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COMMENT

Making More Effective
Use of Zakat
Every Islamic financial institution makes provision for
the use of Zakat, which the Islamic Development Bank
describes as"an obligatory periodic levy on all Muslims
who have wealth or income above a certain minimum."
Malaysia's Pilgrims Management & Fund Board
(Tabung Haji), for instance, pays a yearly Zakat of 2.5
per cent before customer bonuses are calculated.
Many other Muslim institutions, organisations and
companies collect Zakat, mostly on a voluntary basis.
No-one has estimated the global worth of Zakat
paymentsshould every eligibleMuslimpayit willingly
or otherwise. However, it does not take a genius to
realise that the figure amounts to billions of dollars.
Malaysia's Central Bank Governor Tan Sri Jaffar
Hussein estimates the total Zakat collection that could
be mobilised in his country alone, at RM 3.3b per year,
provided that it is collected from all those who are
obliged to pay. Indeed, the government is making
provision for Malaysian Muslims to pay Zakat in lieu
of their normal income tax or as a complement to it.
This is a step in the right direction. Obviously Zakat as an Islamic financial institution - can only be developed
in a Muslim country. In other societies, Zakat at best
can be collected on a voluntary basis. It is a moot point
whether the UK treasury and inland revenue would
entertain such revolutionary ideas as to develop Zakat
in addition to income tax for Muslim Britons.
However, the main question to be answered is what to
do with all the Zakat that is collected. Clearly, it is
against the spirit of Islamic financial and economic
management for funds to lie idle. Is it permissible to
channel Zakat funds into investments, development
finance or other profit and loss financial tools? Or
should Zakat purely be used to generate welfare,
educational and housing services and help in the
2

March

NEW HORIZON

alleviation of poverty, illiteracy and disease? Indeed,
there are many Zakat funds that lie idle. Zakat committees
tend to meet only once or twice a year,and applications for
the use of Zakat funds can take a frustrating long time.
There is an urgent need for applied research to be done in
this field - relating to the theory of Zakat from a Shariah
point of view and the Shariah application of this to the
treasury structures of Muslim countries with regards to
collection, evasion and utilisation. One researcher has
proposed the establishment of an' Awqaf-Zakat Investment
Fund' to be registered as an A wqaf institution but operating
as a profit seeking corporate venture. But profits in any
venture - investment or business - cannever be guaranteed.
Is it then justified to channel Zakat funds that risk being
lost in bad investments? Is the profit motive compatible
with the utilisation of Zakatfunds? Should Zakat be a nonprofit institution?
These are the kind of questions that should be high on
Islamic bankers' agenda. Indeed they did receive some
attention at the 7th expert level meeting held in Kuala
Lumpur, Malaysia in July 1992.
The meeting recommended that a Zakat fund should be
used to tackle the problem of financing development in
the Muslim countries. This would involve the
establishment of a profit making institution to invest
Zakat funds, which are then channelled through the
purchase of the institution's shares by the Zakat collecting
agencies. The shares of the institution would then be
distributed to the Zakat fund beneficiaries. The shares
may then be used for purchases in lieu of cash.
Whatever the outcome of these discussions, and
hopefully any future discussions, one thing is certain,
what must be avoided are piecemeal solutions and
contradictory applications between one Muslim country
and another.
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Islamic Banking

Australia

Egypt

University Hosts
Conference

Albaraka Backs Egyptian
Tourism Venture

A one-day conference organised by the
Department of Management and the
University's Mushm student body, is to
take place on April 10, at the University
of WoUongong, in New South Wales.
Called "The challenges facing Islamic
economics in the 1990's", the
conference will be addressed by Dr
Moktar Metwally, the well-known
Islamic economist.

Bahrain
Bank Finances Cotton
Export

The Faysal Islamic Bank of Bahrain EC
recently signed a second tranche of a
six-month Murabahah facility for US
SlOOm with the Cotton Export
Corporation of Pakistan. The bank will
act as Mudarrib for a syndicate of
nineteen international financial
institutions.
,
.
The facility is guaranteed by Pakistan's
Central Bank - the State Bank of
Pakistan. So far seventeen transactions
of this sort, for an amount of over US
$1.55b, have been concluded by the
bank. The bank is also managing two
syndicated financings for the Jeddahbased Islamic Development Bank,
amounting to US SI50m.
Funds for the Murabahah have been
provided by a syndicate of Islamic and
conventional financial institutions,
through their participation in a specially
formed pool (Murabahah) with the
Faysal Islamic Bank of Bahrain acting
as Mudarrib.

In January, New Horizon reported
that the Chairman of Dallah
Albaraka, Sheikh Saleh Kamil, was
leading a group of Gulf businessmen
keen to help finance reconstruction
projects in Cairo in the wake of the
recent earthquake.
The Jeddah-based Dallah Albaraka
Group has now moved to set up a
fifty-fifty joint venture with Egyptian
interests with the aim of developing a
Sib tourism complex on the
Mediterranean coast, east of Mersa
Matrub. Egypt's Islamic
International Bank for Investment &
Development holds 15 per cent of the
Egyptian half of the equity and the
rest is held by individual Egyptian
investors.
Two local consultants, Sabbour
Associates and Dr Abdullah AbdelAziz haye already been appointed
and are currently working on the plan
for the project which is due for
submission in August this year.

Iran
Iran Stresses
Cooperation

Mr Javed Mansuri, Iran's ambassador
to Pakistan, has said that the best
possible framework for economic
cooperation between the Muslim
states is provided by the Economic
Cooperation Organisation (ECO)
which is currently made up of Iran,
Pakistan, Afghanistan and the Central
Asian Republics.
Speaking at a lecture held at the
Institute of International Affairs in
Pakistan, Mr Mansuri said that it is
up to the governments of the region

to secure rapid economic growth for the
organisation's members, and that by
tackling the problems of stability and
security, investment and development in
the region would follow.
Mr Mansuri added that Iran has akeady
taken into account the needs of the newly
expanded ECO, whilst at the same time
appreciating the common interests of the
region.
Islamic Financial System

London (PPI): Leading scholars and
experts of the Islamic financial system will
be participating in the annual seminar on
"Monetary and Foreign Exchange Policies
of Iran", to be held in Tehran, May 19th20th.
Mr Muazzam Ali, Chairman of the
London-based Institute of Islamic Banking
and Insurance has been invited to
participate in the seminar, which is being
sponsored by the Monetary and Banking
Research Institute of Iran (MBRI), an
affiliate of the Central Bank of Iran.
The main topics for discussions at the
seminar will include:
1. The appropriate exchange system for
Iran: fixed or floating rates
2. The economic consequences of the
unification of the rial exchange rate
3. Determination of the equilibrium
exchange rate of the rial during the
economic adjustment period
4. Iran's post-revolution foreign exchange
problems: causes and lessons for the future
5. The feasibility of creating a futures and
options market in foreign exchange in Iran
and its impact on the economy and
exchange rate volatility
6. Exchange rate unification and the
liquidity problem in Iran
7. Inflation in Iran: causes and remedies,
with special emphasis on the role of the
exchange rate policies
8. Optimal policies for managing the
March 1993 NEW HORIZON 3
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excess supply of liquidity in Iran
9. Growth of quasi-money instruments
in Iran's banking system and its
economic consequences
10. The necessity and the role of nonbanking financial institutions in Iran's
economy
11. The choice of policy instruments
and the conduct of monetary policy
under a usury-free banking system
12. The establishment of public and
private bond markets and their
applicability to the usury-free banking
system
13. The stock market in Iran and its
performance.

particular counter, it will seek the
advice of its panel which comprises of
three prominent Islamic jurists.
However, as they have so far identified
over two hundred counters on the Kuala
Lumper stock exchange whose
activities are in hne with Islamic
principles, the Fund managers believe
that this number is more than sufficient
to ensure the Fund's success.
Mr Hashim is also confident that the
Fund will receive a favourable response
from the public, and added that the
managers are ready to increase the
Fund's size to 100m units if the
response is satisfactory.

Malaysia

Pakistan

Trust Fund Launched

Arab-Malaysian Unit Trusts Bhd have
launched the country's first Islamic unit
trust fund entitled Tabung Ittikal with
an initial size of fifty million units. The
Fund will provide a means for Muslims
to take part in Malaysia's phenomenal
economic growth while maintaining
their commitment to their religion.
The Fund's Chairman, Datuk Azlan
Hashim said that Tabung Ittikal offers
two new features. First, it will not
charge a management fee as the Fund
operates according to the Islamic
concept of profit sharing. The unit
holders will earn 80 per cent of the
profit, and the remaining 20 per cent
will be paid to the Fund managers.
The second feature is that the Fund will
pay Zakat based on the advice of its
Syariah Advisory panel, and in line
with Islamic principles. During the one
month offer period, Mr Hashim said the
manager will sell the units at RM 1 per
unit, however thereafter the price will
depend on the underlying net asset
value of the fund.
It is the policy of Tabung Ittikal to
invest in non-interest bearing securities
and securities of companies whose
main business activities are in
accordance with Islamic law. Mr
Hashim said that whenever the Fund
managers have any doubts as to a
4
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lAlB Organises Conference

The International Association of
Islamic Banks is organising a seminar
in Lahore on April the 3rd to the 4th to
discuss the following issues:
1. How to mobilise funds within the
country without coming into conflict
with Riba restrictions
2. What should be the attitude of
Islamic coununes towards borrowing
externally
3. The role of the Islamic financial
system in countering inflation.
The seminar will be inaugurated by Mr
Mohammad Nawaz Sharif, the Prime
Minister of Pakistan. The keynote
speech will be given by His Royal
Highness Prince Mohamad al-Faysal alSaud and the welcome address by Mr
Muazzam Ali, Chairman of the Institute
of Islamic Banking and Insurance,
London.
Relief for Mudarabahs

After a promising start in the new year,
it was recently announced that the
prices for Mudarabahs listed on the
Karachi stock exchange are now 50 per
cent lower than last year. According to
experts, a major reason for the slump is
the levying of income tax on
Mudarabahs. The Karachi stock
exchange has recommended that for the

next year's budget, the income tax levy
should be withdrawn in order to provide
some relief to the managers of the funds
and to attract new invesunent.
Another contributing factor to the drop in
value is the liberal policy of the
government regarding floatations of new
Mudarabah companies. In 1992 alone, the
floatations almost doubled in number,
leading to a decrease in their income and
subsequent decline in investment.
United States of Islamic
States Proposed

Islamabad: The Economic Cooperation
Organisation (ECO) Cultural Association
has been formally constituted.
Representatives of ECO member
countries, including Tajikistan,
Uzbekistan, Afghanistan and Iran,
attended the function for its inception.
The representatives of Tajikistan,
Uzbekistan and Afghanistan all expressed
hope that ties among the ECO member
counu-ies would deepen, and relations in
the cultural, economic and scientific field
would grow.
Dr Reza Shabani, Director of the Institute
of Persian Studies said Pakistan and Iran
had very close relations. Iran, he said, had
consistently supported Pakistan. Referring
to the ECO member countries, Dr Shabani
said that he hoped that the countries
involved will become the United States of
Islamic nations.
Trade Embargo Threatened

Senator Malik Khan, leader of the FATA
party has urged the Organisation of the
Islamic Conference (OIC) to show their
disapproval of Hindu treatment of
Muslims by organising an OIC trade
embargo against India.

Saudi Arabia
The IDB to Fund Projects

The Islamic Development Bank (IDB) has
announced that it will give its member
states S96.5m to finance development
projects and foreign trade operations.
A bank statement issued at the end of a
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two-day meeting in Riyadh of
executive managers, said that
Morocco will get $ 16m to finance the
expansion of a telecommunications
network and another $15m will go to
crude oil importsfi^omSaudi Arabia
and the United Arab Emirates.
It also said that Pakistan will get $15m
to finance crude imports from Saudi
Arabia and another $2m for an
industrial project, while Malaysia will
receive $13.8m to finance the setting
up of a university.
Bangladesh will receive $ 10m to buy
fertilisers from Saudi Arabia and
Jordan and a further $ 10m to finance a
power project. Mauritania will receive
$8.1m for an agricultural project,
Indonesia will get $6m to import raw
material and Algeria will receive
$596,000 to finance imports of
chemical material.
The loans are payable over twentyfive years including a five-year grace
period.
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other activities and will have its own
offices in Riyadh.
SBB has appointed Syed Khizar
Ahmed, formeriy the Treasury
Controller for International Investment
at Qatar Islamic Bank (QIB) as .
manager of the new division.
According to Mr Ahmed, the division is
already fully functioning in the
Kingdom and has account managers in
all the key areas.
A major shareholder of SBB is the
British bank of the Middle East
(BBME) with 40 per cent of the equity.
BBME in turn is owned by the Hong
Kong and Shanghai Banking
Corporation (HKSBC).
The SBB Islamic division is also
aiming at other markets where HKSBC
has a sU-ong presence, including
Brunei, Malaysia, and Indonesia.

UAE

Dallah Expands

^

The Dallah Al-Baraka Group has made
a preliminary approach to the Central
Bank of the UAE for permission to set
up an Islamic Invesunent Bank in Abu
Dhabi. It also wishes to market its
open-ended investment vehicles; AlTawfiq for investment funds and AlAmin Securities as branches in the
UAE.

UK
Islam and Business
Conference
Expansion for S B B

The Saudi-British Bank (SBB) is the
latest conventional bank to set up an
Islamic banking window. SBB has set
up an Altadamon banking division
based on Islamic profit-and-loss (PLS)
principles to harness invesunent in the
kingdom initially, with a view to
expanding elsewhere. The new
division will be separate from SBB's

In the January issue of New Horizon, it
was reported that the Islam and
Business conference was organised by
the Middle East Association. The
conference was in fact organised by the
Middle East Association in conjunction
with Millstteam Europe. New Horizon
apologises to Millsu-eam Europe for
this error.
Edited U-anscripts of the conference are
available from Millstream Europe, who
may be contacted on 0730 825711.

Banking and Trade
in tlie Muslim World

Abu Dhabi
• BCCI Creditors to Meet. A meeting
of the creditors of the defunct Bank of
Credit and Commerce International
(BCCI) is to be held by the end of May to
which thousands of the depositors will be
invited. The idea to hold the meeting was
finalised when the High Court in Britain
gave the official liquidators of BCCI,
Touche Ross, permission. The liquidators
had, up until now, resisted demands for a
meeting, arguing that it would be
impractical to hold such a gathering.
The aim of the meeting is to try to elect a
creditors' committee to represent them at
any future negotiations when the
compensarion scheme is put into
operation. The compensation scheme
hammered out by the Abu Dhabi
authorities will enable the liquidators to
pay 30 to 40 per cent of deposits back to
the creditors.
The creditors committee formed after the
meeung, will then work with the
liquidators in winding up BCCI. Whilst a
number of creditors have found the terms
of the compensation scheme offered
unfair, a recent postal ballet returned an
overwhelming support for the scheme.
Bangladesh
• Plans to Modernise Railways. Dhaka:
Saudi Arabia is expected to grant$40m in
aid to Bangladesh to help modernise its
railways, said Mr Ahmed, Bangladesh's
Communication Minister.
Egypt
• $130m World Bank Loan. Major
improvements in touristfacihties in Egypt
are expected after the approval of a $ 130m
Worid Bank loan. The loan is to provide
partial funding for a number of private
sector developments worth $785m. A
further grant of S4.75m is to go towards a
new coastal management project.
March 1993 NEW HORIZON 5
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The Tourist Development Authority
(TDA) has earmarked luxury tourism
projects in the Red Sea, the Gulf of Aqaba
and the promotion of culture, and
archaeological tourism for funding.
Iran
• TehranHosts Training Programme.
The Industrial Management Institute of
Tehran, which is part of the National
Focal Point Mechanism for Technical
Cooperation in Iran for Islamic Countries,
will be organising a training programme
on strategic management in Tehran from
May 8 to June 17 for the Organisation of
Islamic Conference (OIC) member
counuies.
According to the Institute "the programme
is aimed at the senior and middle level
executives involved in policy decisions
individually or collectively, and are
engaged in strategic thinking, in order to
teach them to develop a realistic and
challenging vision for the future of their
organisation."
Iraq
• Iraq Loses $44b in Oil Exports. The
Iraqi government recently claimed that
losses resulting from the UN embargo on
its oil exports had mounted to $44b by the
end of last June.
"The economic losses suffered by fraq as
a result of the suspension of oil and oil
product exports from August 1990 to the
end of June 1992 reached $44b," the
governmentnewspaperAl-Jumhouriyah,
said quoting an Oil Ministry source.
Jordan
• New Strategy for Agriculture.
"Jordan willpush agricultureonall fronts"
says the Minister for Agriculture, Dr
Fayez Khasawneh.
In arecent interview with the International
Centre for Agricultural Research in Dry
Areas (ICARDA), Dr Khasawneh spoke
of how Jordan's once robust agricultural
sector has been negatively impacted by
regional tensions, unreliable water
resources and the world-wide economic
slow-down. This, according to the Minister
has forced Amman to adopt a new sdategy.
"We aim to increase our self-sufficiency
6 March 1993 NEW HORIZON
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and achieve a positive trade balance in
agriculture products. We would like to
have open policies on export and to
encouragereciprocal trade arrangements
for agricultural goods.

Dr. Fayez Khasawneh
"Here in the Middle East, we can
significantly contribute to production on
an international level. But the subsidy
policies of the developed world can make
or break our agricultural sector. It is not
correct for the developed world to set the
rules of the game alone when it comes to
agricultural trade. That is why we
continue to watch the GATT (General
Agreement on Tariff and Trade) talks
with some concern and apprehension."
Kuwait
• KIA Conducting Comprehensive
Study. "Kuwait's foreign investments
represent a variety of portfolios invested
in international markets and distributed
according to the strategy adapted by
Kuwait Investment Authority (KIA)."
This was announced by the Minister of
Finance and Planning, Nasser Al
Roudhan in a reply to a query submitted
by aNational Assembly member, Ahmad
Al Nassar. The Minister added that
Kuwait Investments Authority is
currently in the process of reviewing
foreign invesunents in order to prepare a
comprehensive strategy, bearing in mind
current intemational economic changes
and the future requirements of the
government regarding the geographic
distribution of investments.
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• Bad Debt Settlement Programme
Postponed. The National Assembly of
Kuwait has agreed to postpone for three
months the implementation of the
government-sponsored bad debt
settlement programme which aims at
clearinglocal commercial banksofbillions
of dinars in bad debts. This is the second
time the programme, involving about 6b
in Kuwaiti currency, is being delayed.
The delay was proposed in order to allow
further negotiations with the Finance
Minister to take place.
Malaysia
• Billlon-RMIndustry Club Expands.
According to the Malaysian news agency
Bernama, the buoyant economic
conditions in Malaysia during thefirstten
months of 1992 helped boost the turnover
of nineteen indusuies in the manufacturing
sector, raising their sales to over RMl
billion each, and therefore making them
eligible for membership of the billion
ringgitt club.
Another three are expected to make it into
theclubbytheendoftheyear, expanding
the number of billion-ringgit industries to
twenty-two, up two from 1991.
A total of twenty industries had made it
into the billion-ringgit club at the end of
1991 against sixteen in the corresponding
period the year before.
• ASEAN Trade Increases. Malaysia's
Minister of Finance, Mr Anwar Ibrahim,
spjeaking to apress conference in London,
said that Malaysia enjoyed good trade
relations with its neighbours; Singapore
Bangkok and Thailand, and that intraregional trade had passed all expectations.
In fact Malaysia is refusing to wait for
overtures by the European or US bloc and
is taking the lead in forging new trade
relations. "We stand for free ffade" said
the Minister. "The sU'cngths of each
region should complement the needs of
the otherregions, but unfortunately, many
of the developed countries are insisting
on protectionist policies.
"We cannot wait for the EEC or America
to move" the Minister continued. "So we
have been forced to take the initiative and
increase regional trade by making every

effort to establish the ASEAN Free Trade
Area in tlie shortest possible time. In the
meantime we are demonstrating our
commiUnent to firee trade by providing
foreign investors with a tax haven in
Labuan,Malaysia'sintemational offshore
financial centre."
Occupied Territories
• Palestinian Trade Fair. An extensive
exhibition of Palestinian industrial goods,
agricultural produce, traditional
handicrafts and tourist services organised
by the European-Palestinian Chamber of
Commerce and the Arab-British Chamber
of Commerce took place on February 915, at the London-based Arab-British
Chamber of Commerce.
According to the organisers, the
conference, thefirstof its kind in England,
was well-received and they hoped that its
success would pave the way for similar
events to take place in England and Europe
in the near future.
Pakistan
• Pakistan, Kazakhstan to Promote
Tourism. "Geographically, Pakistan is
ideally suited to serve as a gateway to
Cental Asia for foreign tourists."
This was announced by Pakistan's
Minister of State for Tourism Shahzada
Mohiuddin at a meeting in Islamabad
with a Kazakh delegation led by the
Minister for Transport Mr Escengarun
Migmatzhan Kabatacvich.
Mr Mohiuddin said that as soon as an
airlink between the two countries had
been established, Pakistan would send an
official delegation to explore the ways of
promoting maximum co-operation with
Kazakhstan in the field of tourism.
• Pakistanis Contribute to UAE
Development. "Thousands of Pakistanis
have played a pioneering role in
developing the United Arab Emirates, a
fact which will always be remembered by
the Government and people of the UAE."
This was stated by the UAE's Minister
for Information and Culture Mr Khalfan
Mohammad al Roumi during discussions
with Pakistan's Minister for Information
and Broadcasting Mian Abdul Sattar
Laleka in Islamabad.
March 1993 A/EIVHOWZO/V 7
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Mr Khalfan stronglyattackedanewspaper
report that the Gulf Cooperation Council
(GCC) was planning to ask all Pakistanis
working in these countries to leave. "This
is a total lie", he said.
• Allied Bank to Establish Advisory
Centre. The Allied Bank of Pakistan
(ABL) has announced plans to establish
invesunent advisory centres to mobilise
funds from prospective investors for the
share business.
Mr Khalid Latif, Chairman and Chief
Executive of the bank told members of
the Karachi Stock Exchange (KSE) that
the bank will also float a mutual fund
shortly.
• Sugar Industry Growing Fast. With
a total of fifty-three mills operating in the
country, Pakistan's sugar industry is
passing through an unprecedented period
of growth. Only recentiy, five new sugar
mills have come into operation and out of
another eight under construction, at least
three will go into production in a few
months.
During the 1991-92 season the industry
produced 2.33m tons of sugar.

Arabia's current five year plan on
agriculture development, upgrading and
expansion of existing infrastructure and
newprojectinvestment. This coupled with
a healthy growth of 7 per cent a year,
makes Saudi Arabia one of the world's
most dynamic markets for agriculture
machinery, equipment, and other farm
inputs and related technology.
In addition to traditional agriculture
products, the exhibition will also cover
water technology, food processing and
packaging.
• New Shares. Arab National Bank
(ANB) is to double its share capital to SR
1,200m (US $320) by issuing new shares
to existing shareholders. The Saudi
American Bank also confirms plans to
raise equity in this way.
• Bank Rise. The Saudi British Bank
has reported a 7 per cent rise in net profits
for 1992 to SR 268. Im. The bank floated
1.2m shares in Saudi Arabia's stock market
to raise its paid up capital by 150 per cent
to SR lb (US $266m).
• Saudi-American Bank Expands.
Saudi Arabia
Riyadh-based Saudi American Bank
• Agriculture Show. The Saudi (SAMBA") has declared a net profit of
Agriculture, Irrigation and Agri-Industry
show is to take place at the Riyadh
ExhibitionCentre October 3-7,1993.The
show is the twelfth in the annual series of
intemational trade exhibitions for the
agriculture sector.
IN
Over US $37b is being spent during Saudi O r p h a n s

SR910.5m ($243m) for 1992, a 21 percent
increase on 1990. Increased earnings came
mainly from investments in securities, which
now account for43 percent of theBank's total
assets.
The balance sheet grew by 5 percent in 1992,
less than in recent years, although this
flattening of growth is consistent with the
results of other Saudi banks v.nich have
published figures for 1992. The bank's
profitability ratios will again make it one of
the most successful in the Gulf.
The bank's Managing Director, Mr Mistri,
says that he expects to record continuing
growth in earnings, capital and assets. He also
says that in addition to developing its core
business of retail and corporate banking,
SAMBA is giving particular emphasis to
other areas such as investment, banking,
private banking and investmentmanagement.
He sees particularly good opportunities to
expand the bank's corporate finance, by
offering advice and services on mergers and
acquisition transactions.
Turkey
Turkey Withdraws Duty on Yarn.
The Turkish Government has withdrawn the
20 per cent duty previously imposed on the
import of yam from Pakistan, according to
the Pakistan Yam Merchants Association in
Karachi.

B a n g l a d e s h

urgently need your help. Their survival and future are in danger.
The Orphans' Shelter Foundation for Bangladesh, a Registered Charity,
has been formed to directly provide shelter, food, clothing, medicine,
education and training for a trade or profession.
Through the Foundation you could sponsor one or more orphans.
Please think seriously about them and contribute generously to this
worthy cause.
.
FOR M O R E INFORMATION PLEASE CONTACT

ORPHANS' SHELTER FOUNDATION

charity

noagsios

P O BOX 508, LONDON SW11 2 R Q
or BARCLAYS BANK pic
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IDB Reveals Major Financing Priorities
for 1993
How this fits in with the IDE's stated
Europe and the old Soviet Union at
raison d'etre to " foster the economic The Islamic Development Bank (IDB), the expense of developing countries,
development and social progress of aims to increase the level and several of whom are IDB members.
member states and Muslim effectiveness of its activities in its 46 The increased capital, says theBank,
communities individually as well as member states during the fiscal year will also mean a higher level of
jointly in accordance with the 1992-93. Armed with a substantial financing per project and higher
principles of the Shariah" is not clear. increase in capital, the IDB has made ceilings for loans which "will enable
Once again the statistics over the last trade finance, infrastructure, food the IDB to undertake better quality
two years relating to the economic and security projects, human resource and projects and enhance mobilisation
trade performances of most of the technological development its main of resources from co-financiers",
IDB member states, save the oil financing strategy for 1993. These including the World Bank. One
drawback is that because the
producing ones and resource-rich priority areas, together with increased major
IDB
operates
under Islamic banking
countries such as Malaysia, makes demand from the emerging Central principles which
prohibit interestdire reading. In a world racked by Asian Republics, Albania and later based lending, it cannot
raise funds
recession, GDP growth rates of the Bosnia-Hercegovina, according to the on international capital markets
and
middle income and least developed IDB requires "the injection of larger so has limited access to resource
IDB member states have fallen financial resources in the shortest replenishment. Instead it has to rely
dramatically in 1990 and 1991. possible time."
on capital increases approved by its
External debt burdens have also
member subscribers.
increased and although the debt service
According to the recently-released annual report of the IDB
ratio is improving, this is at a very slow rate. Intra-Islamic for the 1992 fiscal year, total financing approved for the year
trade is also palu^.
amounted to $1,328.2m - up 48.5 per cent on the 1991 fiscal
The bank, nevertheless, is pushing ahead with its mandate year. Of this, $990.38m was for tfade finance operations and
and now also sees countertrade as a good way of promoting $288.02m forprojectfinanceand$49.8m forspecial assistance
intra-Islamic trade on the basis of 'buy in order to sell', not operations. Projectfinancewas mainly in the form of instalment
only in bilateral deals but also those involving the private sale and equipment leasing (Ijara) which accounted for
sector. At the same time the IDB hopes that its new Islamic $190.1m. Direct leasing, which totalled $94.2m for projects
Oman, Pakistan, Jordan and Turkey, has become one of the
Export Credit and Investment Insurance Corporation, in
two
main sources of medium term financing for the IDB. But
capitalised at IDlOOm, will boost "sustainable growth in it is primarily
for middle and high income member countries.
invesunent and export flows across member countries". In "Funds are normally
available for between seven and
this light the IDB has decided to reduce the mark-up on its twelve years, includingmade
a
two
three year gestation period.
import finance from 8 to 7 per cent for imports from member For member states under IMFto and
Bank structural
states and from 8.5 to 7.5 per cent for imports from non- adjustment programmes, repaymentWorld
periods
can be up to
member states. This is a significant move since import Oade twelve years", according to the IDB. As an incentive,
the IDB
finance in fiscal year 1992 accounted for $651.64m - 60 per now offers rebates of up to 15 per cent for repayments
made
cent of the IDE's financing operations.
on time and mark-ups on lease financing for inftastructure
Some $50m of the $98m latest tranche of IDE financing" projects are made lower.
approved in January 1993, indeed, is for infrastructure
projects, including a $16m loan to Morocco towards Loan financing accounted for a further $83.38m mainly for
modernising its telephone network and a SlOm loan to infrastructure and agriculture projects. The Bank at its annual
Bangladesh to finance arural electrification project. Another general meeting (AGM) in Tehran in early December came
$46.6m was allocated to finance imports of member states under fire for its lack of equity financing allocation which in
including two $15m loans to Pakistan and Morocco to the 1992 fiscal year totalled a mere $4.76m. The IDB
finance the import ofcrudeoilandaSl Om loan to B an gladesh concedes that its approach to equity fmancingremains cautious
but says that a policy review is under way. Co-financing is
to finance the imports of fertilisers from Jordan.
assuming a greater importance because it is regarded as a key
The IDB at the end of 1992 raised its authorised and element in the mobilisation of financial resources to meet the
subscribed capital from ID2b to ID6b and ID4b respectively development needs of member states. It has increased contact
(onelslamic Dinar (ID)=One Special Drawing Right (SDR) with the co-financing groups of the World Bank, and the
of the IMF) which aimed at "increasing the level and OPEC Fund amongst others. Indeed the World Bank is set to
effectiveness" of its activities in member states and to offset help the IDB in project processing and to implement the
the flow of funds from the industrialised states to Eastern concept of'Lead Agency'.
March 1993
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SHEIKH AL-AZHAR CALLS FOR "E
RULINGS TO HELP DEVELOP TH
Sheikh dad Al-Hak All
Azhar, in a recent in\
Awsat newspaper tol
system has hindered
Islamic financial syst
According to the SJ^elk
overcome throug,i et
rulings. The Sheikh a
saying that once the I
established, Itshouldt
problems suffered by
help restore their Inter

The grand Al-Azhar Mosque in Cairo

"Islamisnotareligionwhichignores
economic problems. The Qur'an
makes it clear how to organise
wealth and ensure that societies'
production levels meets the
consumption needs of individuals.
For example, the Qur'an encou rages
sale and trade as a means of
exchanging products and benefits;
in verse 275 the Qur'an notes that,
'Allah permitteth trading and
forbiddeth usury'.
A Moderate Ummah

"The Qur'an also warns of the importance of
avoiding economic hardship caused by
unforeseen disasters by saving the surplus of
money earned during productive periods.
Islam militates against extravagance and waste
and recommends that all Muslims be moderate
since money and investment are necessary
for achieving security. The Qur'an praises
those 'who, are neither extravangant nor

parsimonious and keep between these.'
(chapter 15) The Sunnah precepts also direct
people to be moderate in their spending.
"Although the Qur'an recommends that
wealth be preserved and protected from loss
and corruption, italso warns against hoarding
and lack of investment. Consider the verse
"And as for those who hoard gold and silver
and do not spend it in Allah's way, announce
to them, a painful chastisement."(chapter 9).
Scholars and Economics

"As with the Qur'an's tackling of financial
issues nor is the study of economics new to
Islamic scholars. They have been dealing
with economic problems since the early days
of Islam and have always given great
consideration to economic issues. Ibn
Khaldoun, for instance, stated that trade, if
conducted by rulers, leads to an increase in
prices. Consequently he advised against the
state trading.
"Islamic scholars have on many other
occasions likewise made recommendations
about tackling economic problems. For the

instance where there are shortages of
particularproduct, consumers are advised
buy only according to their needs in order
prevent gratuitous spending by the weall
and the forcing up of prices.
An Ethical Ummah

"It is because the health of the econoi
reflects the health of a society, Islam pi
prime emphasis on the ethics of financ
transactions. Islam teaches M ' ^ m s l
qualities of honesty, sincerity aiiv.. nobil
and considers that these qualities shoi
govern dealings between Muslims and shoi
prevent them from resorting to econon
tricks such as demanding excessive pri(
and wages or underpaying employees, i
encouraging Muslims to apply Islan
standards to their economic dealings, t
establishment of an Islamic system will
made easier."
Changing Economic Needs

As for the validity of modem-day econon
policies in Islam, Sheikh Al-Azhar is ck
about Islam's ability to accommodj
political changes and social needs. "T
economic rules in Islam are not rigid a
whenever a new situation arises, policies a
mles may be adapted, so long as they are
the interest of the Islamic community.
"A prime example of this is the ce ying
March 199;
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FFECTIVE AND VALID" SHARIAH
E ISLAMIC FINANCIAL SYSTEM
Jad Al-Hak, Sheikh ofAIervlew with Al-Sharq Ai1 how the conventional
the development of the
im In the Muslim world,
h thi^ situation will only be
ective and valid Shariah
mcludedthe Interview by
ilamic financial system is
ickle the acute economic
Islamic societies and so
nationalstandlng.

Riba and invalid conu-acts in Islamic
counuies. It is therefore imperative that
Islamic Dawa Agencies and Organisations
should develop S hariah rulings and explain
the position of Islam on different issues to
the Islamic communities, through
publicationandothermeansofinformation
in order to avoid confusion."
The Sheikh also added, "no doubt the main
u-ansactions adopted by Islamic banks are
based on an agreement between the parties
whereby the owner of the funds agrees to
pay afixedfee for the services rendered by
thebank. The more the clients are satisfied
with the operations and practices of the
bank and are convinced of the sincerity of

oldest and best market the world has known
so far. It was actually achieved in the first
Islamic era, fifteen centuries ago. For
modern-day Muslims worldwide, it
represents the hope of economic unity
regardless of counUy and nationality. The
Islamic common market is an urgent topic
and subject of concern since we are living
in an era characterised by economic blocks
and dominated by giants such as the US
and EEC that insist upon imposing
protectionist policies."
He added, "it is known that in Islam the
unity of the Islamic Ummah is of
fundamental importance. Muslims should
avoid divergence over their economic

the' Al Uchur' system, which lead to the
decision to fix customs dut'?s at ten per
cent, to pemiit reciprocity and exemption
in the case of certain necessary
commodities such as medicine and food."
He added, "we are living in an era where
adherence to religion is weak.
Consequently, the mler in the Ummah
must s&ive to achieve justice in the
^onomic system and adherence toethical
^ide-lines as well as uphold the Islamic
principlesof economic liberty and wealth
creation."

fiy
its
al
fie
ty
W
Id Hindrance of the Islamic
iic System
es When it comes to the reasons why the
fy Islamic system has not been applied in
iic Islamic societies. Sheikh of Al-Azhar
he Sheikh Jad Al Hak Ali Jad Al-Hak again
has firm views. "We are all aware of the
fact that when the Islamic Ummah fell
the domination of Western
IC under
colonialism a gap was created between
ar Muslims and the Shariah so that some
te Islamic countries started applying
le conventional legal systems thereby
W preventing the evolution of the Islamic
Id ex:onomic system.
in
>^hese imported ideologies created
3f . ...ifusion and led to the propagation of
NEW HORIZON

Sheikh Al-Azhar (right) discussing ihe Islamic financial system with Mr Muazzam Ali, Vice Chairnwin
of the Dar Al-Maal Al-lslami.

the staff in developing funds in a Halal
manner, the more Islamic Banks will
succeed and expand their operations in
Islamic countries."
Islamic Market

As for his opinion on the possibility of
creatingacommonlslamicmarketamong
the Muslim counu-ies, Sheikh Jad Al-Hak
said, "the common Islamic market is the

interests and disputes. To claim the
formauon of an Islamic Market is actually
an invitation to go back to the essence of
Islam and to achieve economic solidarity
and integration between Islamiccountries.
This market will be established with a
view to achieving the integration and global
economic unity of Islamic countries, the
ultimate aim being the achievement of
political unity".
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Latest Islamic Fiqh Academy
Rulings on Finance
The Council of the Islamic Fiqh
Academy, an organ of the
Jeddah-based forty-six nation
Organisation of Islamic
Conference (OIC) met last year
for its seventh session to discuss
questions offiqh(jurisprudence)
relating to a number of Islamic
financial transactions or
products. As a service to its
readers, Nev*' Horizon here
publishes an English version of
some of the resolutions - those
relating to Instalment Sale, Istisna
and Stock Market dealings.
Instalment Sale

According to resolution 65/3/7, sale on
instalments is permissible in the Shariah
even if the deferred price is more than the
cash price. Cheques, promissory notes,
and bills of exchange are all acceptable
instruments of security. However, the
discounting of these instruments is not
permissible because it amounts to a Riba
transaction. If a deferred debt is paid
before its maturity date, the creditor may
allow a voluntary rebate to the debtor. B ut
if a third party enters into the rebate
transaction, this counts as discounting
financial instruments, and so is forbidden.
It is permissible, for a creditor and debtor
to agree that if the debtor fails to pay an
instalment, the remaining instalments are
immediately payable unless the debtor is
financially unable. If a debt becomes
immediately payable due to death,
bankruptcy or defaulting, itis permissible
to givea rebate with mutual consent. S uch
a rebate is compulsory, if the price of a
deferred sale had been increased only for
it to be deferred.

matter is a combination of the service of
manufacturing, and the manufactures'
commodity for delivery at a future date.
This conuact is binding for both parties if
it fulfils certain condiuons, such as
specifying the quality and quantity of
goods to the manufacturers, and their
date of delivery. The price may be fully
deferred or payable in instalments. It is
also permissible to add a compensation
clause, which if the manufacturer delays
in delivery, he or she will be liable to pay.
Mortgage with Conditional
Sale

According to resoluUon 64/4/7, a
mortgage with conditional sale (BaiulWafa) may be defined as selling property
on the condition that whenever A repays
B, he will be bound to re-sell the property
to B. However, as the real nature of this
sale is a loan financially benefiting the
creditor, it is in fact, a device to validate
the Riba Uansaction. The majority of
Muslim jurists, along with members of
the council see this type of sale as invalid.

Trading in Currencies

Where trading in currencies takes place
through the invalid methods of sale referred
to above, it is not permissible.
Investment in a Joint Stock
Company

It is permissible to form a joint stock company
where the objects and capital are in accordance
with Islam ic law. Regarding companies where
the main uading activity is permissible but
which sometimes participates in a prohibited
activity, the academy wishes to postpone its
decision to the next session.
Underwriting

An issue is underwritten when a person or
institution promises to take up the shares
The Traded Options Market which are not taken by the public. This is valid
An option refers to the purchased right to provided that no fee or commission is charged
buy or sell specified commodities or shares and the unsubscribed shares are taken up at
at a fixed price within a specified period. their face or nominal value. If, however, the
If the option is exercised within the person giving the undertaking renders other
stipulated time limit, an agreement of sale services to the company, then a fee may be
results at the pre-agreed price. The object charged.
of this is to protect the owner from adverse
Payment for Value of Shares
price fluctuations.
C l a s s e s of Sales in the
Financial Markets

First, the commodity or its documents of
ownership remain in the vendor's
possession. The buyer has the right to
take immediate possession of the
commodity, and the seller has the right to
receive immediate payment. In this case,
however, the transaction is not concluded
directiy by the parties involved but through
a broker. But, where the vendor agrees to
deliver the goods, and the purchaser agrees
The Contract of Istisna
to pay at a future date, this sale is invalid
Istisna is a contract where the subject becausedeliveryofthegoodsandpayment
12 March 1993 NEW HORIZON

of the price are both deferred.
The sale may conform as with the case of a
valid salam sale, however, the purchaser
cannot resell the goods until he has first
received tiiem. Trading in the futures market
where the contract concludes on a converse
contract sale resulting in a settlement based
on the difference in price is not permissible.

in Instalments

A person who pays for shares in a company
by a down payment and thereafter in
instalments, according to Islamic Law is a
shareholder and must promise to increase the
capital contribution.
Subject Matter of Shares

A shareholder in a company owns a
proportionate share of the assets of the
company.
Bearer S h a r e s

The issue of, or dealings in, bearer shares

(transferable by delivery of the warrant),
is permissible because the owner of these
shares owns a proportionate share in the
assets of the company.
Preference Shares

A holder of a preference share is entitled
toany dismbutionofprofit,butnormally
only for the specified or fixed rate of
dividend. Because they promise a fixed
dividend, and enjoy priority over ordinary
shares, preference shares are similar to
debt. Upon winding-up, preference
shareholders enjoy a prior claim on the
net assets of a company. This is not
permissible because of their priority
status. However, it is permissible to give

preference in administrative matters.
Trading In Shares on the
Basis of Interest

prohibition becomes even more serious if the
proceeds of the sale are deposited with a
stockbroker who places the money in an
interest-bearing account.

It is not permissible to borrow money
with interest from a stockbroker or other The Sale and Pledge of
party, and then buy shares in a company Shares
with the loan, and deliver the share The sale and pledge of shares is permissible
certificate to the lender as security for the as governed by the rules of the company.
repayment of the loan, as the transaction
is interest-bearing. Nor is it permissible to Initial Charge in Issue of
sell shares which are based on a promise Shares
by the stockbroker to lend the shares to the It is permissible to charge a fee in addition to
seller on the delivery date. This is the face value of the share to cover
prohibited because the seller sells shares adminisffative costs, provided the fee is
of which he is not the owner, and the properly calculated.

SHALIMAR HOUSE RESTAURANT
We at Shalimar H o u s e Restauriint established
In 1958 in London's East End, will prepare
and deliver a n y w h e r e in the UK.
HALAL A N D TRADITIONAL
PAKISTANl/MUGHLAF A N D TANDOORI
CUtSINK AT HIGHLY COMPETITIVE RATES.

S o m e of our specialities .ire:

Seekh Kebab, Baiair, Paya, Maghaz,
Chicken Tikka, Mutton Tikka
Fresh Tandoori dishes can be prepared at
your function usii^g o u r o w n mobile oven.

We are open 7 days a week
Book orders with Nazeer Ahmed on
071 709 0144/ 0145

8 H e s s e l S t r e e t (off C o m m e r c i a l R o a d ) , L o n d o n E l 2 L P
(TUBE: WHITECHAPEL / ALDGATE EAST)
Patrons please note that we do NOT have any branches
C A T E R E R S T O T H E I N T E R N A T I O N A L C E N T R E F O R I S L A M I C S T U D I E S (ICIS), L O N D O N
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Treasures

& THE ISLAMIC WORLD
No 22 Special Issue £10

of Islamic

Art

FROM THE NASSER D KHALILI COLLECTION

This special issue of Arts & The Islamic World is devoted exclusively to what is undoubtedly one
of the largest and most valuable collections of Islamic art this century, with more than 20,000
objects from almost every era oflslamic history and civilization, meticulously researched and
catalogued by some of the best known scholars oflslamic art worldwide. Contributors whose notes
and comments appear in this special issue include Prof. Michael Rogers, Dr. Julian Raby, and the
following scholars:Qur'ans David James
Papyri Geoffrey Khan
Calligraphy Nabil F Safwat
Manuscripts and Miniatures Tim Stanley
Pottery Ernst J Grube
Metalwork Geza Fehervari & Nahla Nassar
Science, Tools and Magic Francis Maddison & Emilie Savage-Smith
Seals and Talismans Ludvik Kalus
Carpets and Textiles Friedrich Spuhler
??|t|t
Pre-Islamic and Islamic Glass Sidney M Goldstein
Islamic Jewellery Marian Wenzel,R Finder-Wilson Slack Ogden
Mughal Jewellery and Enamels Robert Skelton
Islamic Coins Michael Bates, Elizabeth Savage & Andre de Clermont
Arms and Armour David Alexander
Carvings Ralph Pinder-Wilson
Figures and Figurines Nasser D Khalili
Islamic Lacquer Nasser D Khalili & B W Robinson
The 19th Century Stephen Vemoit
^
"It has taken Dr. Khalili more than twenty years of dedicated and selective
collecting to build the Nasser D Khalili Collection of Islamic Art as it stands today....
Most of its treasures are unknown to any except the circle of scholars working on
the catalogues. Many of the objects reproduced in this special issue of Arts & The Islamic
World have never been published before." Nahla Nassar, Guest Editor.
More than 70 prime objects reproduced in full colour
Publication date: March 1993
Price in U.K. £10; Overseas US $20.
Subscription for 4 issues of Arts & The Islamic World (including surface postage):
In U.K £30; Overseas US$60;
Airspeeded US$75.
For bona fide students a discount of 50% is available on subscriptions for 4 issues
(Please enclose ID card details)
Other issues of Arts & The Islamic World, planned for publication in 1993, will be on the
following themes:No. 23: "Architecture, Archaeology and the Arts in the United Arab Emirates"
No. 24: "Islamic and Oriental Arts Resources in North America"
No. 25: "Architectural Thinking and Planning in the Islamic World: Impact of the
Aga Khan Award for Architecture"
For further details, please write to:

The Managing Editor, "Arts & The Islamic World"
144-146 King's Cross Road, London WCIX 9DiI
Tel. 071-833 8275: Fax. 071-278 4797
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Central Banks and Islamic Bankers Discuss
Future Development of Islamic Banking
Although the move to establish
Islamic banks started with much
enthusiasm and energy, it quickly
became apparent that it needed
structure and guide-lines. For
this reason, the Foreign Ministers
of the Organisation of Islamic
Conference (OIC) countries
acted quickly to set-up the first
expert level meeting on Islamic
banking
made-up
of
representatives from Central
Banks across the Arab world.
Their brief was to prepare a
detailed report on the promotion,
regulation, and supervision of
Islamic banks, and so force
Islamic banking into the
competitive and highly regulated
arena of modern banking. Yet
despite their many achievements
over the next ten years, they have
not yet completed the task, and
an eighth expert level meeting
has been scheduled for November
of this year.

In March 1982, The Governors of the
Central Banks and the Monetary
Authorities approved of a report prepared
by the original committee, and agreed that
support must be provided by the Cenual
Banks for Islamic banks, so as to nurture
their growth and development. They
noted that Islamic banks are at a
considerable disadvantage when
competing with conventional banks since
they have no access to money markets
and Central Banks are unable to resolve
their liquidity problems. The report,
highlighted the need for ensuring that any
assistance the Cenn-al Banks may give to
Islamic banks must be compatible with
the Shariah. The report also dwelt upon

the problems specific to Islamic banks
such as reserve requirements, supervision,
fiscal treatment of income from
participation, ownership and capital
requirements.
At the 6th meeting, held after an interval
of four years in February 1985, the
Governors studied an appraisal report
called 'The Promotion, Supervision and
Regulation of Islamic Banks' prepared
earlier by the group of experts in Izmir,
Turkey, under the auspices of the Cenu^l
Bank of Turkey.
Following their review, the Governors
recommended further in-depth studies to
propose legislation. Certain areas like
liquidity issues and overall monetary
policies of the Islamic countries, the
relationship between Cenu^l Banks and
Islamic banks, the Islamic and
conventional banks were identified for
further research. In addition, the
Intemational Association oflslamic Banks
(lAIB) agreed to draft model legislation
on the promotion of Islamic banking, and
a model statute for Islamic banks.
These studies were then examined in May
1985 and a further study on the monetary
impactof Islamic banking on theeconomy.
Islamic financial and monetary
instruments, and avenues for short-term
invesUTient of excess liquidity in Islamic
banks was commissioned. These issues
were again discussed in detail at the 4th
expert-level meeting, held in Pakistan in
April, 1988. Further research into these
topics as well as a comparison between
the sources and uses of funds in Islamic
banks compared with conventional banks,
was recommended.
At the 5th expert-level meeting held on
Abu Dhabi in March, 1989, delegates
recommended studies in Murabahah
financingand the impactof Islamic modes
of finance on monetary expansion. The
balance sheets of the Islamic banks and
the importance of unifying their

accounting procedures was also
recommended for discussion, and was
subsequently carried out at the 6th expertlevel meeting in Manama in May, 1990.
The next expert group meeting held in Kuala
Lumpur in July 1992, made some innovative
recommendations vital to the advance of
Islamic banking. These included:
1. Theories of short-term
financing:

It is not possible to provide variable capital on
a short-term basis. However, Istisna could
work for both short-term and long-term
financing.
2. A study of the Faysal
Islamic Bank of Bahrain:

The need for uniform accounting policies and
application of Shariah laws was noted.
3. Recommendations on
Islamic banking in Malaysia:

According to the Bank Islam Malaysia there
is a need to look at the issue of debt financing
with a view to developing debt instruments
that are compatible with the Shariah.
4. Balance sheet results of
the lAlB members:

Attempts should be made to understand the
financial activities of lAIB members, their
bureaucracy should be simplified and their
database should also include non-member
Islamic financial institutions.
5. Models for an Islamic
financial market:

A model should be developed for the
establishment of an Islamic stock market, and
modifications to orthodox stock market
transactions proposed in order to make them
acceptable to the Shariah.
6. Views on limited liability:

Limited liability can bejustified as long as the
entities are public joint-stock companies and
corporate bodies. However, the liability of
the active partners and shareholders ofprivate
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companies should be unlimited.
7. Recommendations on
financing mute social
infrastructure:

Islamic banks can generate income from
Istisna financing by acting as an agent, or
charging a fee and they will be entitled to
a share of the profit. Their modes of
financing are Salam for raw materials,
leasing and equity finance and
Musharakah certificates forprofitable and
viable projects.
8. Possible tools of
supervision by Central
Banks for Islamic banks:

Profit-sharing ratio should replace the
conventional bank rate. In order to
safeguard the public interest, an acceptable
firm may beappointed as external audi tors.

9. A study of minimum
cash reserve and liquidity
ratio requirements for
Islamic banks:

The study recommended: (i) Enforcing
both the reserve and liquidity rado
requirements on the demand deposits
(current accounts) of Islamic banks in a
way similar to that of conventional banks
(ii) That invesunent deposits of Islamic
banks functioning entirely on the basis of
profit/loss sharing shouldnotbe subjected
to either reserve or liquidity ratio
requirements.
10. Proposal for Zakat
funds

A mechanism to tackle the problem of
financing development in Muslim

countries by utilising the Zakat fund was
proposed. This would mean the setting up of
a profit-making institution to invest Zakat
funds which are then channelled through the
purchase of the institution's shares by the
Zakat collecting agencies. The shares of the
institution would then be disuibuted to the
Zakat fund beneficiaries. The shares may
then be used for purchases in lieu of cash.
The meeting also decided that a permanent
task force, to be organised by the lAIB and to
include practidoners, scholars and Fiqh
experts, should study the activines and
instruments of convendonal banks to
determine whether such concepts are
compatible with the Shariah. The study would
then be submitted to the Shariah Committee
of I AIB and subsequently to theFiqh Academy
for approval and then for final endorsement,
to the 8lh expert level meeting scheduled for
November 1993.
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Living up to Expectations
For South Africa's two miUion
Muslims, the concept of Islamic
banking is not entirely new.
Jaame Limited, a small Islamic
financial institution, was set up
in Johannesburg as far back
as 1976, the year in which
the Jeddah-based Islamic
Development Bank (IDB) was
also established. Yet, the
mainstream Islamic financial
institutions such as the Dar AlMaal Al-Islami (DMI) and
Albaraka Groups had always
refused toenter the South African
market because of the apartheid
policies of the ruling Nationalist
government.

bank's latest annual report, says that
despite presentrecessionary condiuons in
South Africa, ABLSA "should continue
to grow rapidly. The bank has built up the
necessary momentum and the challenge
is to capitalise on diis by developing the
necessary products and services to meet
the needs of its target market."
Opportunities

Albaraka claims that it is seeking
opportunides to promote the socioeconomic development of the Muslim
community in South Africa. It is
broadening its customer base in the area
of deposit-taking but pardcularly in the
area of investments and fund udlisadon
because the highly liquid market has
resulted in a sluggish demand for credit.
ABLSA has also established the Small
Entrepreneurs DevelopmentFund, which
will cater for the needs of exisdng and
new entrepreneurs using a pardcipadng
This is despite the fact that a number of approach rather than borrowing/lending
Arab countries maintained trade and other to provide assistance. Thebank is adopting
linlcs - albeit unofficial - with Pretoria, a cautious and conservative approach to
and countries such as the Islamic Republic credit extension and has already
'a slight increase in the
of Iran even kept investments in the state- experienced
incidence
of
late
payments'.
owned parastatals - invesunents which
were originally made by the Shah's regime Expectations
before the revolution. Iran has always had "A lot of questions remain unresolved.
a d^de office in Johannesburg, and despite There is some scepUcism and our
the absence of official diplomatic links challenge is to present Islamic banking as
between Tehran and Pretoria, Iranian an alternative system ofbanking. Albaraka
diplomats used to regularly cross the Bank is the fu-ststep in that direction. But
border from Zimbabwe into theRepublic. I am overwhelmed by the response of the
Muslim community in Cape Town.
However, we must be careful that the
New Political Climate
expectations we raise are realistic",
With apartheid now virtually an su-esses Mr Abdullah Sheikh, Albaraka's
anachronism and sanctions against South Manager in Cape Town. ABLSA'smain
Africa all but over, the opportunities for services are concentrated on domestic
Islamic banking in South Africa (and not u-ade finance, although it has conducted a
only South Africa, but also the few foreign u-ade finance deals; property
neighbouring states such as Botswana, finance; car leasing finance and the full
Zimbabwe, Malawi, Zambia and range of retail banking services.
Mauritius) are good.
However, the bank has severe staff
The two major players currendy in South constraints which will become more of a
Africa are Albaraka Bank Limited South problem if the bank decides to expand
Africa (ABLSA) and the Johannesburg- further in the region; and there are
based Islamic Bank Ltd (IBL). ABLSA suggestions that plans are already afoot to
Chairman Dr Younes Al Tamimi in the open a branch in Johannesburg and later
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in Pretoria. And ABLSA will also have to
come up with innovative banking products
which are seen to be competitive and
efficacious. During the apartheid years, many
Muslim businesses, especially small
businesses, were starved of credit and startup capital by the white-owned conventional
commercial banks - because of poorcollateral
and the perceived high risk.
Image

It is inevitable that South African Muslim
businessmen will see Albaraka as an
equalising force in the provision of banking
credit. But if Albaraka's approach is too
cautious, then its image as a banker
sympathetic to the needs of the Muslim
business community could suffer. This issue
of raising expectations and the actual practice
of Islamic banking, which is no less prudent
than interest-based banking, could turn out to
be a serious one, especially if thebank fails to
convey a professional corporate image.
Competition

Albaraka's competitor is the Islamic Bank
Limited (IBL), which claims to be South
Africa's "fastest-growing bank". IBL Chief
Executive Ebrahim Kharsany has the backing
of the powerful Johannesburg Muslim
business community. Indeed, it seems strange
that Albaraka should choose to set up in
Durban fu-st instead of in the Vaal region in
the heart of the country' s commercial capital.
IBL is earmarking housing development as a
major area of its business. In December it
signed a R25m property deal as a fu-st step
towards developing a R2(X)m multi-cultural
housing estate in Ormonde Valley, south
west of Johannesburg. IBL recenUy purchased
eighty-six hectares of land from Rand Mines
Properties for the development which will
begin in early 1993, with the first houses
ready towards the end of the year. According
to Mr Kharsany, the project "represents a
prime example of inter-racial partnership in a
post-apartheid environment."
The bank will give Islamic mortgages to
buyers based on a mark-up - agreed between
the bank and the purchaser - as opposed to the
interest rate.
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institutional Profile

Institute of Islamic Understanding - Malaysia
Malaysia is the last in a long line of
Islamic countries to establish an
Islamic Institute that aims to tackle
the economic, cultural and political
problems facing modern-day
Muslims.
The objectives of the
Institute are to:

Engage in independent and collaborative
research as well as consultancy activities
that will examine in depth the role of
Islam and the Muslim Ummah in the new
economic and political realities arising
from the changed new world order;
Provide a forum for Muslim and nonMuslim scholars from all over the world
to discuss and analyse issues of common
interest and concern;
Create a better sense of awareness and
understanding of all global issues that
may have a direct or indirect impact on
Muslims and;
Actasa source of information for Muslims
worid-wide and provide conu-ibutions to
policy formulation at a national, regional
and international levels.
The Programme

A research programme operating out of
the Institute will address the following:
The implementation of the Islamic
economic system in the modem age;
Strategic and global issues;
Technology developmentand technology
transfer;
Environmental issues;
Socio-economic and political issues
affecting Muslims.
Consultancy

The consultancy section of the Institute
will address the Muslim counuies on
global matters, and will undertake
consultancy and other woric commissioned
by various research institutes, financial
institutions, multinational organisations
and governments.
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progressive, forward looking religion, with
answers to our current economic and
political problems.

Training

The training section will provide all
necessary training and orientation
programmes for Muslims and non- Funding
Muslims in order to make them more
objective in their understanding of Islam Thelnstituteisanon-profitmakingprivate
and Muslims' affairs, and to handle and institution, which was initially set up with
appreciate the economic, political and the help a grant from the government of
social activities of the modem worid.
Malaysia. It is expected that additional
funding for the Institute will be raised
Media
from several sources through grants,
The role of the media and publication donations, sponsorship of special events,
section of the Institute is to disseminate commissioned research and other
factual information about the economic programmes.
and political issues concerning Islam and
Muslims through the print media, Organisation
broadcast and elccu-onics media.
The Institute is headed by the Directorwho is responsible for the running
It will also aim to establish a data bank for General,
of its day-to-day affairs. The professional
the collection of information about the staff of the Institute consist of research
financial resources of the Muslim staff and associates who are appointed on
counuies, their organisations, educational either a pennanent or part-time basis. The
facilities and other intemational data that Institute also engages internal and external
will lead to long-term networking among consultants on a project basis.
Muslimsandnon-Muslimsinthebusiness, The Institute is governed by a Board of
government and academic community. Directors. Members of the Board consist
of distinguished members from both the
Inter-Institution Links
public and private sectors. The first
The Institute will work closely with other Chairman of the board is Tan Sri Dato'
Institutes, at home and abroad, to expand Seri Ahmad Sarji bin Abdul Hamid and
the knowledge reservoir, and to present the firstDireclor-General is Dato' Dr Ismail
bin Haji Ibrahim.
Muslims and Islam to the world as a
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Centuries ago, a Muslim scientist
discovered that a seemingly valueless
symbol, when placed next to numbers,
assumed unrealised significance.
He named the symbol 'cipher', what
we know today as zero.
This kind of progressive thinking is
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still evident in our world of banking where
financial acumen blends with time honoured Islamic banking principles.
At the Faysal Islamic Bank value is
recognized for what it is.
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