has now set up a com
mission to come up with some 
answers, he said. 

Hussain said switching to an 
Islamic b a n k i n g system also 
requires reforms in the judicial and 
legal system in line with Islamic 
teachings. Pakistani laws are a mix 
of Islamic and British Common 
laws which the country inherited 
when it gained its independence 
from Britain in 1947. 

A former military ruler Gen. 
Mohammed Zia-ul Haq introduced 
several Islamic laws in the econo
my, which included deduction of 
zakat, an annual Islamic tax of 2.5 
percent on savings on all the bank 
accounts. He also introduced profit 
and loss sharing accounts in banks 
replacing the fixed interest, which 
was paid by the bank to depositors. 

Hussain said a problem of 
Islamic banking is that the rate of 
return is lower than non-Islamic 
banks. The ratio of loan defaults also 
increases in an Islamic banking sys
tem because of the profit and loss 
sharing concept of Islam, he said. 

To minimize their risks, Islamic 
banks ' portfolios are loaded with 
investments in trade and services, 
while indus t ry and agr icu l ture 
share is only 24 percent, he said. 
"We have to find solutions to these 
quest ions if we don ' t w a n t to 
destabilize the system," he said. 
(Associated Press). 

The Times of India. 

THAILAND 

BAAC Expands In 
Islamic Banking 

The Bank for Agr icul ture and 
Agricultural Cooperatives (BAAC), 
Thailand plans to set up ten more 
Islamic banking branches by the 
end of the year. The BAAC now 
offers Islamic banking services at 
30 of its branches in 17 provinces. 
The service was launched in 
November 1999 and the deposits 
now total over 17 million baht . The 
BAAC has set a goal of expanding 
the number of its branches provid
ing Islamic bank ing services to 40 
by the end of this year. 

BAAC's Islamic banking service 
allows customers to deposit their 
m o n e y in n o n - i n t e r e s t - e a r n i n g 
savings or checking accounts or in 
special accounts that earn divi
dends th rough approved invest
ments such as farming and busi
ness loans. 

Thai Daily Digest 

KUWAIT 

Finance House 
Announces 
Appointment 
Kuwait Finance House is pleased to 
announce the appointment of Mr 
Jassar Dakheel Al Jassar as General 
Manager. Mr Jassar has held vari
ous positions with Kuwait Finance 
House since 1980, he was most 
recently the Deputy General 
Manager. Mr Jassar has a Masters in 
Business Administration from USA. 
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Name 
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in 

B A N G L A D E S H 

w h o a r e i n textiles 
chemicals 
ceramics 
real estate 
jute 
trading 
marine food 
media 

Corporate Office 

17 Dhanmondi, Road No 2, Dhaka 1205, Bangladesh 
Phones: (880)-2-861891,868220 Fax: (880)-2-863470,867647 
Internet: http://www.beximco.net email: beximchq@bol-online.com 
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