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COMMENT

The Islamic financial system:

A time for reflection

A

s the world continues to promote globalisation
and an interest based capitalist system which
has resulted i n the rich getting richer and the
poor poorer due to the systematic transfer o f resources
from poor countries to rich countries, the case for an
interest free financial economy is even more compelling.
The damaging effect o f riba (interest) permeates all
facets o f life from government economies, businesses
down to families and individuals. It has adverse effects
on production and allocation o f resources as well as on
distribution o f wealth. In Third World countries, we see
the crippling effects o f interest based loans, to name a
few - many developing countries' payable debts exceed
their total income, hence mortgaging future generations. Poor countries borrow money to pay off their
mounting public sector debts; economies have become
stagnant and unproductive .... the list is endless.
Developed countries are not excluded from the evil
effects of interest - they also face national and foreign
debts; consumers borrow and make purchases against
their future earnings; the credit system encourages
indebtedness leading to bankruptcy etc.
A good example o f a conventional economy reeling
from the effects o f interest is Japan. Until recently
Japan used to apply an unprecedented zero interest rate
policy, however since it changed its policy to an interest rate economy, stock prices have fallen and uncertainty has mounted i n recent weeks over the durability
of Japan's economic recovery. Japanese banks are facing a mountain o f debts and profits have declined or
remained in the red as the sector faces problems stemming from a fragile economy, weak stock market and
poor loan quality. Pressure is currently building for the
Bank o f Japan to return to the zero rate policy.
In advanced economies there is a gradual move
towards non-interest based transactions. The benefits
and the profitability i n an interest free system is being
recognised. We are now seeing the mergers o f conventional banks and Islamic banks, many conventional
banks are now offering Islamic financial services and
Islamic investment funds are widely available i n Europe
and the US. This development has been acknowledged
by Abdullah Saif, Bahrain's Finance and National
Economy Minister "The intellectual, ethical and i n n o v ative strengths o f Islamic finance have enabled Islamic
financial institutions to gain momentum in an international movement which has become increasingly aware
of the possibilities o f conducting financial activities i n
conformity with the principles o f the Shariah."

it is crucial that an international Shariah board is established for the purpose o f codifying the guidelines and
standards on the operations, transactions offered by
Islamic banks and financial institutions as laid down i n
the Qur'an. The efforts of the Accounting Organisation for
Islamic Financial Institutions, Bahrain i n the codification
of a uniform set o f accounting rules for Islamic financial
institutions should be applauded. The very important role
that the Islamic Development Bank (IDB) plays in giving
financial assistance to Muslim member countries, which
is largely free from conditions unlike those imposed by
IMF, the World Bank and other international financing
agencies should be applauded. Also IDB's contribution to
the cause o f promoting active economic and trade cooperation between its members. Further the role Bahrain
and Malaysia as innovators in the development o f the
Islamic financial system should be acknowledged, particularly i n the setting up o f an Islamic money market to
help alleviate the liquidity shortage currently faced by
Islamic banks and financial institufions.
Oil rich Muslim countries, including Saudi Arabia
should lead the way i n supporting the Islamic financial
system, patronise Islamic banks and encourage the
growth o f the system. As Muslims we all have a collective duty to play i n ensuring the success o f a truly
Shariah compliant financial system. Patronage o f these
banks instead o f conventional banks is a step forward
in the right direction, i n addition honesty and sincerity
in our dealings w i t h one another w i l l give confidence
to and boost the growth o f the system.
During this holy month o f Ramadan, i t is a time for
reflection for Muslims. A time to reflect and to take
more seriously the prohibition o f riba (interest) by A l l a h
and the resulting damaging effect that it has and w i l l
continue to have on societies. It is a time for radical
changes, time for an overhaul o f our system and time
to move forward and put into action ways in which we
can improve the Islamic financial system and provide
purely Islamic financial services to Muslims and nonMuslims. Transactions o f interest cannot be allowed to
continue forever on the basis o f necessity. It is time for
Islamic countries to put aside their personal interests
and approve licenses for the establishment o f wholly
Islamic banks and rid interest from their financial systems. It is time for us to support the efforts o f individuals and organisations that are committed and offer
constructive criticism i n the promotion o f this equity
and value based system.

With the advancement o f the Islamic banking system,
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Islamising public debts: Challenges

and opportunities in Pakistan
Dr Tariqullah Khan is in the
research team of the Islamic
Research and Training Institute
(IRTIj, Islamic Development Bank
(IDB). Views expressed below are
the author's own and do not, in any
sense, reflect those of IDB or IRTI.

P

akistan's ongoing attempts to
replace the existing Riba
(interest)-based financial system w i t h an Islamic alternative, as a
follow-up on the Federal Shariah
Court Judgement against interest,
are watched widely and w i t h interest. The country's prevailing socioeconomic scenario, presents an
important test case for the application of the Islamic financial alternative. The proponents o f Islamisation
believe that the Islamic alternative
can effectively overcome the difficulties faced by the country provided that it is faithfully implemented.
The most important challenge
confronted by Islamisation is i n the
area o f public debts. I f interest is
prohibited, what w i l l happen to the
existing debts and how the government w i l l borrow i n the future? It
has been suggested that the government of Pakistan should convert its
existing interest-based public debts
into Ijara-based public services certificates. Future public borrowing
can be arranged on Ijara, Salam, and
Istisna' basis. It is argued that the
conversion of Riba into Ijara would
enable the government to comply
w i t h the implementation o f the
Federal Shariah Court Judgement
against interest, by the deadline o f
June 2001. The process o f such a
conversion w i l l not create any additional risks for the economy.
On the other hand, a delay in the
transformation w i l l create confusion
about the direction, which the government wants to take w i t h regard to
complying with the Judgement. Such

confusion can be the source o f
important risks confronted particularly, by foreign investors i n
Pakistan. Consequently, the country
w i l l face further liquidity problems
and its economic policies w i l l face a
set back. The idea o f transforming the
interest-based public debts into Ijarabased public services certificates is
simple and understandable by the
common person. It offers a workable
modality to "Islamise" (legalise) government finance and asset and liability management. To explain the simplicity and practicability o f the idea,
let us look at the balance sheet entries
of the government.
On the assets' side o f the government's balance sheet, there are roads,
bridges, airports, seaports, dams,
atomic reactors, composite assets
(defence, public security, justice,
health, education services, etc), public enterprises, government receivables etc. Against these assets, the
government balance sheet has liabilities such as the principal amount o f
the public debt (national saving certificates, defence saving certificates,
funds borrowed from banks and
other sources, treasury bihs, various
types o f foreign debts etc), interest
payable on these and other payables.
According to the Judgement, this
government balance sheet structure
is incompatible w i t h the Shariah,
because it is based on Riba (Interest)
and needs to be legalised (Islamised)
by the deadline. There is only one
feasible method o f legalising the balance sheet o f the public sector,
namely, rewriting the existing Ribabased contracts w i t h the financiers
on the basis o f Ijara (renting).

Proposal
This w i l l require two steps to be
taken by the government. As a first
step, the government shall sell its
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existing assets to the owners o f the
public debt. For example, a person
holding Rs 10,000 o f national savings certificates and earning 15%
interest per year w i l l be sold by the
government a suitable portion o f
road (may be one kilometre o f a rural
road). As a second step, the new
owner o f this portion o f road w i l l
lease it back to the government. As a
result, the person w i l l now hold a
certificate o f ownership o f one kilometre o f road and earn 15% rent. The
owner o f the new asset can keep i t
and earn the 15% rent or can sell it
worth Rs 10,000 or some other price
subject to the market for the asset.
Some readers may challenge the
rationale o f this new arrangement i n
view o f the fact that it does not seem
to be different from the existing system. The most important difference
between the two is that the new
scheme w i l l be completely compatible w i t h the Judgement and thus
legal and the old scheme w i l l
become illegal starting from June
2001. The merit o f the new scheme
lies i n the similarity w i t h the existing system. Due to this similarity
transforming the old system into the
new system w i l l not cause any major
disruption thus w i l l not pose additional risks to the economy.
Economy-wise implementation o f
the proposed scheme requires largescale securitisation. Accordingly, special purpose vehicles (SPVs) w i l l be
required to be established by the government on behalf o f the investors for
assets o f different nature. These SPX's
may be established either on the basis
of Mudaraba or Wakalah. In either
case, these w i l l be mutual funds.
Their function would be to intermediate between the owners o f assets (the
investors) and the user o f the assets
(the government and its departments).
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CAPITAL INTELLIGENCE RATINGS
ISLAMIC BANKS/FINANCIAL INSTITUTIONS

I intelligence

CURRENT RATING
SUPPORT

OUTLOOK

SINCE

NA

2

Stable

Aug-2000

BBB-

3

Stable

Aug-2000

A3

BB+

2

Stable

Dec-1999

• Al Amin Co. for Securities £t Investm't Funds BBB

NA

NA

NA

NA

Aug-2000

• Al Tawfeek Co. for Investment Funds Limited BBB

NA

NA

NA

Stable

Sep-2000

8B-

B

BB

3

Stable

Sep-2000

• Kuwait Finance House

BBB+

A3

BBB+

2

Stable

Jun-2000

• Investment Dar Kuwait

NA

NA

BB-

3

Positive

July-2000

13 December 2 0 0 0

FOREIGN CURRENCY

DOMESTIC

BANKS

LONG
TERM

SHORT
TERM

STRENGTH

• Albaraka Islamic Investment Bank

BB

A3

• Bahrain Islamic Bank

BB+

AS

• Faysal Islamic Bank o f Bahrain

BB+

BAHRAIN

JORDAN
• Jordan Islamic Bank for Finance
KUWAIT

QATAR
• Qatar International

BB+

B

BB+

3

Stable

July-2000

• Qatar Islamic Bank

BB+

A3

BB+

3

Stable

Sep-2000

BBB+

A3

A-

3

Stable

July-2000

BB+

A3

BBB-

2

Stable

Aug-1999

BB+

A3

BB+

2

Stable

Feb-2000

• Allied Bank of Pakistan

C

C

C+

4

Stable

May-2000

• Askari Commercial Bank

C

C

BB

Stable

Apr-2000

• Faysal Bank

C

B+

Stable

Apr-2000

• Habib Bank

C
C

3
2

C

C+

2

Stable

June-2000

• Muslim Commercial Bank

C

C

B+

4

Stable

Apr-2000
May-2000

SAUDI ARABIA
• Al-Rajhi Banking Et
UAE
• Dubai Islamic Bank
MALAYSIA
• Bank Islam Malaysia
PAKISTAN

• National Bank of Pakistan

C

C

B+

2

Stable

• Union Bank

C

C

B

4

Stable

Apr-2000

• United Bank

C

C

B+

2

Stable

Apr-2000

NA

NA

B

4

Stable

Aug-2000

PALESTINE
• Arab Islamic Bank

KEY S [STABLE] P [POSITIVE] N [NEGATIVE]
ALL RATINGS ARE REVIEWED ON A REGULAR BASIS Source: Capital Intelligence (CI), Bank Analysis and Rating Service, Limassoi, Cyprus
Tel: (Cyprus) +357 5 342 300 Fax: (Cyprus) +357 5 343 739 / 817 750
Email: marketing@ciratings.com.cy Internet: http://www.ciratings.com

The SPVs w i l l be responsible for
keeping the assets i n good condition,
collecting rents and transferring these
to the investors (owners) o f the assets.
The SPVs can render this function
either for managerial fees (Wakalah
concept) or on the basis of sharing i n
the rent (Mudaraba concept).
The new system apparently does
not look different from the existing
system. However, i n the longer-run it
is expected to bring a number o f revolutionary changes i n the evaluation
and management o f public sector
assets and liabilities and thus their
management.
First, the economic values o f public sector assets are often taken for
granted and never the need has been

felt to assess their values systematically. Even roads i n remote villages
have an economic value. Similar is
the case w i t h hospitals, schools and
other services rendered by the government. The value o f these rent-able
assets is never assessed properly. As a
result, the national wealth is often
underestimated. The new system w i l l
eventually, lead to the proper valuation o f all such assets and w i l l introduce a market ingredient. This w i l l
pave the way for efficient management o f these assets.
Secondly, each liability has to be
clearly identified against a known
asset. In the longer-run, this w i l l introduce an economic discipline. Thus,
wrongful diversion o f public debts

could be controlled to a great extent.
Thirdly, the proposed system w i l l
help i n developing capital markets b y
systematic privatisation o f almost all
assets o f the public sector. This w i l l
enable small and big investors to participate i n the market on equal footing. Thus, transparency and market
discipline w i l l improve. Since rent is a
stable income guaranteed by the government, confidence o f investors i n
the capital markets can improve leading
to
systemic
stability
and
increased savings.
Fourthly, the new scheme will lead
to a genuine introduction of the Islamic
financial system. Starting from the
right premises, there is a great scope for
financial engineering covering various
continues on p8
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IIBI N E W S

IIBI attends Seminar on Islamic Banking 8t Finance in Nigeria
A first ever orientation seminar on
Islamic banking was held in Kano,
Northern Nigeria on the
25th
November 2000. The theme was
Islamic
banking
and
finance:
Challenges and opportunities in the
Nigerian Economy. It was organised by
Ahmed Zakari a Co, pioneer providers
of Islamic advisory services in Nigeria,
and members of the Institute of Islamic
Banking and Insurance.
Ms Rakiya Ibrahim of the Institute
of Islamic Banking and Insurance, i n
her paper entitled Islamic
and
Conventional Banking: A
comparative analysis
urged Muslims i n
Nigeria to introduce a system of j u s tice i n monetary matters which is
desperately needed in Nigeria now
more than ever. She called for Islamic
investment services and products that
are "customer focused and
are
Islamic not only i n name but in substance". She further reiterated the
Institute's intention to open a
Representative office in Nigeria.
Other Papers presented were by Dr
Abdin Salama, Senior Legal Advisor,
Shariah Group, A l Rahji Saudi Arabia
- Financial Instruments of Islamic
Banks: A case study of Al-Rajhi
Banking and Investment Corp; P r o f
Abdel Rahman Yousri, Director
General, International Institute o f

Islamic Economics,
International
Islamic
University,
Pakistan
Prohibition o f Interest (Riba) i n Islam
and other religions: its economic
rationale
and
implications
and
Islamic banks: Bases, mechanisms
and proposals for better performance;
Shuaib Ahmed,
Senior
Partner
Ahmed Zakari & Co. - Current developments i n Islamic b a n k i n g and
finance, a Global perspective; Falalu
Bello, Managing Director, Intercity
Bank Pic, Nigeria - Emerging Opportunities for Islamic Banking in Nigeria.
The seminar had a large t u r n out
and generated a lot o f interest from
all sectors - the government, banks,
media, organisations and individuals.
Nigeria is the most populous country
in Africa w i t h 120 m i l l i o n people o f
which 72 m i l l i o n are Muslims. This
seminar is a welcome development as
the demand for an Islamic financial
system comes in the wake of the adoption of Sharia by many of the Northern
states in Nigeria.
The Vice president o f Nigeria,
A t i k u Abubakar was represented at
the seminar by his Special Adviser on
Economic Affairs, Dr. Ajuji Ahmed.
On
attempts
by
the
federal
Government to restructure the economy, Dr Ahmed assured MusHms i n
Nigeria that "a credible legal and reg-

ulatory framework is currently being
put into place and it w i l l be Shariah
compliant".
Also speaking at the occasion, the
Secretary
General
of
Nigerian
Supreme Council for Islamic Affairs,
Dr Lateef Adegbite, who was chairman at the occasion, noted that the
current debate on the prospects of
Islamic Banking and Finance i n
Nigeria is a necessary concomitant of
the ongoing expansion o f Shariah. He
noted further that apart from factors
like corruption and wastefulness "the
runaway compound interest imposed
on countries like Nigeria by sovereign
lenders, institutional lenders like World
Bank and the IMF have crippled the
third world economy. The economic
standing of Nigeria would have been
stronger today i f interest free or profit sharing banking had been in place
domestically and internationally".
He charged Muslims i n the country to rid their economic system o f
interest and enjoined them to continuously "press forward i n the pursuit
of re-establishing Islamic institutions
and practices and procedures which
have been submerged in Nigeria."
There were demands for Nigeria to
become a member of the Islamic
Development Bank (IDB). •

IIBI's Monthly Lecture Series - November 00
The Institute of Islamic Banking and
Insurance held its monthly lecture
Programme on the 24th of November
2000 at the Institute's office in London.
The lecture was chaired by Mr Tariq
Hameed of William M. Mercer Ltd.
The discussion topics were:
"Selling Islamic financial products to
women - The Hijra Experience."

Presented by Hjh Rohani bt. Dato
Mohd, Chief Executive o f Hijrah
Trust Management Group Berhad
Malaysia. Hjh Rohani gave an
insight into their low risk investment
fund which has a long term potential

for dividends and capital appreciation. The fund is targeted towards
women and it enjoys the support of
Malaysia's biggest women political
movement of more than 1 million.
Further that the objective behind the
establishment o f Hijrah Trust is "to
enhance and uplift the social and
economic status of women and to
increase women's investment literacy rate via relevant custom-made
solutions."
"Zero Interest Banking and Inflation
Free Economy" was presented by

Mr

into the reasons for zero interest
banking, the countries i n which it is
being practised and outlined the
concepts of the system. He also discussed the advantages o f an inflation free economy and concluded
that implementation o f this system i f
properly managed would lead to
repayment of national debt, o f f budget funding for vital social sectors,
elimination o f mass poverty and
greater social justice.
A large number of people from
banking and financial
institutions
attended the lecture.
•

Shahid Jamil FCA. M r Jamil looked
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ISLAMIC ECONOMICS

Part 2 -

The Philosophy of
Islamic Economics
By Dr. Alireza Rahimi
Boroujerdi,
MBRA President and Economic and
Research Adviser to the Governor of
the Central Bank of the
Islamic
Republic of Iran and Professor of
Economics, University of Tehran

The Science of Islamic
Economics
Milton Spencer, i n his book entitled
Contemporary Economics, defines
economics as a "social science concerned chiefly with the ways which
society chooses to employ its limited
resources, or alternative uses, to produce goods and services for present
and future consumption". John
Taylor, although emphasizing that
he dislikes defining the science o f
economics, sees i t as "a way o f
thinking and describing economic
events and predicting under what
circumstances such events might
take place in the future and then recommending an appropriate course o f
action", and defines "economic model"
as "an explanation of how economy or
the art of economy works". The question is whether what has been said
about Islamic economics complies
with, or contradicts, these definitions.
What all these definitions have i n
common is that, regardless o f definition, economics is the study o f the
economic behaviour o f man and
societies. What we want is to create a
system, not to define or describe it.
Capitalism is over 200 years old. Had
the Islamic economic system been
implemented 50, 100 or 500 years
ago, our task would have been limited to describing it. But, at the present
time, we are trying to devise a notyet-existent system for which rules
and limits have not yet been devised.

6
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From w h a t the
economists
define, it is understood that economics deals w i t h allocating limited
resources to unlimited needs. This is
the essence o f economics. Yet, the
aim o f Islamic economics is superior
to that, as Islamic economics is seen
as a tool to reform society. The
question that arises at this stage is
that concerning the nature o f
Islamic economics and the method
of theorising about it.
Four views can be considered in this
regard:

a) It must be made clear at the
outset that our view o f science is the
empirical one. Islamic economics
can be founded u p o n empirical
methods and can give guidelines to
solve economic problems w i t h i n the
framework o f the Islamic Economic
School.
b) The problem can be viewed
from two perspectives. One is the
study o f behaviour and looking for
relations among economic variables.
The other is what Islam has provided
and proposed i n the field o f economics. Thus, our method can be to identify the environment w i t h i n which
economic behaviour is formed and
upon w h i c h predictions can be
made. But beyond this method, Islam
wants to change this environment
and the resultant behaviour by providing a set o f rules for ideal behaviour. Therefore, the study o f the
nature o f Islamic economics takes
precedence
over
its
scientific
methodology.

December-January 2001

c) We believe that i n Islam we
have a specific school o f economics
which is described by God, and
among whose parts there exists a
logical relationship; it is consistent
and influences human behaviour.
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Upon this, theories can be founded.
Studies o f Islamic theories use statistical Muslims, not ideal ones.
Theories are based upon the behaviour
of normal people in society. Of course,
we can emphasise the coefficients o f
the variables i n the equations.
Therefore, i n theorising about
Islamic economics, we should not
base our scientific work on the
behaviour o f special people, but on
the behaviour o f normal people, who
are infiuenced by the teachings o f
religion devised by God. However,
economic theories give us direction,
not coefficients. These coefficients
must be determined later, through
empirical studies.
d) To discover the Islamic
Economic School or its scientific
basis, it is better to look into Islamic
rules rather than the behaviour o f
Muslims. The correct method is to
study the Islamic rules, separate the
parameters and principles, find their
relations and thus reach an Islamic
theory. The Islamic method aims to
influence society and not to be i n f l u enced by it.
Some Important Points

a)
In Islam, the Islamic Umma
(the society) is considered to be special. I n Islam, both material and spiritual affairs are taken account o f
b)
Contemporary economics is
consistent w i t h special societies,
since economic rules have a close
relation w i t h the cultural and ethical
principles o f a society.
c)
Having i n mind both material and spiritual needs, it is necessary
to take into account many variables
i n our model. These variables do not
exist i n capitalist economy, since the
theoretician has taken his values to
be fixed, not changing.

ISLAMIC ECONOMICS
The Relationship between the
Islamic Economic School and
Islamic Economic Science
Here we may proceed w i t h putting
two questions and try to respond to
them from different angles:
Question 1: Can the Islamic economic rules be abstracted from the
Economic School o f Islam?
First View: The Islamic rules comprise only a part o f the Islamic
Economic School. There are Islamic
teachings that are not obligatory and
binding on us, but which can i n d i cate directions and show viewpoints.
These should be considered separately from the rules.
Second View: The economic rules
are made w i t h due respect to causeand-effect relations. To discover the
School, one must refer to the Islamic
economic facts, not to human society. Economic rules are thus derived
and are of no value without such
reference.
Question 2: Is compilation o f the
scientific rules conditional on the
existence o f a society?
First View: By science, we mean a
posteriori reasoning. I f we want to
change our hypotheses to theories,
there must exist a society in which
our hypothetical assumptions can be
tested.
Second View: Some sciences use a
priori methods. It is impossible to
have a School before having the science. Compiling rules and regulations before discovering the causeand-effect relations is o f no value.

Criticism of the Views
First View: Science is the knowledge
that is achieved, evaluated and
judged through experiment. Whatever
may be said about the School, it has
many non-experimental aspects.
Second View: New methodological

theories have undermined the first
view, which strongly emphasised the
experimental sciences. Economic
scientific methods have also evolved
and there is no more emphasis upon
experiment but rather on refutability
of theories and hypotheses.
We can thus conclude that:

a) The Islamic economy has two
aspects, "school" and "scientific".
b) Even w i t h i n the experimental
boundaries o f economics, it is possible to set forth different theories o f
the level and manner o f the Islamic
values i n economic behaviour.
c) A t present, the Islamic economic theories are not widely
k n o w n , so we must completely
describe and explain our notion o f
the "Islamic economic sciences".
d) The Islamic Economic School
has scientific foundations, but o f a
kind superior to the empirical sciences, owing to its divine source. It is
an a posteriori science, while current
economic sciences are a priori ones.
e) Understanding and teaching
the scientific principles o f the
Islamic Economic School - the fixed
principles - is not conditional on the
formation o f an Islamic society.

The Methodology of
Islamic Economics and the
Islamic Economic School.
The set o f Islamic teachings includes,
inter alia, seven areas i n economics
which are different both i n nature
and i n methodology, and all o f which
are necessary elements for the creation o f an Islamic economic system.
Topics related to beliefs and
t h i n k i n g , the understanding o f
which can change our viewpoint
toward the economy; The fundamentals o f Islamic values in the economic, social and political behaviour
of people; Economic goals; The p r i n ciples and pillars o f the Islamic
School; Economic jurisprudence and
verdicts; Economic institutions; and
The study o f the objective aspects o f
actual behaviour.
Also there are four different
approaches to Islamic economics.
1. The perfectionist approach,
which tries to underscore the inherent
contradictions between capitalist and
socialist economies, so as to prove the
efficiency o f Islamic economy.
2. The fundamental approach,
which centres upon tradition and economic jurisprudence, which is derived
through interpreting the Holy Qur'an.
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3. The functional approach,
w h i c h relies on secondary rules
made by the Islamic ruler, owing to
the vast variety o f social needs and
complexities.
4.
The
scientific
approach,
according to which, through different theories o f Islamic economics,
scientific criteria can be met.
The first three approaches can be
labelled as "traditional", while the
fourth one may be referred to as the
"modern" scientific approach.
The methodology o f Islamic economics can be applied to two areas:
one regarding the discovery o f the
Islamic Economic School, and the
other concerning setting out theories
in Islamic economics. The latter itself
has two aspects: one creating a new
system and the other relating to conventional economic science.
The next step i n the study
relates to the direction o f the functions o f such institutions as banks
and insurance companies, as well
as to employer-employee relations.
The basic question here is: what
authority do Muslims have to create such systems? The question is
important in that they have no such
authority. Yet, w i t h i n the boundaries o f what is permissible, they
are all authorised, since all Muslims
t h r o u g h o u t h i s t o r y have had a
share in this system.
The search for the Islamic
Economic School is mandatory for
three reasons:
1.
Given the inclusiveness o f
Islam, what is its Economic School?
2.
The Islamic state necessitates a comprehensive approach
towards all aspects o f human life,
including social, and particularly
economic, affairs.
3.
The equitable distribution o f
wealth, as a goal i n the Islamic
School, finds its meaning only w i t h in the society, not from an i n d i v i d ual point o f view.
Islam is a systematic and comprehensive religion that includes rules
that are scientifically founded. These
rules must be discovered. Islam has
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solid and fixed foundations upon
which these rules are based. So has
the Islamic Economic School. The
point is that it is from these foundations that we deduce the beliefs
which form the grounds for the
Economic School.
With this view, any Muslim can do
the deductions and we could, therefore, have different economic schools
according to the inferences o f different individuals. In the seven fields or
viewpoints mentioned above, theologians and economists can each deal
with a separate field. Together they
can design a system, which is both
Islamic and able to answer the needs
of present-day society.

The Islamic Economic
School
First View: The Economic School has a
broad and general framework which
illustrates the values of the Islamic
School in the various areas of production, distribution and consumption.
The aim of this School is to theorise
economic justice. The Holy Qur'an
obliges man to create added value, and
whoever does so is eUgible to use the
ensuing benefits. The School itself
defines justice as the allocation of
rights and benefits according to the
individual's worthiness. I f this principle
is put into practice, everyone will, at
least, gain a minimum level of welfare.

continues from p4:
Islamising Public Debts
requirements of the modem economy. I f
the system is faithfully implemented,
Pakistan could be a hub of the emerging
Islamic financial markets. Thus, substantial Islamic investors can be attracted.
Finally, the proposed system is
clear, simple and workable.
Thus, it can be helpful in alleviating
all fears about the unforeseen implications o f implementing the Judgement.
Once the proposed system is introduced, the resultant instruments can
also be utilised for monetary management of the economy.
The introduction o f the new system however, requires a number o f
infrastructure related support by the

8
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Second

View:

The

Islamic

Economic School should not be considered as just a set o f rules. To show
the worldwide applicability o f Islam,
we can define a set o f fiexible and
adaptive principles which, together
w i t h divine legislation, form the
principles
of
behaviour.
The
Economic School consists o f both
these principles.
Third View: The Islamic Economic
School consists o f the set o f values
which are elicited by the Islamic
nation (umma) as a legal system and
upon which the nation w i l l constitute its economic systems. Therefore,
i n making a system, we are dealing
w i t h a part o f the Islamic School
which deals with its social aspects i n
the field o f economy. This Economic
School consists o f the values which
are accepted at any given time or
place, but which can be put aside,
revised, changed or up-dated at
other times. I n any case, the School
is a function o f our varying intelligence and abilities i n different circumstances.

Criticisms of the Views
a) The Issue of Discovery

By "discovery", we mean uncovering
those basic frameworks which are
constant and do not contradict
Islamic viewpoints. Different inferences are irrelevant i n discovering

government. These include implementing proper banking and securitisation laws, encouraging investment
banking,
better
co-ordination
between the regulators and supervisors o f various sectors, provision o f
opportunities o f dialogue between
persons and entities concerned t r a i n ing o f the required manpower and
above all, popularisation o f the related ideas and modalities. It seems that
substantial progress is being made in
some areas and genuine difficulties
may be confronted
in
others.
However, in some other areas, like
training and popularisation o f the
basic concepts and modalities o f
Islamic finance, one feels that there is
a need to move a bit faster.
•
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the basics, being relevant only to
designing practical models.
b) The Place of Rationalism

Wisdom is one o f the sources o f cognition, provided that it is consistent
with religious principles. Questions
such as the priority of industry or
agriculture are not related to the
School. Such questions may find different answers according to time,
place and inference. The fixed principles are not subject to such reasoning.
c) The Field of the Permissible

Some values and principles are
strictly stated and cannot
be
changed. But there are other fields
where religion is silent and i n which
we have options and authority. Our
understanding o f Islam is a function
of science and is variable. But the
nature o f Islam cannot be variable. It
does not change w i t h scientific
development.
d) The Methodology of Inference.

The number o f inferred economic
schools depends on the number o f
methods o f inference. So first the
characteristics o f this methodology
must be clarified. I f we accept this
argument, then we should be looking
for methods o f inference and deduction. The question is whether these
methods can be equally applied to
both religion and economics or are
different i n each field.
To be continued in the next issue

Eid Mubarak St
Season's Greetings
The Editor and the Staff
at NeivHorizon
would like to wish
Eid Mubarak ft
Season's Greetings
to all our readers and
subscribers.

SHARIAH QUESTIONS

Questions A n s w e r s
Agreements Stipulating
Interest-Free Lending
Q. With regard to foreign correspondent banks, it is clear that there is a
problem related to the ways transactions are accounted for because these
are

concluded and recorded on the

basis of interest rates. Since the like of
these transactions are ribawi they are
prohibited to the Islamic Bank. We
therefore

suggest that

transactions

should be concluded on the basis if an
advance agreement with the foreign
bank. The gist of the agreement would
be that the Islamic Bank will deposit
an amount in its account with the foreign bank without its earning interest
on the balance. Then the Islamic Bank
will use the funds In the accounts 'or
its business. In case the Bank's withdrawals exceed the deposited amount,
such that the foreign bank becomes
the Islamic Bank's creditor, no interest
will be paid. Transfers must be completed for the replenishment of the
account in such away that equilibrium
is constantly maintained between the
amounts deposited and the amounts
withdrawn. Is there any objection from
a Shari'ah perspective to this method
of transacting?

Fatwa:
A l l jurists agree on the prohibition o f
loans for which benefit to the originator is made a condition. Ibn al
Mundhir wrote "They are i n consensus that i f a lender stipulates to a
borrower excess or a gift (in return
for the loan) and then lends on that
basis, the excess that is taken w i l l be
riba. It is related that Ubayy i b n
K'ab, Ibn ' Abbas, and Ibn Mas' prohibited loans that bring benefit.
Finally, a loan is (understood i n
Islamic law to be a contract o f
friendship and favour, so i f benefit is
stipulated, the loan w i l l be divested
of true nature.
Among the scenarios for loans

bringing benefit described by the
classical jurists is one which the
lender stipulates that the borrower
must sell h i m something, or rent h i m
I house, or lend h i m something i n
return. A l Hattab stated that there
are no differences i n opinion regarding the prohibition o f a lender's
lending on the condition that the
borrower lends something i n return.
This is what they have opined
regarding conditions.
If, however, the loan is unqualified by any condition, and the borrower repays it w i t h something better,
or adds a gift, or sells something to
the lender, or rents h i m his house or
lends something i n return, there w i l l
be nothing unlawful i n any o f that.
The agreement suggested by the
Islamic Bank to be concluded w i t h
foreign banks, though it excludes
interest on loans, i t may nonetheless
be stated that i t includes benefit the
lender. Thus, it w i l l be prohibited i f
the Faisal Islamic Bank stipulates to
the foreign bank that it is to extend
it credit whenever its accounts
become overdrawn. This because the
amount placed by the Islamic Bank
w i t h the foreign bank, if, consider i t
a loan, then the Islamic Bank is
loaning to the foreign bank on the
condftion that the foreign bank
loans to it. A n d all o f the jurists have
agreed that this unlawful. I f we consider the amount a deposit, the foreign bank (in this case the lender)
w i l l benefit from the deposit, i n
which case its loan to the Islamic
Bank w i l l have brought it benefit.
This too is unlawful.
The way out o f the prohibition is
for the Islamic Bank to place the
amount i n its o w n account at the
foreign bank for no interest. It must
not stipulate that the foreign bank
lend it money to cover overdrafts.
Rather, i n its agreement w i t h the foreign bank it must suffice by saying
that the Faisal Islamic Bank w i l l not
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pay interest to the foreign bank i n
case the foreign bank becomes its
creditor.
This is the opinion o f the Board
for the solution to the problem w i t h i n the leg framework established by
the classical jurists.
The Board also notes that there is
another way to legalize the agreement suggested by the Islamic Bank,
even i f it were to stipulate to the foreign bank that it must extend it
credit w i t h o u t interest when its
account is overdrawn. This is
because the purpose o f the agreement for the Islamic Bank is to avoid
taking interest and paying it. Its purpose is clearly not the benefit it
stands to gain from loaning, or the
benefit to be gained by the foreign
bank. Thus, even though the condition it stipulates i n the agreement
centres on lending, and that the
lending should take place without
interest, the basic purpose o f the
agreement is to avoid interest.
I f the foreign bank refuses, the
Islamic Bank would not accept a loan
on interest from it, but would search
for another bank that would agree to
transact without interest, or it would
simply depend on its balance and
dispense w i t h the condition about
lending. So the purpose o f the condition is a good purpose which accords
w i t h the higher purposes o f the
Islamic Sharl' ah and accomplishes
an Islamic principle which all Islamic
banks strive to realize, or transacting
without interest. Finally, all matters
are judged on their purposes.
In summary, then, the Board's
view is that the transaction suggested by the Islamic Bank i n its question is lawful, regardless o f whether
it stipulates i n its agreement w i t h the
foreign bank that it lend without
interest, or whether it does not stipulate lending, but suffices w i t h the
condition that it not accept interest.
And Allah knows best.
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Parallels Between Islamic and
Ethical Banking
PROFESSOR RODNEY WILSON
University of Durham, UK

I

slamic banks often describe
themselves as being providers of
ethical financial services, but
they do not spell out explicitly what
is meant by this or its significance.
The word ethical is used as a label,
and equated w i t h Islamic, but there is
no attempt to make the link between
what is ethical and the specific methods of conducting financial transactions. This is unfortunate, as i f
Islamic banks are to build their customer bases, then they have to be
convincing and persuade potential
clients that there are worth switching
to. For Islamic banks it not so much a
matter of competing on price, but
rather i n stressing the unique quality
of the services they provide. This
means they have to be believable, and
be able to engage the customer by
appealing to his or her conscience.
Quite rightly the major concern
of Islamic banks is that their financial practices should comply w i t h the
shariah law. Having a shariah advisor or committee of respected fiqh
scholars who can endorse the bank's
activities is seen as crucial to ensure
the institution's reputation. I n their
publicity material however
the
emphasis by the banks is often on
the standing of their shariah regulators rather than stressing the moral
teaching
that
governs
Islamic
finance. There is little attempt to
explain the ethical merits of how the
bank conducts its business directly
to the clients. Islamic banks can and
do primarily attract clients because
of their religious beliefs, and their
desire to translate these into everyday financial dealings. Merely stating that a product is shariah compliant is insufficient however; Islamic
banks need to be more closely
engaged w i t h their clients and make
a convincing moral argument for
their business methods.
As the requirements and aspirations of societies change there is a
10
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need to appeal to the intelligence as
well as the beliefs of the client.
Islamic banks must convince their
customers o f the advantages of their
innovative financial products, and
demonstrate that the products are
both shariah compliant and at the
same time related to new business
circumstances. There is i n other
words an education role for Islamic
banks and other providers of Islamic
financial services. This should not
undermine
shariah
advisors
by
bypassing them, but rather enhance
their role as they can help underline
the merits of Islamic finance to a
wider but well
informed
and
demanding customer base. I n Islamic
terms this is a matter of ijtihad or
application of fundamental principles to changing circumstances. The
shariah
advisors
or
committee
should, i n other words, be involved
in marketing as well as regulation,
and play a more pro-active rather
than reactive role.

The Co-operative Bank's
Ethical Policy
There is undoubtedly much that
Islamic banks can learn from conventional banks that designate themselves as being involved in ethical
finance. Admittedly there are fundamental differences between ethical
practices derived from religious
teaching and those designed to
appeal to popular secularist morality.
Those involved i n Islamic finance
would regard their ethics as being
enduring, as ultimately they are
based on holy revelation, whereas
ethics derived from social values are
inevitably more transitory. W i t h this
important proviso it is nevertheless
instructive to examine the experience
of a leading western "ethical" bank.
As the Co-operative Bank is the
sole, self-designated, ethical retail
bank i n the United Kingdom, it is
instructive to look at its policy and
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dealings. Of particular relevance is its
publicity on ethical financial practice
and its engagement with ethically
aware clients, who recognise, and get
satisfaction from, their wider social
responsibilities rather than simply
personal material gain. The bank
adopts a stakeholder approach which
is of potential relevance for Islamic
banks, the aim being to identify and
build on stakeholder synergies to
secure benefits for the widest possible constituency.
The bank seeks to build on its
name and history by defining what it
sees as the underlying principles of
co-operation. These include participation that the bank interprets i n
terms of welcoming the views and
concerns o f customers and i n encouraging bank staff to take an active part
in the life of their local communities.
As the bank's origins was i n the
industrial heart lands of northern
England, where it was viewed as a
bank for working class people, this
stress on local solidarity and community Identity seems natural. Its headquarters remains Manchester, where
arguably financial institutions are i n
greater contact w i t h the local comm u n i t y than in an international
banking centre such as London.
The bank seeks to develop close
affinities w i t h organisations that
"promote fellowship between workers,
customers, members and employers."
The bank was historically, and still
remains, the manager of most trade
union finances and was an offshoot
of
the
Co-operative
Wholesale
Society (CWS) w h i c h distributed
goods to local consumer co-operatives throughout the north of England
and Scotland. As the members of
these local co-operative societies are
their customers, this reference to customers and members i n the mission
statement on ethical policy is derived
from past business traditions.
The Co-operative

Bank aims to

attract investment and make sufficient surplus funds to ensure that its
future development can be adequately financed. Although it was restructured as a public law company, it is
not quoted on the stock market,
which means it is not primarily concerned with increasing shareholder
value. Its sole shareholder is the
CWS, a complex association o f local
consumer co-operatives whose origins date back to the Rochdale
Equitable Partners Society. This was
founded i n 1844 by 28 working men
who wanted to ensure good value in
their food purchases. The bank was
established as the loan and deposit
department of the CWS i n 1872, and
was recognised by the Bank o f
England as an authorised bank in its
own
right in 1947. Checking
accounts were introduced for purchases outside the co-operative
organisations in 1975 when the bank
joined the London Clearing House.
Because o f the Co-operative
Bank's unique ownership structure it
is not vulnerable to take-overs, as the
CWS has no interest i n divesting.
Furthermore de-mutualisation is not
an issue, as the Bank is already a
company, not a mutual society. There
are nevertheless disadvantages in not
being a quoted company, notably the
inability to raise equity capital from
the market. The Bank has issued
preference shares as a means o f raising capital for expansion, which are
at present held by 1,500 institutions.
There is much stress on group
loyalty and identity i n the Co-operative Bank's mission statement. One
purpose of staff education and training is to "encourage commitment
and pride i n each other and in the
group". In some respects this group
ethos could be compared to loyalty
to the ummah, the whole Muslim
community, although no Islamic
bank mentions this i n its mission
statement. In the case o f the Cooperative Bank under its support for
freedom o f association it stresses the
importance of being non-partisan i n
all soclaL political, racial and religious matters, although the bank
was traditionally associated w i t h the
Labour Party.

Widening the Co-operative
Banks Client Base
The ethical policy o f the bank was
first launched i n 1992 i n an effort to
attract new, more affiuent, customers
outside the predominately working
class clients that the bank traditionally served. The target group was the
left o f centre middle classes, who
were perceived as having a social
conscience and concern over issues
championed by the more radical
press such as ecology. A t the same
time, as the bank did not want to lose
its existing clients, a large survey
was carried out to find their reactions
to the proposed ethical policy. Over
30,000 customers were approached,
and o f those who responded 84 percent felt it was a good idea for the
bank to have an ethical policy and
only 5 percent believed ethics had
nothing to do w i t h banking. Sixty
percent o f respondents agreed w i t h
the issues included i n the ethical policy, the major reservation amongst
clients being with respect to the
bank's proposal to no longer finance
companies involved i n tobacco production and distribution.
The ethical policy involves five
major areas o f concern: human
rights, armaments, trade and social
involvement, environmental impact
and animal welfare. The Bank
pledges not to invest i n or provide
financial services to any organisat i o n or regime v i o l a t i n g human
rights or involved i n the manufacture o f equipment used i n violating
human rights. On armaments the
bank w i l l not finance the manufacture o f armaments sold to oppressive
regimes, although the finance o f
armaments sold to democratic governments is permitted. To safeguard
animal welfare the bank w i l l not provide financial services to organisations involved i n animal testing,
exploitative factory farming, blood
sports or the fur trade. These can be
regarded as "negative" ethical criteria.
On the more positive side the
bank supports companies which are
involved i n "fair" trade or are socially involved. This includes business
customers and suppliers who take a
pro-active stance on ethical purNewHORIZON

chases from Third World countries
or organisations participating i n the
United Kingdom "social" economy
such as charities. The environmental
stance could also be interpreted positively, as it encourages business
customers to be pro-active on the
environmental impact o f their own
activities. There are also negative
prohibitions specified including the
avoidance o f companies involved i n
the production o f fossil fuels that
cause acid rain, the manufacture o f
"unnatural" chemicals that result i n
ozone depletion and the unsustainable harvesting o f timber which
results i n deforestation.
Critics could argue that these are
concerns for the developed world
that poor countries can i l l afford.
There is also the criticism that too
many o f the concerns are negatively
expressed, and that the Bank lacks
positive policies on issues such as
renewable energy by wind, sea or
river power or on organically produced foodstuffs and other similar
matters. There is also the criticism
that the Bank has been too involved
in gimmicks such as its 99.99 PVC
Greenpeace Affinity Card or its charity cards that involve the Bank making a donation o f 1.25 pence for
every £ 1 0 0 charged to the card. This
demonstrates a minimal level o f
generosity, w i t h the returns even
worse i n terms o f value than air mile
awards.
There is nevertheless a continuing high level o f customer engagement by the bank, w i t h clients voting on which four charities should
be nominated to receive a donation
each year. There have also been consultation exercises on the ethical
policy following the initial 1991 survey, w i t h major surveys carried out
in 1994 and 1998. By 1994 the ethical policy had received greater support w i t h over 80 percent o f respondents approving o f the Bank's stance
on every issue, an improvement o f
20 percent over 1991.
Islamic banks can also learn from
the way the Co-operative Bank disseminates its services, given that its
branch network beyond the north o f
England is limited. In 1997 the Co-
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operative Bank signed an agreement
with the Post Office to provide banking services, including deposit and
withdrawal facilities throughout its
18,000 branches i n the United
Kingdom. This year there have been
discussions between the government
and the major retail banks about
providing a "Peoples Bank" through
automated services i n every post
office. However the Co-operative
Bank's scheme is already up and
running, unlike the proposed scheme
which is attempting to replace the
payment o f social security benefits
and pensions in cash.
The Co-operative Bank also has a
telephone banking service and i n
1999 launched its fully interactive
banking service, Smile, on the Web.
This has attracted over 200,000
clients, probably because it pays
very competitive rates on savings
deposits rather than because o f its
ethical stance. The bank also participates i n the Link scheme, which
means that clients have access to
29,000 cash dispensers throughout
the United Kingdom.

The Dissemination of
Islamic Financial Ideals
In their publicity material and on
their Web sites Islamic banks generally provide much more limited information than the Co-operative Bank.
The information is often not up to
date, and Web sites are too often
neglected after they are set up, even
though they are potentially important
for communicating information to
present and future possible clients,
especially as Islamic banks have
often, at best, limited branch networks. The Web sites are often harder to locate using standard search
engines, and designed in too graphic
intensive a manner that means that
rapid access is limited to those possessing computers with fast processors and abundant memory and with
access to the latest telecommunications or fibre optic cable links.
The Al Rajhi Banking and Investment Corporation has one o f the best

Web sites and some o f the most well
designed publicity material i n the
Islamic banking community. It pro12
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vides details o f the major principles
on which Islamic banking is based,
namely the avoidance o f advancing
money on the basis o f a predetermined return i n the future. The rationale for this is not adequately
explained however, as murabahah
earns a predetermined return, but is
nevertheless
regarded by most
Islamic scholars as legitimate. The
publicity material links the Shariah
w i t h "viable projects" and "rehable
borrowers" but this is misleading, as
though these are laudable objectives
there are no sura or hadiths that
mention these issues. The Bank
stresses the values on which it conducts its business, and there is
explicit mention that the Bank's
"journey is a search for righteous
rewards via the right path", w i t h references made to noble values, high
principles and the trust o f customers.
Although there have been surveys
of A l Rajhi customers by independent researchers, the organisation
itself has not carried out systematic
consultation exercises w i t h its clients
in a similar manner to the Co-operative Bank. It refers to the hundreds o f
thousands o f customers who have
given it a mandate to cany out its
business i n line with Islamic principles, but the stress is on the validation from the Shariah board. The
members o f the board are listed, and
their mandate is briefly explained.
The Qur'anic verses dealing w i t h riba
are set out on the A l Rajhi Web site
in Arabic and English, and although
riba is correctly equated w i t h both
interest and usury, the link between
the two is not discussed. A n account
of the views o f the Shariah board on
these matters would be instructive,
as would more details o f the merits
of the Islamic financing instruments
on offer.
The Director and General Manager
of the Bank, Abdullah Suleiman A l
Rajhi, was presented w i t h the Islamic
Banker o f the Year award i n 1998. It
is largely through his efforts that the
Bank has become the most profitable
bank i n Saudi Arabia and the second
largest i n the kingdom i n terms o f
assets. Improvement is a continuous
process however, and despite the
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Bank's achievements there is much
can be learnt from benchmarking
good international ethical practice i n
the banking field.
The

Al

Baraka

Investment and

Development Company, as one of the

leading international Islamic financing organisations, provides a clear
statement o f the philosophy and mission on which its operations are
based. It states that its "principle philosophy is that capital should be harnessed i n full conformity w i t h
Shariah principles, for purposes
which are socially as well as economically viable, as it increases
brotherhood and solidarity and
reduces the reliance on debt finance."
Through its involvement with 43
subsidiaries i n 29 countries, A l
Baraka has become increasingly
aware o f the problems that arise
when there are v a r y i n g fatwas
applied by individual Shariah boards.
It has therefore established a Unified
Board for Shariah whose rulings
apply to all institutions w i t h i n the
Dallah A l Baraka Group. This body
liases w i t h the Fiqh Academy i n
Jeddah, regarded by many Muslims
as the most authoritative body o f
Shariah scholars i n the Islamic world.
While admirable for its brevity
the statement o f A l Baraka's philosophy could arguably say more on
the
organisations
values,
and
explain more fully the principles on
which it operates. Both the short
term and long term objectives are
essentially about how the business
aims to organise and manage its
affairs, which could apply to any
business. Islamic or secular. There is
no elaboration on the principal p h i losophy, or explanation o f how this
translates into practice through the
financing instruments and methods
offered by the bank. Arguably too
much is assumed, and no reference is
made to engagement w i t h bank
clients or the wider community o f
potential customers i n the markets i n
which the bank operates.
This also applies to the subsidiaries o f A l Baraka that enjoy
considerable autonomy. The London
office simply refers to its mission as
being
to
"invest capital and

resources i n an Islamic manner i n
order to achieve the best possible
level o f profit compatible w i t h
acceptable risk." The latter applies to
any commercial financial institution,
but the former deserves more explanation. One o f the most successful
affiliates o f the A l Baraka Group, the
Jordan Islamic Bank, has a similar low

key approach when referring to its
mission. It mentions that its operations are carried out i n accordance
with the shariah and refers to the
"concept o f economy based on a
unique view o f the role o f money i n
society." Although it has 500,000
accounts, 1336 employees and 49
branches, it appears to consign itself
to a niche role i n Jordanian banking
when it could do much more to persuade potential clients o f the merits
of its operations.
The

Shamil

Bank, the

renamed

Faisal Islamic Bank o f Bahrain, has a
new Web page and publicity material to project its new image. It continues to be under the control o f the
Dar al Maal al Islami Trust,

which

owns 53 percent o f its share capital.
Although it does not say much about
its priorities i n ethical terms it stresses how all its operations are performed i n strict adherence to the
Shariah and it describes in some
detail how its religious supervisory
board operates. The management
must seek prior approval from the
board for new operations and activities. Once given the board monitors
how they are being performed i n
practice. A designated member o f the
board undertakes field inspections o f
the bank's operations and at least
one member o f the internal audit
team is required to have a shariah
background. This transparency over
policy and procedures is to be welcomed, although as w i t h other
Islamic banks there could be more
details given of the actual products
on offer and how they are designed
to comply with religious law.
Other Islamic banks i n the Gulf
which have elements o f best practice
in their publicity and reporting
include the Kuwait Finance House and
ABC

Islamic Bank of Bahrain.

The

Kuwait Finance House, which

has

built up a stake i n the local deposit
market o f around 20 percent, stresses that it is an interest free financial
institution that has competed successfully w i t h its rivals which offer
interest on their deposits. It provides
summary details o f its major financing facilities, murabahah, mudarabah,
ijarah and istisna. The ABC Islamic
Bank provides more detail on the
products it offers that include not
only mudarabah, ijarah and istisna,
but also ijarah wa iktinan. This
allows the client to purchase a leased
good at a predetermined price. Other
Islamic financing products offered
by ABC include salam sale, qard hassan against deferred payment and
sanadat al moqarada bonds that
entitle the holder to a profit share
rather than a fixed rate o f interest.
The different systems o f transliteration used by for Islamic financing
products can cause confusion however, and it would be desirable for all
the banks i n the Gulf to be consistent, as Arabic is the common language for all the institutions. Both
the Kuwait Finance House and ABC
Islamic Bank provide full details o f
who is on their shariah committees as
well as a list o f the senior managers.

many well-known Indonesian Muslim
entrepreneurs. The Association o f
Muslim Intellectuals also has an
important input into the bank, and
reference is made to B.J. Habibie who
has played such an important role i n
the restoration o f democracy i n
Indonesia and i n trying to salvage
the economy from the Asia crisis.
Like the Co-operative Bank the Bank
has particular respect for the interests
of its staff whom it describes as professional and committed to Islamic
teachings. It is committed to provide
opportunities for the advancement o f
their ibadah and career.

Bank Muamalat, the Islamic retail
and business bank o f Indonesia, has
an admirably focused mission statement. It strives to "enhance the role
of the Muslim people and entrepreneurs (in the nation's economy) and
maximise its economic value to
shareholders while addressing its
social responsibilities in line with
Islamic teaching." This stress on
social responsibility mirrors that o f
ethical institutions such as the Cooperative Bank. It also tries to "identify customers' needs and offer a
wide range o f products and services,
w i t h emphasis i n p r o m o t i n g the
establishment, servicing and development o f small and medium sized
enterprises." The bank is therefore
very clear about where its market
lies, and whom i t aims to serve.

The shariah law i n the
finance
sphere is essentially concerned w i t h
economic justice. How each bank's
practices and products contributes to
a more just financial system needs to
be spelt out more clearly and fully.
Although the Co-operative Bank's
prospectuses are far from adequate i n
this regard, its statement o f ethical
policy is an approach that Islamic
banks could usefully emulate.

The
government
ministers
involved i n Bank Muamalat's establishment and leading founding members are listed i n the interests o f
transparency, the latter including
NewHORIZON

Improvement in
Communication, Governance
and Participation
Although Islamic banks and western
ethical institutions such as the Cooperative Bank have dissimilar v a l ues and aspirations and they are
operating i n different environments,
there are numerous lessons that each
can gain from the other's experience.
For Islamic banks i t is perhaps
appropriate to highlight five issues.
• Ethical banking principles and
Shariah law

• Fair trading practices and murabahah

Although Islamic banks continue to
be heavily involved i n trade finance
through murabahah
and
other
Islamic financing instruments, they
seldom refer to fair trading practices.
The fair trade agenda o f ethical institutions like the Co-operative Bank
involves helping organisations such
as Tradecraft that promote higher
prices for Third World producers.
The Islamic Development does much
to promote Third World trade, but
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CORPORATE PROFILE

CD AMMB Holdings Berhad
F i n a n c i a l & B u s i n e s s A n a l y s i s to 31 March 2000

Financial Trends

"A swift return to profitability and growth in a much improved
economic environment"

FX Rate at 31 March 2000:
1 US$ = 3.80 Malaysian Ringgit
Operatin g Profit

Ownership and Legal Status
AMMB Holdings Berhad is an Investment Holding Company, the subsidiaries of
which provide a wide range of merchant banking, commercial banking, retail
financing and related financial services which include Islamic Banking business,
underwriting of general and life insurance, stock and share broking, futures broking,
investment advisory and asset, property and unit trust management. The main
subsidiaries are Arab-Malaysia Merchant Bank Berhad (AMMB)(100%), ArabMalaysian Bank Berhad (AMBB)(84%), Arab-Malaysia Finance Berhad (AMFB)
(63.2%), Arab-Malaysian Credit Berhad (100%) and Arab-Malaysian Securities
Holding Sdn. Bhd. (AMS)(100%)
The Year in Brief
Working within a much improved economic environment in Malaysia, with 5.6%
growth in the past year, the Group achieved a pre-tax profit of RM853.2 million - a
fast return to profitability illustrated by a pre-tax return on equity and assets to levels
attained before the Asian economic crisis. The significant improvement in the Group
pre-tax profit of RM853.2 million (1999: loss of RM1,850 million) was due to
increased domestic economic activity as well as a substantial reduction in the loan
loss provision. Net profit attributable to shareholders was RM546 million (132 sen
EPS).
Total assets were level at RM38,744 million (1999: RM38.173 million); loans,
advances and financings net were marginally lower at RM26,092 million (1999:
RM27,124 million) while deposits and borrowings were RM34,200 million (1999:
RM34,891 million). Net Interest Income was RM1,147 million (1999: RM20 million
loss). Non Interest Income was RM755 million (1999: RM85 million) whereas
income from Islamic Banking operations was RM107 million, 77% higher that 1999
(RM60 million).
Including Tier II capital of RM2.1 billion, total capital funds amount to RM4.2
billion, giving an overall capital adequacy ratio of 12.5% as at end-March 2000. The
Group is therefore in a good position to take advantage of profitable opportunities to
further expand operations.
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Business Highlights
The Groups overall financial position is strong. AMMB and AMFB were the largest
contributors to profit, with pre-tax profit of RM291 million and RM302 million
respectively. Following were AMS with RM155 million (an increase of 410%
reflecting the improved performance of the Kuala Lumpur Stock Exchange) and
AMBB, the commercial bank returning to profit with RM80 million.
As a result of the decision to make major loan loss provisions in 1999, there was a
73.9% reduction in loan loss provisions to RM549 million in 2000. Non-performing
loans (NPL) declined from 14.6% to 11.4%i. Nevertheless, the Group continues to
adopt a prudent and conservative approach in credit quality assessment, so loan loss
reserves, including collateral, were increased to 139%) of NPL at year-end. Dedicated
teams have been deployed to focus on loan restructuring and recovery, with an
internal risk rating system implemented for corporate customers, and the development
of a credit rating system for retail customers.
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Moving ahead, to reaffirm the Group's position as a leading financial services
provider offering a full range of financial services, a reorganisation will focus on
customers rather than traditional product lines, concentrating on corporate customers,
small and medium sized companies and consumer banking. The main thrust of
business activities will be on investment banking services and retail and commercial
banking.
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Faysal Islamic Bank, Bahrain E . C .
Financial & Business Analysis
For the Year to 31 December 1999

"A year of consolidation witli deposit levels maintained
income offset by lower
provisions"

and

Financial Trends

reduced

Ownership and Legal Status
Faysal Islamic Bank of Bahrain E.C. (FIBB) recently renamed Shamil Bank, was
incorporated in Bahrain as an exempt company on 14 July 1982, having obtained an
offshore banking license from the Bahrain Monetary Agency (BMA). A commercial
banking license was obtained from the BMA in 1993. The Bank's shares are listed on the
Bahrain Stock exchange, while the shares of Faysal Bank Limited, a subsidiary, are listed
on stock exchanges in Pakistan. The Bank has fully paid capital of US$100 million, held
at 31 December 1998 53% by Dar Al-Maal Al-lslami Trust, a pan-Islamic organisation
with over 25 financial and business companies represented in 15 companies of the world.
Other investors own the remaining 47% of the Company.

Financial Highlights
(US$ millions)
At 31 December

1998

1999

Assets and
Contingent
items

1,477

1,306

Restricted
Investment
Accounts

846.9

753.4

Assets and contingent items
attributable to:
Owners equity

114.5

115.7

Unrestricted
Investment
Accounts

662.4

687.6

Ottier Deposits
and Liabilities

395.6

288.7

Letters of Credit
& Guarantees

304.7

214.0

The Year in Brief

Financing and Investments

Total Assets decreased by 6.8% to US$1092 million at 31 December 1999 (1998:
US$1173 million), while Net Income for the year was marginally higher by 1.9%) to
US$4,062 million (1998: US$3,985 million). Total deposits (including restricted
investment accounts) fell by 0.7% to US$1,527 miUion (1998: US$1,538 million).

Deposits (including restricted
investment accounts)

1228

Total Revenues were sharply lower by 43% to US$26.1 million (1998: US$46.6 million).
Net Income from investments and Islamic financing decreased by 31% to US$12.8
million (1998: US$20.2 million), while other revenues decreased by 56% to US$7.4
million (1998: US$16.9 million).
On the expense side, administrative and general expenses were 32% lower at US$18.7
million (1998: US$27.3 million), with total expenses 28.3% lower at US$20.95 million
(1998: US$29.23 million). Provisions were 62% lower than the previous year at US$8.53
million (1998: US$22.3 million). As a percentage of operating income, expenses were
80% (1998: 62%)). No dividend or Directors' remuneration was recommended for the
year.
Business Highlights
°
1999 was a year of consolidation for Shamil Bank. During the year, the Bank
focussed on improving the quality of assets and better diversification of risk. Despite the
unfavourable and competitive environment, total deposits were maintained at US$1.5
billion. A cost control exercise during the year helped to reduce expenses by 28.3%. It
was decided to retain the years net profit of US$4 million in the Group to strengthen the
capital base.
° In Pakistan, the Bank's 60%) subsidiary Faysal Bank Limited continued to
consolidate its position while building adequate contingency provisions and reducing
operating losses. It is anticipated by management that this Bank will report positive
results in 2000.
° During the year, the two commercial branches in Bahrain maintained their growth
and contributed significantly to the Bank's earnings and deposits. A third branch is
projected to begin operations in Bahrain in 2000. By inaugurating this third branch,
located at the second important business center in Bahrain, the network of commercial
operations in Bahrain should contribute significantly to the Country's industrial and
commercial sectors as well as to its financial market.
o In line with global trends, and to strengthen the Bank's capital base as well as its
competitive edge in the market, it is proposed to merge the Bank with the Islamic
Investment Company of the Gulf (Bahrain) E.G., a subsidiary of Dar Al-Maal Al-lslami,
subject to the approval of shareholders and regulatory authorities. The aim is for the
Bank to maintain a leading role in the Islamic sector.
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Current
Accounts

1193

107.7

162

Funds under management
External
Deposits

1277

1270

Group and
Ottier deposits

153.4

95.5

Total

1538

1527

Shareholders' Funds
Authorised
Share Capital

200

200

Issued and Fully
Paid

100

100

Reserves

14.5

15.7

Total

114.5

115.7

Gross Income

46.6

26.2

Expenses,
Taxes and
Provisions

-45.3

-22.6

Minority Interest

-2.7

-0.5

Total

4.0

4.1

Net Income

Return on Equity

1 3.5%

1

3.5%

Major Subsidiaries
Faysal Bank Limited Pakistan
Principal
Business Activity

Commercial and
Investment
Banking

Incorporation

Pakistan

% OvKnership

60%

Cost of
Investment

US$21.6 million

Faysal Investment Bank of Bahrain
E.C.
Principal
Business Activity

Investment
Banking

Incorporation

Bahrain

% Ownership

100%

Cost of
Investment

US$10.0 million
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ISLAMIC FINANCE

Interest-Free Loaning: The Need,

Method, and Benefits

I

nterest, though exploitative and
strictly prohibited i n Islam, has
played a major role i n the enormous industrial and agricultural
development by providing finance for
production and trade. Qur'anic command to believers to give up interest
and warning of war from Allah and
His Rasool (SAW) against perpetraters
make it clear that what is required of
Muslims is to eliminate interest
instantly in one stroke and not i n
stages. It is a gross misconception that
Shariah laws were implemented gradually. Our Prophet Muhammad (SAW)
enforced each and every Divine
Command immediately upon revelation. Divine laws are all for the good
of humanity and are enforceable at all
times and i n all circumstances. Hence
an instrument for advancing interestfree loans freely and widely for production and trade must be available i n
Islamic financial system which aims
at fulfilling the needs o f all sectors of
society. Zakaat caters for the poor and
disabled.
Qard hasan (Interest-free loaning)
caters for the affiuent needing funds
on loan for production, trade and consumption. It is utterly wrong notion
that Qard hasan is not meant for
development financing. Islam encourages widespread use of Qard hasan for
need fulfillment as according to a saying of our Prophet Muhammad (SAW)
"the reward for lending is eighteen
times and for charity it is ten times".
Only defaulters are severely reprimanded. Late Shaikh Mahmud Ahmad
devised an Islamic financial instrument for interest-free lending based
on Qard hasan and named it Time
Multiple Counter Loan - TMCL.

Time Multiple Counter Loan
Time Multiple Counter Loan (TMCL)
transaction comprises two simultaneously exchanged interest-free loans
such that the multiple of the amount

16
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and period o f one loan equals the
multiple o f the amount and period o f
the other loan. It facilitates interestfree loaning o f large sums against
counter-loans
o f smaller
sums
advanced for proportionately longer
periods. For example an entrepreneur
requiring a loan o f $10.0 M i l l i o n for
one year can get interest-free loan o f
$10.0 Million (against collateral as
usual) for one year by advancing an
interest-free counter loan o f $1.0
Million to the bank for 10 years. Thus
TMCL fulfills the client's need o f fiinds
for the required period and also
enables the bank to earn profit from
long term investment o f counter-loan
money. Whatever gain or loss the
bank earns comes from investment o f
counter-loan amounts which are actually borrowed sums and i n Islam there
is no bar on earning profit by investing borrowed sums.
In TMCL transaction none o f the
two parties is a defmite gainer and
each one o f them may gain or lose by
investing the loan taken from the
other party. Hence TMCL transaction
is equitable and j u s t In TMCL transaction each party does good to the
other party and as such TMCL-based
loaning conforms w i t h the Quraanic
precept Hal jaza-ul-ihsaan ilia alihsaan and the noble teaching o f our
Prophet (SAW) "that a favour done to
any one should be reciprocated".
As TMCL can perform Islamically
all legitimate financial intermediation
functions which are performed by
interest, it can instantly and effectively replace interest without any disruption i n the banking system. After
switching over to TMCL-based loaning system the banks w i l l continue to
function as usual w i t h the basic
change that no interest w i l l be paid or
charged. A l l loans w i l l be advanced
against counter-loans and all transactions involving credit w i l l be executed
on TMCL-basis. Banks w i l l continue
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to receive deposits and issue cheque
books as usual. Account holders will
have the option to keep their money
in investment or demand deposit
accounts. Investment account holders
w i l l share profit/loss with the bank on
daily product basis. Banks w i l l earn
profits by investing counter-loan
amounts and surplus deposits i n
Shariah-compliant modes like stock
exchange, real property, musharakah,
mudarabah, etc. Outstanding interestbased loans w i l l be converted into
TMCL-based transactions. Each borrower w i l l repay only the principal
amount o f loan on due date or earlier
and instead of paying interest the borrower w i l l advance to the bank a
counter-loan o f the same amount as
he took i n loan and for the same period for which he availed the loan.
Alternatively the bank and the borrower may mutually agree to a different amount o f counter-loan for proportionately longer or shorter period
on TMCL-basis. Interest-bearing bills
and bonds w i l l be encashed at their
face value and the holders w i l l receive
appropriate counter-loan on TMCLbasis from the issuer.
In the interest-free regime there
w i l l be no role o f interest-based treasury bills and bonds etc. and all such
documents w i l l cease to be issued by
the Central Bank. Other functions not
involving interest w i l l be performed
as usual. The Central Bank w i l l set up
a framework o f Central Depositoiycum-lender of last resort for mobilizing surplus fiinds o f banks and federal and provincial governments and
autonomous bodies and advancing
interest-free loans to them in times o f
need. The Central Depository w i l l
receive deposits and advance interestfree loans on TMCL basis. I f a bank is
short o f liquidity and requires Rs.
lO.OM for 1 week, it w i l l obtain from
the Central Depository an interest-free
loan o f Rs. lO.OM for 1 week by

depositing Rs. l.OM with the Central
Depository for 10 weeks. Central
Depository w i l l also earn profits by
investing surplus funds i n Shariahcompliant businesses.
Banks w i l l deposit 20% o f each
counter-loan
amount w i t h
the
Central-Depository for 10 years
against which Central Depository w i l l
allow banks to draw 200o/o o f
counter-loan amount for 1 year. This
will provide 20% liquidity for the
banks. Additional 2% liquidity w i l l be
obtained by keeping 20% o f counterloan amount as till money i n the
bank. Thus total liquidity achieved by
the banking sector w i l l be 22%. A t
present interest rate mechanism is
used to control credit availability. In
the interest-free regime this function
will be performed by raising or lowering the time-multiple ratio i n
TMCL.

tention was that highest level o f savings can be obtained at the lowest
level o f interest. Empirical proof supports Keynes' contentions. According
to the World Bank statistics gross
domestic savings i n Pakistan were
13% i n 1965 when interest rate was
9% and savings fell to 5% i n 1985
when interest rate had risen to 18%.
Clearly highest possible savings must
occur at zero rate o f interest and i n
TMCL-based loaning system savings
and consequently bank deposits w i l l
rise considerably. Higher level o f
deposits w i l l raise lending capacity o f
banks and more funds w i l l be available for industry and trade which w i l l
provide employment to many o f the
unemployed millions and hopefully
no body willing to work w i l l remain
unemployed.

Substitution of interest by TMCL
w i l l finish the on-going war against
Allah and His Rasool (SAW) and will
save the Muslim ummah from disastrous consequences thereof, both
spiritual and temporal. Many tangible
benefits for the Muslim ummah w i l l
also emanate from TMCL-based loaning system. The cost o f capital i n the
form of interest charged on loans for
production and trade adds to the cost
of goods and commodities which
results i n increase of consumer prices.
In TMCL-based loaning system no
such cost is incurred and as such it
w i l l result i n substantial decrease i n
consumer prices. According to a saying o f our Prophet Muhammad
(SAW) Allah imposes deamess of
necessities upon the society i n which
interest gets prevalence.

Adoption o f TMCL as loaning instrument by Islamic banks w i l l bring the
following benefits to Islamic banks
and the Muslim ummah as a whole.
1. It will open for Islamic banks
the vast field o f loaning to reliable
and capable cost conscious entrepreneurs who want to remain independent and i n full control o f their enterprises and do not accept any sharing
of profit or outside interference.
Without providing loans to this big
class o f loan seekers. Islamic banks
w i l l not be able to compete with westem banks who have started capturing
business i n Islamic investment field.
2. It w i l l facilitate inter-bank interest-free loan transactions and Islamic
banks w i l l not have to turn to western
banks for meeting their short-term
needs o f liquidity.
3. It w i l l facilitate setting up o f a
central depository for mobilizing surplus funds of Islamic banks and governments on TMCL-basis and advancing to them i n times o f need
TMCL-based interest-free loans.
4. It w i l l facilitate utilization o f the
financial resources o f the Muslim
ummah i n developing Muslim countries through the Central Depository,
instead of being diverted to western
financial markets. •

Keynes, the most eminent economist of the past century, held that
direct relationship between interest
rate and prices is one o f the most
completely established empirical facts
within the whole field of quantitative
economics. Keynes also argued that
lower the rate of interest, higher the
level of investment, therefore higher
the level of employment therefore
higher the level of incomes therefore
higher the level o f savings. His con-

Benefits of TMCL

NewHORIZON

continued from pi3:
Islamic and Ethical Banking
many Islamic commercial banks i n
developing countries are i n practice
largely involved i n the finance o f
imports from the advanced industrial
countries rather than export finance.
Murabahah essentially involves an
alternative means o f financing, but the
ends also matter to the ethically concerned.
• Client endorsement from the Muslim
community

The Co-operative Bank undertakes
regular customer consultation exercises on a highly organised basis to
ascertain the views o f its clients on
ethical issues. Islamic banks tend to
take the beliefs and values of their
customers for granted, yet where
clients are committed Muslims they
have potentially much to contribute to
the development and endorsement o f
new products and services, as well as
to the overall aims and objectives of
Islamic banks.
•

Corporate

governance

issues

and

shariah advisors

The Co-operative Bank could be more
explicit about its obligations to the
preference shareholders and the aims
of its sole shareholder, the CWS,
regarding the Bank. Likewise while
many Islamic banks are admirably
transparent about who their shariah
advisors are and the role they perform,
much less information is given about
the aims and objectives o f their major
shareholders.
• Affinity debit cards as a vehicle for
zakat

Some critics view the Co-operative
Bank's affinity cards as a marketing
gimmick which yields only modest
returns for charity, but there is scope
for Islamic banks r u n n i n g similar
schemes, hopefully on a more generous basis. Zakat is a tax on wealth
rather than spending, but affinity card
revenue which the banks contribute to
charity on behalf o f individual card
holders could be offset against personal zakat contributions. •
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Japan's feels effect of
interest based economic system

International Recognition
for Islamic Emerging
Markets Fund

Japan's finance minister on Friday
sought to defiase a growing debate
over whether the Bank o f Japan
should revive its zero interest rate
policy, and said there was no need
for pessimism toward the outlook for
the Japanese economy
As Japanese stock prices have
fallen and uncertainty has mounted
in recent weeks over the durability
of Japan's economic recovery, pressure from ruling party politicians has
been building for the Bank o f Japan
(BOJ) to return to a zero-rate policy.
BOJ deputy governor Sakuya
Fujiwara has indicated that Japan
would not rule out a return to zero
rates, fanning speculation that the
BOJ might resurrect the zero-rate
policy it ended in August i f the
economy relapsed into recession.
The central bank on August 11
decided to nudge up the target for
the key unsecured overnight call rate
to 0.25 percent despite a torrent o f
pressure from the government and
politicians to maintain the zero-rate
policy. W i t h consumer prices already
falling i n Japan, some economists
said there was no need for the BOJ to
raise interest rates last August aside
from making a statement over its
independence by defying weighty
pressure from the government.
They added that w i t h many companies saddled w i t h interest-bearing
debt and teetering near bankruptcy,
Japan's first rate rise i n a decade last
August could have been premature.

The Ibn Majid Markets Fund took top
honors i n a special award ceremony
at
this
year's
Annual FMA
Conference held i n Geneva.
The award, which recognized Ibn
Majid as one o f the top three funds
i n the emerging markets equity category,
was
received
by
The
International Investor who act as
Islamic advisor to the fund's asset
managers UBS Brinson. I b n Majid
was the only Islamic fund to w i n an
award at this year's ceremony, cosponsored by the Swiss fund magazine BANCO and Micropal, Standard
Et Poor's fund monitoring division.
To determine the winners, Micropal
scanned its database of 1,704 eligible
funds for those with the best 3-year
performance and lowest volatility relative to their appropriate benchmark.
These fiinds were then divided into
individual categories: emerging country equity, emerging market bond, and
emerging market equity funds.
Ibn Majid Fmerging Markets is an
Islamic fund that only invests in
stocks that meet the guidelines o f
Islamic Sharia (Islamic law). The
fund cannot invest i n stocks whose
core activities are i n or related to
banking, insurance, alcohol, tobacco, gambling, pork or activities
deemed to Islam.

NewHorizon

welcomes news,

MALAYSIA

Representatives from Malaysia,
Bahrain, Saudi Arabia, Brunei, Indonesia, and Sudan held a meeting in the
Malaysian offshore tax haven o f
Labuan, and said the new market could
be launched as early as May, 2001.
"The Islamic funds market is so
b i g ; so we're offering Islamic
investors a choice," said Syed Jaafar
Aznan, vice-president of the Jeddahbased Islamic Development Bank.
Malaysia has asked companies like
Kumpulan Guthrie Bhd, a palm oil
producer, to sell Islamic debt to spur
the market, which could have major
trading centres in Labuan, Bahrain,
London and New York. Islamic debt
avoids the concept o f interest, typically by being sold at a discount and
redeemed in full at maturity.
Malaysia is leading the effort as
part o f its plan to turn Labuan, an
island off the coast o f Borneo, into a
market for Islamic debt. Labuan competes with the Bahamas, Mauritius and
British Virgin Islands for foreign funds.
The lack o f Islamic debt and
hedging instruments means financing is often based on floating rates
w i t h less than a five-year maturity.
Financing based on Islamic p r i n ciples appeals to companies that seek
longer term loans, executives at the
Labuan meeting said.
As part o f the market proposal.
Islamic debt w i l l be rated by an
Islamic rating agency that is i n
advanced stage o f discussion, said
Khalid al-Bassam, executive director
of the Bahrain Monetary Agency.
Such debt, however, may still be
rated by traditional rating companies such as Moody's Investor
Service and Standard ft Poor's to
appeal to the widest possible base o f
investors, he said.

$800 billion fund
Islamic monetary market to be set up

Bank Negara Malaysia
in Dialogue Session
with Takaful Operators

Bahrain and six other countries are
forming an Islamic financial market,
offering Musfim managers o f about
$800 billion or more for interest-free
opportunities to invest.

The Governor o f Bank Negara
Malaysia, Dato' Dr. Zeti Akhtar Aziz,
together w i t h senior officials of the
Bank recently met w i t h the chief
executives o f insurance companies

deals, events, conferences, etc
related to Islamic b a n k i n g
around the w o r l d to be published
i n the coming issues.
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and takaful operators in a dialogue session to discuss the latest developments
in the insurance industry. Various
issues were reviewed and discussed as
part of the consultative process
between Bank Negara Malaysia (BNM)
and the insurance industry to further
develop the industry.
The Governor announced the formation o f a new department i n BNM,
that is, the Islamic Banking and
Takaful Department, as a one stop
center to develop and m o n i t o r
progress o f Islamic banking and
takaful business. This is in line with
the commitment to further develop
Islamic banking and takaful business
in the country and to make Malaysia
a model for Islamic banking and
takaful operations. I n line w i t h the
improved economic environment, as
at end of the financial year for the
year 2000, the assets o f the general
and family takaful funds increased
by 38.3% to RM1.2 bilHon.
BNM had recently issued the
Prudential Framework o f Corporate
Governance for Insurers, to enhance
the corporate accountability o f
insurers and promote the interest o f
their stakeholders. The Guidelines
provide the framework for a responsive and responsible industry in
preparation for the progressive liberalisafion and deregulation o f the
industry, as well as to strengthen
public confidence in the industry.
During the session, the Governor
called on the insurers to accord high
priority in adopting the best corporate governance practices advocated
in the Guidelines.

NIGERIA
Nigerian Banks apply
for approval to provide
Islamic Banking
Services
W i t h the recent adoption o f Shariah
by some Northern states o f the federation has brought about the desire

by the Muslim community to transact business w i t h interest-free financial institutions. As a result, many
banks have applied to the Central
Bank o f Nigeria for approval to provide Islamic/non- interest banking
services.
Apart from Habib Nigeria Bank
Limited which is currently operating on non-interest banking basis,
more banks have started applying
for approval to begin non-interest
banking.
According to Ibrahim Saleh, a
Kano based businessman, " many
people i n some o f the states that
have adopted the Shariah legal system are prepared to transfer their
deposits from other banks to those
operating
non-interest
banking
w h i c h they consider as Islamic
because Islam forbids the taking o f
usury, interest".

GULF
Gulf International
Bank Opens Riyadh
Branch
Gulf International Bank (GIB) has
opened a new branch i n Riyadh,
Saudi Arabia. The new operation w i l l
extend GIB's full range o f wholesale
commercial and investment banking
services to meet the Kingdom's special requirements and to better serve
its growing customer base i n the
strategically important country.
The branch becomes the third i n
the GIB network, j o i n i n g London
and New York. It w i l l be headed by
Ammar Alkhudairy, formerly Head
of Merchant Banking at A l Bank A l
Saudi A l Fransi.
The opening o f the Riyadh branch
follows the merger earlier this year o f
GIB with Saudi International Bank,
since renamed GIB (UK) Ltd., which
gives GIB established investment
banking capabilities, particularly i n
the areas o f corporate finance, capital markets and asset management.
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"This new branch is significant for
GIB and for banking i n the region,"
said Dr. Khaled M . AI-Fayez, Group
CEO "It w i l l allow us to build stronger
relationships with our customers i n a
vital GCC market, it marks another
important milestone i n our objective
to achieve greater market penetration
in the region and reinforces our reputation as a strong regional bank
w i t h international reach".
"The addition o f a strong investment banking business broadens our
product base and w i l l allow us to
meet the diverse banking needs o f
our premier GCC customers as comprehensively as any o f the leading
financial institutions operating i n
the Gulf," he added.
GIB has recently introduced a
brand
new
corporate
identity,
designed to refiect a modem, dynamic bank that responds quickly to
changing times. "Our decision to
open a branch i n Riyadh is a further
demonstration o f that dynamism and
a desire to offer the highest quality
products and services to a wider customer base," Dr. Al-Fayez said.
Gulf Intemational Bank (GIB) is
majority owned by Gulf Investment
Corporation (GIC), the international
investment
banking
corporation
owned equally by the governments of
the Gulf Cooperation Council (GCC).
GIB has branches in London and New
York and representative offices in
Singapore, Abu Dhabi and Beimt.

PAKISTAN
IDB helps Pakistan
acquire credit
W i t h commercial banks i n the Gulf
apprehensive o f the creditworthiness
of
Pakistan,
the
Jeddah-based
Islamic Development Bank (IDB) has
a few times tried to acquire credit on
Pakistan's behalf
The IDB has recently succeeded in
borrowing $84 m i l l i o n from the
Bahrain-based Gulf international
Bank and forward led it to Pakistan.
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Late August, an additional sum o f
$200 million credit was allocated
by the IDB for Pakistan o f which
some $150 million has already
been made available, and the rest
should come soon. There are a
number o f reasons for the Gulf
market's reluctance to deal w i t h
Pakistan. They are w i l l i n g to
cooperate i f some other organization bears the risk. Low credit ratings are indeed one o f the major
reasons, but their past experience
with Pakistan has also not been
good. Senior Pakistani economist
D.M. Qureshi, adviser to the president o f IDB, is of the view that
Islamabad needs to seduce the
overseas Pakistanis to bring their
money back to the country through
Pakistani banking channels.
The only way this can be done
is by utilizing the services of independent financial organizations
such as the IDB, despite the scepticism, a handsome amount could
still be generated.
Mr Qureshi of IDB strongly
feels i f Pakistan signs the CTBT,
much of its problems would be
taken care o f However, he thinks
without India signing the CTBT, i f
Pakistan signs it, it will almost be
signing off its death warrant.
Consequently, with Pakistan defying the political masters of the
world, it has not received any
funding from the Bretton Wood
institutions for almost two years.
"We
are
managing
our
finances
only through sheer
brinkmanship. Pakistan is living
on margin of survival. It is indeed
a miracle that it is still being managed. Knowing the precarious situation even the creditors are compelled to reschedule Pakistan
debts. For them also, there is no
way out and Islamabad knows it,"
he commented.

'Riba-free economic
system by 2001'
The government stands committed to abolish Riba (interest) and
enforce interest-free economic
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Islamic system i n the country by
the end o f the 2000-01 financial
year in the light o f Supreme Court
judgement o f December 23, 1999.
This was stated by. Federal
Religious Affairs Minister Dr
Mahmood Ahmad Ghazi while
presiding over a meeting o f Task
Force on abolition o f Riba.
He directed the members o f
the Task Force to finalise the
proposed draft ordinance for
submission to the government
by December this year. The
meeting decided to undertake
the remaining 13 laws for review
and amendments i n the light o f
Supreme Court judgement.
The Task force w i l l finalise
the draft ordinance for the elimination o f Riba and examine the
negotiable instrument acts and
the courts o f civil procedure
1908. It has already examined
and proposed amendments to
eight laws i n the light o f the
judgement o f the Supreme Court.

UNITED STATES
Al-Rifai resigns from
Failaka International
as the Company heads
in New Direction
Tariq Al-Rifai gave up his posit i o n as president o f Failaka
Intemational Inc., the Kuwaiti/
American
Islamic
financial
research and consulting company, based i n Chicago. Mr. A l Rifai is also i n the process o f
selling his shares i n the company
to new and existing investors i n
order to focus on his ongoing
responsibilities at a K u w a i t based Islamic investment bank.
Aamir Khan, Vice President
of Failaka, has been working
w i t h Muslim entrepreneurs to
stmcture and raise private equity. "Failaka is focusing on advising private equity deals i n the
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EXCHANGE RATES
SPOT

STQ

USD

ALGERIAN DINAR

113.3139

77.7774

BAHRAINI DINAR

0.5491

0.3769

DJIBOUTI FRANC

253.5006

174

EGYPTIAN POUND

5.6236

3.86

GAMBIAN DALASI

21.1251

14.5

INDONESIAN RUPIAH

13,563.74

9,310.00

IRANIAN DINAR

2,527.72

1,735.00

•IRAQI DINAR

0.00

0.00

JORDANIAN DINAR

1.0315

0.708

KUWAITI DINAR

0.4462

0.3063

LEBANESE POUND

2,203.56

1512.50

•LIBYAN DINAR

0.8042

0.552

MALAYSIAN RINGGIT

5.5359

3.7998

MOROCCAN DIRHAM

15.8962

10.9110

NIGERIAN NAIRA

155.89

107.00

OMANI RIAL

0.5609

0.38499

PAKISTANI RUPEE

83.2618

57.15

QATAR RIAL

5.3024

3.6395

SAUDI ARABIAN RIAL

5.4629

3.7497

STERLING POUND

1.00

0.6864

•SUDANESE DINAR

376.9000

258.7000

SYRIAN POUND

76.4873

52.5000

TUNISIAN DINAR

2.0963

1.4389

TURKISH LIRA

991,785

680,750

UAE DIRHAM

5.3505

3.6725

UGANDAN SHILLING

2,648.64

1,818.00

UNITED STATES DOLLAR

1.4569

1

YEMEN RIAL

234.49

160.954

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

US and has been working w i t h a Furopeanbased offshore bank to develop Islamic banking services over the internet under a j o i n t
brand-name," said Mr. Khan. " I f ah goes well,
internet banking services w i l l be available
early next year," he added.
The company is currently putting together
the team to support its banking relationship
and looking at private equity deals. There are
growing opportunities for Islamic banks to
invest i n Muslim high-tech projects i n the US.
Failaka has developed good relations w i t h
Muslim businesses and entrepreneurs, particularly i n the technology field. What many
don't realize is that there are a lot of Muslims
heading start up companies i n Silicon Valley
and elsewhere who prefer Islamic funding.
These are not dotcom companies; they are
real technology players from networking to
hardware manufacturing. Failaka hopes to
become the facilitator o f Islamic private equit y deals i n the US.
•

Name
Business Group
in

BANGLADESH
who are in

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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Indian Subcontinental Dishes
In the
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Only Halal
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Call
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