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COMMENT

Good Opportunities For Islamic Banking
In South Africa

I

slamic banking in South Africa is poised for a major
expansion now that the new National Unltygovernment
under President Nelson Mandela is in place.
Willi Soulli Alrica's first freely elected administration serving
for over 1 (X) diiys, in vcsuncnt and business interest in tlie country
is mushrooming. Islamic bankers in Cape Town talk about a
boom pcricxl but also about the great deal of work to be done to
firmly establish Islamic banking in South Africa.
Islamic banking has the support of President Mandela and the
majority ruling piiny the African National Congress (ANC). On
a number of occasions over the last few months, Mr Mandela has
clearly acknowledged tlie important role Muslims have and are
playing in Soulii African S(x;iety and in the economy.
In May tliis yciir he promised to abolish the laws preventing
Muslims from doing their Islamic duties. Islamic banking, of
course, was courted by the previous "White" adminisUBlion
headed by then-PresidcniFWDeKlcrk. Butthatadministrdtions
motives were suspect in that there was a greater desire to aiu-act
foreign invesunent from the oil-rich Middle East states and from
other Muslim countries such as Malaysia, Iran and Turkey, than
extol the virtues of Islamic interest-free profit-and-loss (PLS)
banking.
But now Islamic financial institutions such as Albaraka South
Africa Limited and Islamic Bank Limited are poising themselves
for increa.sed business especially in uade finance and housing
finance as the local economy opens to the world and the
government sets out ius domestic funding priorities in tenns of its
R30bn Reconsuniction & Development Programme (RDP).
The stakes indeed are high but the competition will also be lough.
Not only is there the two million-or-so Muslim market but also
a Rlbn plus small-and-medium sized business community and
an infonnal sector which are seeking credit and U^ade finance.
Perhaps the biggest challenge is in housing finance and the
government has allocated R3.5bn in funds to build thousands of
low-cost housing units. Many of the small conuiictors involved
in the housing sector are indeed Muslim builders. As such there
is a wonderlul niche market here to fund Muslim contractors and
at tlie same time contribute to the housing development effort of
the new South Africa.
Islamic Bank Limited according to its Chief Exccuiivc Ibrahim
Kharsanay is already heavily involved in the low-cost and
private housing sector. Mr Kharsanay who is closely connected
to the ANC believes tliat Islamic biinking has an important role
to play in the New SouLli Africa. Islamic Bank Limited has been
involved in a number of housing projects in the Transvaal iirea
and the latest one is a R2(X)mn project financed entirely by the
bank.
However, if Islamic banks in Soutli Africa really want to
conu-ibuie to the dcvclopmcni effort in South Africa, they have
to be bolder and venture beyond traditional activities. Islamic
Bank Limited and Albarakit, for instance, could conu-ibutc to the
RDP's housing plans by financing tlic building activities of
contractors involved in tlie saior. The risk is minimal in that the
Mandela government has already earmarked the funding for the
sector This in fact acts as a guiiriintee in iuself, even though it is
not enshrined in a legal document.
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The government is also discussing with llie mainstream banks, a
mortgage indemnity scheme for financial institutions. Housing
Minister Joe Slovo is keen that banks provide mortgage finance for
low-income buyers but the banks want the government to help
remove housing commercial risk.
South African conventional banks loo are interested in co-operating
with Islamic banks especially from the Middle East and South East
Asia, the two regions with which they sec South African economic
and business links increasing dramatically over the next few years.
According to First National Bank (FNB), one of tlie largest South
African banks, a great deal of enquiries arc coming in from llie Gulf
Slates. Both banks and private investors are increasingly keen in
forging correspondent relations and in identifying investment
opfK)rtunilies. And says FNB some of the investors are keen on
Islamically-suoictured banking products which by-pass inlcrcst.
This may be productive in ihe long run. B ut al the same time, Islam ic
banking can to a small extent set the pace in South Africa given the
fact that the largely White-dominated conventional banks are still
Uying to adjust from their erstwhile conservative ethos nurtured in
an apartheid era to a one which has a far more radical message.
The ANC's ReconsU^uction iind Development Programme (RDP),
by its very nature is a highly welfare orientated document. As such
Islamic banking with its ethical ethos should easily find a niche
market within the RDP aimed at the social uplifuneni of fonneriy
"unbankcd customers" and of helping to develop tlie neglected
housing sector and thus creating employment in a counu^ in which
some 40 per cent of ihe adult population is unemployed.
According to tlie Governor of the South African Reserve Bank (ihe
central bank) Chris Sials: 'The banks surely have responsibilities in
this regard and can in the normal course of iheir business make an
important contribution to the implementation of the Reconsu-uction
and Development Programme 01DP... (However) Banks must not
be forced into excessive risk exposure for then they may also one day
become dependant on subsidies from government".
South Africa is also heavily promoting "community banking"
aimed at financing llie needs of people al community level. Indeed
Islamic Bank claims tliat it is an Ishunic bank trying to finance tlie
housing and business needs of its Muslim and non-Muslim clients
on a Shariah banking basis.
However, llicrc is a need for both IsUunic and conventional kuiks in
South Africa to engender a more favourable impression in ilic
market place. The indusu-y has been heavily criticised lor pondering
mainly to White clients and failing to address the important ncals of
the Black and non-White communities in South Africa.
If all banks are not to be more pro-active without tlieir rights to act
prudently and efficiently being compromised, then misconceptions
and negative aililudes about Soulli African biuiks will continue to
persist.
Any foreign Islamic bank wishing to enter the market in South
Africa would be well advised to do llieir homework first and to be
prepared to conu-ibuic to tlie welftire and development of both the
Muslim and the wider community at large. There are a lot of profits
to be made here, but South Africans are justified especially at Uiis
imp()rtant juncture in their turbulent history, to expect local and
foreign banks to pour back some of tlie profits into the counuy
especially at a community level.

Islamic Banks Pricing Themselves
Out of the Market

A

criticism very often made
about Islamic banks is
that their banking
charges and products are not
competitive with those of
conventional banks. Potential
M usiim in vestors and depositors
often receive a rude awakening
when they approach an Islamic
financial institution for mortgage
(property)financingor for trade,
lease or even project finance.

The higher margin means that Islamic
Banks are perceived as much more
expensive than their conventional
counterparts. This criticism, for
instance, is as true for the Jeddahbased Albaraka Group's London
operations as it is true for its operations
in South Africa. But Albaraka is not
unique in this.
Islamic banks justify the cost of their
products on the grounds that they
carry a bigger risk because of the very
nature of Islamic profit-and-loss
(PLS) banking. Islamic banking
products, they say, is all about-risksharing, unlike conventional banking.
As such, the appraisal, the set up and
the administtative costs are higher.
This may be a valid argument. But
Islamic banks operate in a real world.
Both investors and depositors are
primarily looking for the best possible
dividends and return on invesunent.
Religious and social welfare
sentiments are important, but Islamic
banks such as the Albaraka Group,
the Geneva-based Dar Al Maal Al
Islami (DMI) Group, KuwaitFinance
House, and Islamic Bank of Malaysia
will makeaseriouserrorofjudgement
if they take Muslim depositors and
investors for granted. Like in any
activity or service respect and support
must be earned.
ThatMuslim depositors and investors
are discerning is not a moot point.
Judging by the huge sums of funds
they place with the so-called Islamic

banking units of Western conventional
banks such as Citibank International,
Klein wort Benson and ANZ International
Merchant Bank in London, one can only
assume that they do so because of the
quality of service they get from these
institutions and the competitiveness of
the business.
In fact, according to bankers at these
institutions in London, their Islamic
products such as Morabaha (cost-plus
financing), Ijara (lease finance) and
Mosharaka (equity invesunents) are as
competitive both in cost and returns as
conventional counterparts.
As such, if conventional banks offering
Islamic banking products through special
so-called 'Islamic banking windows' can
be cost and price-competitive, why can't
wholly Islamic financial institutions be
the same.
The reason may lie in a number of areas.
Islamic banks have taken Muslim
depositors and investors for granted in the
past. One just has to look at some of the
marketing material of some of the Islamic
banks promoting a particular product on
the back of a sura from the Quran. There
is no attempt to explain the product or its
competitiveness. The assumption is
clearly that Muslims must investor deposit
with Islamic banks because the Quran
says so. In fact, much of the marketing
material of Islamic banks can be
misleading in that they give an
oversimplified perception of what
constitutes Islamic banking.
"Oh, but I thought it (Islamic banking) is
all about risk-sharing. If you have a loss,
the bank shares the loss with you". "I went
into an Islamic bank and asked for an
interest-free loan. But they told me they
don't give interest free loans. I thought
Islamic banking is all about interest-free
banking". These are just some of the
sentiments regularly expressed by some
potential Muslim clients of Islamic banks.
Another major area of confusion is the use
of Western banking terminology
specifically related to riba fluctuations
when describing Islamic products. It does
become an issue when an Islamic banker
tends to project Islamic banking largely in
terms of conventional banking, which

rightly or wrongly, gives the
impression to the layman that Islamic
bankers themselves do not have the
remotest idea of the principles of
Islamic banking nor much confidence
in the very financial system they are
trying to project or promote.
Indeed, there are some (fortunately a
tiny minority) of Islamic bankers who
are primarily opportunists - merely
playing lip service to Islamic banking,
while their real interest is to adapt socalled Islamic banking products to
conventional ones. As such the line
between what is halaal (permissible)
and what is haraam (prohibited) in
Islamic banking clearly becomes
blurred.
At the same time Islamic bankers do
not have a habit of marketing and
explaining their products and services
in terms of conventional banking
equivalents. A Muslim is interested in
buying a house or property. Having
heard of Islamic banking and
increasingly aware of the Islamic
resurgence world-wide, he sincerely
thinks that he will give Islamic banks
a try. This is partly fuelled by arenewed
sense of religiosity and partly by the
misconceived notion that Islamic
"interest free" banking would be
cheaper.
The Islamic bank welcomes him but
when they get down to the nitty gritty
of the mortgage contract, then it
becomes obvious that things are much
more complex and costly. The
mortgage formula of Albaraka Bank
(South Africa) Limited is so complex
that one doubts whether accountants
themselves can become familiar with
it at a stroke.
The real shockcomes when the bottom
line is reached. Very often the Islamic
banker will concede that the mortgage
repayment is equivalent to the
conventional base rate plus a certain
percentage, which is always two or
three percentage points above the
conventional interestrale for mortgage
bond etc. As such it is not surprising
that potential Muslim clients of Islamic
banks walk out in disgust.
September 1994 NEW HORIZON
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Essentials of Successful Islamic
Banking
By Husain Lawai

President, Muslim Commercial Banl< Limited of Pakistan

Islamic banking, as some instances in post-communist Russia have shown, can provide business solutions even in
situations where the conventional banking techniques fail to accommodate. The conventional interest-based banking
is mainly a business of financial intermediation between savers and entrepreneurs. It earns its profit by borrowing
at one rate of interest from those who have surplus and lending it a higher rate to those who can use it profitably.

I

requirements for a successful Islamic
banking, such as;
i) Supportive Legal Framework and Swift
Judicial System: An effective legal
framework ensuring speedy justice is
essential for a good society, it is more so for
the success of Islamic banking, because its
invesunent risk is more than that of a
conventional interest-based bank as its
dealings are on profit and loss basis.
ii) Disciplined Entrepreneurship: It would
minimise cases of malfeasance and
mismanagement. Besides, a banker must
extend from being merely a financier to a
role-player in business. Although a
Murahaba transaction in Islamic banking
does provide an opportunity to a banker to
share in business, the Islamic banks
generally limit themselves to being an
inactive partners for their credit risk only.
The real enu-epreneurial role of an Islamic
bank needs, therefore, to be increased.
iii) Conceptual Change from CreditRisk to
Overall Risk Management: While it is
difficult to predict, with any degree of
certainty, the operating results of an
Requisites of Islamic
enterprise and the magnitudes of profit and
loss, all the same, it seems unjust if the party
Bani<ing
Islamic banking, being an integral part of providing the capital is guaranteed a fixed
an Islamic economic system, can be and predetermined rate of return, and the
practised more effectively in an other party undertaking the enterprise is
environment which conforms with the tenets made to bear the uncertainty alone. Under
of Islam. Thus there are some essential the circumstances, an Islamic banker has

slamic Banking, on the contrary, is
sharing the fruits of economic
activity generated through
intermediation of savers and investors.
The reason for elimination of interest in
banking u-ansactions is its prohibition in
Islam. The injunctions against interest,
synonymous to riba, are explicit and the
word, under various connotations of
prohibition, appears several times in the
Holy Quran. It extends to financing for
trade and indusUy involved in prohibited
goods and services.
Islamic banking is emerging in an era when
the world is settling down to a free market
economy and when phenomenal changes
are taking place in the global economy. A
free-market economy envisages three
essential features - free U'ade, open capital
market and minimum governmental
intervention. The vagaries of protectionism
and regionalism are transforming the
economy to free trade and globalism. The
changes could provide ample scope for the
Islamic banking to grow and work in
competitive environment.
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not only to focus on credit risk but also to
view all the business risks of the enterprises
in which he has invested the bank-i-s money.
iv) Strong Ethical Values: The Islamic
economic system offers a balance between
the two extremes of public or social and
privateor individual ownership of property.
The success of Islamic banking in a society
is related to the extent of acceptability of
the doctrine of trusteeship and
transformation of the self-interested and
profit-oriented behaviour of people into an
altruistic and value-oriented behaviour.
v) Supreme Sharia Council: The function
of Sharia Council in maintaining Islamic
banking activities in a country within the
orbit of Islamic injunctions is dependent
on its legal status and the extent of
implementation of its opinion.
The opinions of Sharia Councils of different
counuies may not necessarily be uniform.
There is, therefore, a need for a Supreme
Sharia Council representing Muslim
community all over the world to decide
about various issues confronted by Islamic
banks. A beginning has been made in this
direction by establishing the Council of the
Islamic Fiqh Academy at Jeddah, Saudi
Arabia under the auspices of the
Organisation of Islamic Conference (OIC)
. But, its role has to be augmented.
vi) Uniform Accounting Standards: There
is need for harmonisation of financial

FEATURE

reporting of Islamic banks in respect,
particularly, of the following;
a) The significant accounting policies on
which the statements are based should be
fully and clearly declared,
b) The methods of translating foreign
currency transactions should be
appropriately disclosed,
c) Appropriate and sufficient disclosures
regarding the quality of banks+ assets is of
much concern to the depositors,
d) Additional disclosure of the nature of
the financial contingencies and
commiunents (Non Funded Liabilities) of
the banks in their financial statements.
vii) Committed Management: If the
management of a bank is determined to
step into the business of Islamic banking, it
can easily evolve a strategy for the same,
formulate a plan for a specific time-frame
and implement it accordingly.
viii) Progressive and Modem Outlook: In
order to ensue successful management in
Islamic banks, there is need to apply all the
available modern tools of managing
corporatebusiness, including management
of human assets, offices, information
resources, marketing etc.
ix) Body to Evaluate Islamic Financial
Institutions: In order to ensure quality and
standard in management of Islamic
financial institutions and to build
confidence of the general public in Islamic
banking, there is need to establish some
professional body responsible to define
professional standards and ethicsandother
aspects of Islamic financial institutions. It
may also certify the level of financial health
of such institutions.
Risk Management
The risk profile of an Islamic bank is
higherthana conventional interest-based
bank. The most common ares of its business
risk include:
i) Credil/InvesUnent Risk: It includes the
risks ofbad debts, non-recovery of a desired
rale of return, fluctuation in the market

price of investments, lower or nil dividend
rate etc. As most of the invesunents of an
Islamic bank are on profit and loss basis, its
rissssk of variation of rate of ultimate return
to the bank on its invesunents is more and it
has, therefore, to follow a more
sophisticated, effective and rigorous policy
of its credit management.
ii) Liquidity Risk: The more the assets of
a bank are in Uiquid form, the lesser is the
risk of its technical insolvency, but equally
less is the profitability of the bank. The
banks need to pursue a policy depending of
structured liquidity management related to
their invesunent policies and one golden
principle would be to match the maturities
of deposits with the maturities of
investments. The principle of -(-financing
short term assets with short term liabilities-H
should continue to be applied.
iii) Exchange Risk: The Islamic banks, in
their usual course of business, should not
havepositionsinanycurrency as speculation
is not permitted in any manner. However, in
cases of profitable invesunentopportunities
in mismatched currencies, the managements
of Islamic banks should adopt adequate
measures to protect the inherent risk in such
transactions.
iv) Risk of Changes in Government
Policies: Islamic banks are more prone to
the risk of changes in governmentfiscaland
monetary poUcies as they participate in the
profit and loss of the business enterprises
than the conventional banks. Conventional
banks are secured to get back their principal
along with interest whereas Islamic banks
have to participate in the actual results of
their business. Before making any
investments. Islamic banks have to make
provisions for any unforeseen changes in
the fiscal and monetary policies of the
counuy.
Product Development and
Implementation

The role of an Islamic bank is to mobilise
savings on a large scale, pooling money
from savers with different sums to invest,
for different periods at different risk levels

through its various products conforming to
Sharia. Some of the Islamic banking
products whose conformity with Islamic
Sharia has been established are;
i) Generation of Deposit on Profits and
Loss Sharing: Conceptually, all deposits
generated on profit and loss sharing basis
should be invested in non-interest based
instruments while income earned therefrom
should be shared between the bank and its
PLS depositors. Therefore, there should be
a system adopted by an Islamic bank to
ensure that firstly, the interest-based income
should be segregated from non-interest
based income, if any and, secondly, the
basis of sharing of profits between the
bank and itsdepositors of various categories
should be predetermined.
While different modules can be developed
for disuibution of profits, most of them are
based on (a) calculation of average noninterest based earning assets and average
remunerablePLS liabilities., G)) calculation
of averageamountof shareholders-)- equity
of the bank, (c) calculation of disU-ibutable
non-interest based income, (d) decision
about the basis of disuibution of noninterest based income between the gross
amount of PLS liabilities (calculated at (a)
and shareholder-Hs equity (calculated at(b),
and (e) on application of weightages on the
basis of varying maturities of deposits and
calculation of rates of profits and percent
per annum.
ii) Modaraba: Amodaraba has been defined
as a business in which a person participates
with his money and another with his efforts
or skill or both his efforts and money. Their
proportionate share in profit is determined
by mutual agreement but the loss, if any, is
borne only by the owner of the capital.
Modaraba has proved as the best available
source both for generation of deposits
and/or invesunent of bank-i-s funds.
iii) Participation Term Certificates: A
participation term certificate (PTC) is a
method whereby funds can be generated
for a specified period on profit and loss
sharing basis. An Islamic bank, subject to
September 1994 NEW HORIZON
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the relevant laws in a country, may issue
Registered or Bearer PTCs of a fixed
denomination for a fixed period on the
basis of payment of a share of the bank+s
profits to the PTC holders. A provisional
rate of profit may be applied subject to a
final adjustment at the time of declaration
of annual profits by the bank.
iv) Unit Trusts: Unlike Modaraba
Certificates or Mutual Fund Certificates,
which cannot be repurchased by the
company issuing these certificates, the
Unit Trust Certificates can be sold and
repurchased by the company issuing them.
The Unit Trust method can be used by
Islamic banks both for generation of
deposits and investment of their funds.
v) Modes of Financing: The modes of
financing are permissible under Islamic
banking, are (a) loans on a service charge,
which is the percentage of annual
adminisu^tive expenditure to the average
annual assets of the bank, (b) loans without
aservice charge (Qarz-e-Hasna) i.e., some
portion of an Islamic bank+s funds can be
used for realising such social
responsibilities as making interest-free
loans to deserving persons for education
and/or medical treaunent or other noble
objective, (c) Bai-e-Muwajjal or Morahaba
i.e. for purchase of goods by b,'uiks and
their sale to clients at mark up in price on
deferred payment basis, (d) leasing and
hire-purchase (Ijara) which is a contact
allowing use of land, building, equipment
or other fixed assets for a specified period
in exchange for payment in form rent and
is broadly classified as Finance Lease and
Operating Lease, (e) Musharika, which is
an arrangement of partnership between
the bank and its client under which bank
pro vides capitalfinanceas per terms agreed,
with profitand loss shared in agreed ratios,
and (0 rent sharing.
Out of the modes of financing, the Islamic
banks generally prefer Murahaba at (c) for
its simplicity and similarity with lending
under conventional interest-based banking.
6
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However, Islamic banks should have an
in-built mechanism to review the Islamic
viability of various otherexisting banking
products as additional modes of financing.
While designing Islamic banking
products, due care should be taken that
they have (a) properly structured
instruments, (b) detailed documentation,
(c) well defined operative system and (d)
Sharia approved accounting/audit
standards.
There is also need for further research and
development of new Islamic banking
products especially in the area of interbank dealings and financing of
infrastructure projects with longgestation
periods. The Muslim Commercial Bank
(MCB) of Pakistan has recently decided
to introduce two new products, namely
MuswamaFacility and Lease-cum Equity
Financing.
The Musawama Facility (MF) is being
used by the MCB for financing purchase
and sale of cotton. Under the Musawama
agreement, the customer requests the bank
from to time, to purchase a specified
quality and quantity of cotton from the
market. The cotton remains in the
possession of the bank and the customer
purchases the same Irom the bank at a
notional price (NP). The NP is adjustable
with the purchase price at the expiry of
the MF. The period of U^saction is 180
days or the ending of the cotton season
i.e. 31 August, whichever is earlier. The
purchase price is the average market price
for raw cotton of specific grade as notified
by the Karachi Cotton Association. As
security for the due and prompt
performance of all the obligations, the
customer furnishes collateral/securities as
agreed with the bank.
The Lease-cum-Equity Financing (LEF)
has been evolved by the MCB in order to
finance big industrial projects taking
longer period for completion and
ultimate commercial production. The
client is given an option to convert the

amount of lease into equity shares in the
name oooof the bank. The bank can thus earn
lease rentals during the construction period
and start sharing in the profit or loss of the
enterprise as soon as the lease amount is
converted into equity. The MCB has used
LEF in financing a large power project in
Pakistan.
Difficulties and Impediments
for Islamic Banking

Although Islamic banking has been accepted
as an alternate, independent system of banking
free from riba, yet it is still passing through a
hostof difficulties andimpediments, namely:
i) Financiial irauds in the guise of Islamic
banking. During the last two decades, there
havebeencasesoffmancial frauds perpeu^ted
on the small savers under the guise of
lucrative and regular financial profits using
the name of Islamic techniques of financing.
In Pakistan 70 and in Egypt 50 financial
companies claiming Islamic business
misappropriated public money and fled.
ii) Doubts about instruments used in Islamic
banking. Certain insmiments usedby Islamic
banks are still under critic ism of some Islamic
jurists. Doubts have been particularly raised
regarding sale and purchase of currencies
and Murahaba and financial lease. The
Federal Sharia Court of Pakistan has given a
judgment that the current form of mark up
financing in the shape of Murahaba is not in
accordance with the Islamic injunctions, iii)
Inadequate economic, financial and legal
infrastructure. In most countries where
Islamic banking has emerged, common areas
of concern are known to exist, namely that
their economic policies are lop-sideed and
regulatory policy volatile and without a
uniform regulatory framework, fiscal and
financial disciplines are lacking, and that
their legal frameworks and taxation sunctures
are generally ineffective and not conducive
to Islamic banking.
Conclusion

I would like to sffess that there is need for a
permanent forum for cooperation and
dissemination of Islamic bankingknowledge
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in the world. I also think that institutions
like the Islamic Development Bank could
beof assistance to Islamicbanking. Islamic
bankers, however, should focus attention
on two major areas, first, on the need to
inu-oduce Islamic banking as a separate
stream of knowledge, and secondly, on
developing a mechanism whereby the
surplus funds from Muslim countries could
be moved to deficit Muslim counties
through channels of Islamic banks. I would
suggest that the subject of Islamic banking
should form part of university curriculum
of Muslim countties, and that greater
cooperation and integration among Islamic
banks should be increased to a point where
the possibility of optimal utilisation of
Islamic funds could be ensured.

FIRST BATCH OF SCHOLARS
COMPLETES IIBI'S DIPLOMA COURSE
The Institute of Islamic Banking and Insurance (IIBI) has announced the
names of the first batch of scholars who have successfully completed its
Diploma Course.
They are Dr. Eric Hirsch, Bayerische Veriensbank AG; Dr. Jan Campbell,
adviser to the Prime Minister of the Government of Kyrghyzstan and Mr.
Javied Akhtar, United Bank Limited (Pakistan).
Over one hundred and fifty scholars from aU over the world have enrolled
on the course. The course is conducted on the Distance Learning system.
Most of the scholars studying the course are Seniorbankers and economists.
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New York, N.Y. 10021 - (212)772-5083

The Islamic Times is accepting submissions for its upcoming
issue. Articles should be typewritten or submitted on 3.5"
IBM/Macintosh diskettes with one printed copy.
The Islamic Times is published by the Muslim Students
Association, of Hunter College (C.U.N.Y.).
Please send all submissions to:
The Islamic Times
c/o Muslim Students Association
Hunter college (C.U.N.Y.)
695 Park Avenue
Room 121 Hunter North
New York City, N.Y. 10021

8

September 1994 NEW

HORIZON

FEATURE

Towards Islamic Banking:
The Malaysian Experience - III
Last Month Rustam Idris, Adviser at Bank Negara Malaysia described the Bank's move towards an Islamic
interbank market and how it would function. In this final part, Idris analyses the effect Islamic banking has had
on Malaysia's Muslims, and points to new Islamic financial institutions emerging on the border of the banking
system.

A

number of related developments within and outside the
banking system taking place at
present should contribute to the early
emergence of a viable and vibrant Islamic
banking system in Malaysia. More and
more Malaysian Muslims now want all
aspects of their lives to be on the basis of
Islamic values and systems, including the
Muamalah aspects of everyday life. They
no longer view Islam as a set of personal
values and organized rituals. The
Government's declared policy of instilling
Islamic values among the population has
undoubtedly been very successful.
A number of Islamic institutions are
blossoming on the fringes of the banking
system. The Pilgrims and Management
Fund Board, which has been in existence
since the 1960s, is now a large conglomerate
with total resources amounting to RM2
billion. An Islamic insurance company,
Syarikat Takaful Malaysia Berhad was set
up under a separate Act, namely the Takaful
Act in 1985 as the first Islamic insurance
company in Malaysia. The success of the
Islamic insurance company has spur the
interest of the insurance market, and now
another Islamic insurance company, known
as MNI-Takaful, has been set up to cater
for the increasing demand by the Muslims.
Bank Rakyat, the largest cooperative bank
in Malaysia, has started offering Islamic
financial products, including a network of
Islamic pawn-broking services (Ar-Rahn)
throughout the country. The bank is
expected to be a full-fledged Islamic
cooperative bank in two years time. Two

Islamic unit trusts, namely the Ittikal Fund
and the Amanah B AKTI Fund are operating.
An Islamic securities house, known as
BIMB Securities began operations in June
1994.
The National Mortgage Corporation
(known as Cagamas) has successfully
securitised the Islamic housing debts of
Bank Islam Malaysia under the concept of
Bai' Al-Dayn and Al-Mudharabah. The
purchase of the Islamic housing debts is
based on the basis of Bai' Al-Dayn (debtUBding), while the bonds are issued on the
basis of Al-Mudharabah (profit-sharing),
whereby the bondholders and Cagamas
would share the profits based on a specific
profit sharingratio.The profits are generated
from the operations of the Cagamas in
purchasing the Islamic housing debts and
the reinvesunent of reflow funds.
The two Islamic principles (Bai' Al-Dayn
and Al-Mudharabah) were combined with
the conventional concept of pass-through
used in conventional mortgage bonds to
create the Islamic mortgage bond. The
Rating Agency of Malaysia (RAM) has
given a AAA rating for the Bon Mudharabah
Bonds, which signifies the attractiveness
of the product. The scheme would enable
financial institutions, which offer Islamic
house financing facility, to obtain a
continuous refinancing facility from
Cagamas so that they would be able to
provide house financing to a large group of
people. The existence of the refinancing
facility would also enable the financial
institutions to grant Islamic house financing
facility at reasonable rates.

Among die conventional banks, a core of
dedicated and motivated Muslim officers
are emerging who are well versed in Islamic
economics and finance and who are ready
to embark on the next phase of Islamic
banking in Malaysia. The Islamic bank
and the IFBS banks have recently formed
an association known as the Association
of Islamic Banking Institutions of Malaysia
(AIBIM) to serve as an official forum
representing Islamic banking issues and
agendas.
Malaysia's approach to the implementation
of Islamic banking is to have a clear set of
achievable objectives and to work towards
the objectives on many fronts but on a
step-by-step basis, so as to avoid costly
mistakes or the need to back-track. With
the inu-oduction of the Islamic interbank
money market on January 3,1994, all the
three vital ingredients that are required for
a comprehensive, vigorous and vibrant
Islamic banking system are in place to
enable the Islamic banking system in
Malaysia to take off on a path of sustained
growtli. In a speech delivered recently, the
Governor of the Central Bank made a
statement in which he visualised his vision
in the implementation of Islamic banking
in Malaysia. He said:"I have a dream... that I will be able to see
in my life time, a fully-fledged Islamic
financial system in Malaysia, functioning
side-by-side with the conventional
system.... perhaps Malaysia will be the
fu-st country to have a dual system of
banking and finance, one conventional
and the other Islamic, both equally
sophisticated and modem".
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Successful Strategies Derived From
Islamic Principles - II
In the last of the two-part series, David Cowan, speaking at the 3rd International Financial Services Convention for
the Middle East, discusses the services and facilities Islamic banks should offer, combining Islamic principles with
modern commercialism.

Islamic bank must be able to compete
successfully alongside conventional banks
by offering a full range of products and
services to fit the requirements of most
retail customers, namely, cheques, charge
cards, current accounts, bill paying/zakat
payments, investment funds, and loans &
mortgages.
More attention is required on the need for
Islamically based retail investment
products, since much of the financial
engineering which Islamic banks can do
lies in the area ofoffering retail invesunents,
making use of invesunent trusts, unit trusts
and mutual funds. Many Islamically
accepted funds have been created, and they
are successful in offering capital
appreciation for customers, often
outperforming conventional funds. More
work needs to be done in defining how far
banks can go in engineering such products,
especially in the area of international funds.
In the modem world credit cards are
essential for people travelling abroad, and
useful at home in reducing manual work
and paper. A structure that strikes as being
most beneficial is a charge card tied to an
invesunent fund, whereby the customer
placesXamountoffunds into an investment
which is held as security for the card, and
then uses the card to leverage off those
funds.
The benefit of such a card is that the bank
has guaranteed repayment, the customer is
10 September 1994 A/EIV H 0 / ? / 2 0 W

able to have liquid funds while accming
value on the initial deposit which is being
put to work. The money is thus productively
used in two ways, as a means to invest and
in consumer spending. For mostcustomers
this could become the norm for an Islamic
credit card and current account, since
cheques and bill payments can be
conducted in much the same way.
Attempts are being made across this region
to generate liquidity in the local stock
markets, and since it is easier to find
Islamically acceptable equities in these
markets than abroad, this may be a good
place to start. The current problem for the
stock market lies in atuacting invesunent,
a circular situation arises where liquidity
is required to attract investors, but without
investors there is no liquidity. Funds
atu^cted by deposit-backed charge cards
could be directed into local markets and
benefit the local region greatly, taking
another small step towards success in the
stockmarkets of the region.
In the area of consumer loans, there are
two broad groups of people who ask for
bank loans. Firstly those who require
financial assistance because they want
something they cannot afford out of their
own resources, or have need of something
they can' t pay for. The problem in the first
instance is that banks can only advance
loans to consumers from whom repayment
may be guaranteed in some way, and such
loans should be provided for under some

form of state support or subsidy.
The second group are those who have assets
and a source of income to secure or guarantee
repayment of the loan, and require a loan to
meeta temporary need from promised future
income. In this case, overdraft limits may be
agreed or certificates of sale, which act like
a commercial bill of exchange, may be used
as security to a sale. In addition, loans may
be raised on a similar basis to the charge card
scheme as outlined earlier.
Mortgages too have to be taken into account
as in western economies, many consumers
were crippled by fluctuating interest rates on
their mortgages, struggled to repay the
interest due on the loan, leaving the banks
with problematic mortgage portfolios. Great
many people hadtoleavetheirhomes,which
were left vacant and unpaid for. This has a
knock-on effect in the economy which begs
the question as to whether interest and credit
creation are desirable economic goals, or
effective means of financial measurement
Thisparticularquestioncannotbe addressed
here, suffice to say many banks had their
fingers burnt in the process.
The underlying point is that Islamic banks
should not encourage the creation of credit
beyond the needs of their customers, nor in
a way that threatens conformity with the
Basle Concordant. On this last point, there is
some concern that certain Islamic banks do
not meet the provisions required by the Bank
for International Settlement (BIS). If Islamic
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banks are to be accepted as part of the
normal fabric of financial hfe, and in
international markets where there is a
large potential Muslim market, then falling
in line with the BIS is a necessary prerequisite.
Banking success hes in three elements.
Firstly by safeguarding depositor's
money, not protected by a guarantee fund
or financial insurer, but by bankers. Such
safety will ensure the trust of one
generation and gain the habit of the next.
Second, funds and deposits are invested
safely with good returns, and make enough
money to pass onto the customer whilst
retaining a profit for the bank. Finally, by
keeping expenses low, invesung in
technology, good adminisU-ation and
delivery of services and products.
In the last twenty years Islamic banking
has made a significant impact, and that it
does have a unique conuibution to make
to the economic debate not just in the
Muslim world, but to all nations. The
marriage of Islamic principles with
modern commercial experience will
ensure success for the next twenty years
and beyond.
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Islamic Banking

Seminars on Islamic Banking Become a
Regular Feature

S

eminars on Islamic banking
have now become a regular
feature, which is a welcome
development. These seminars not
only provide opportunities for
expert thinking on the problems
faced by this new entrant to the
world of banking, but also help in
consolidating the experience already
gained.
The seminars and conferences on Islamic
banking are not only frequent, but also
take place world-wide.
Bahrain Conference on Investment
Opportunities and the Challenges of
Derivatives in the Middle East - 25 and
26 October, 1994.
The Bahrain conference is beingorganised
in conjunction with Reuters Corporation
and the International Association of
Islamic B anks under the joint sponsorship
of Bahrain Monetary Agency and the
Bahrain Minisuy of Information. It is
being supported by a group of select
financial institutions whose chairman and
chief executives will be making
presentations.
The conference will have two sessions.
The first will consider issues relating to
recent developments in Islamic banking
and finance and the ways of increasing
the integration and cooperation between
the Islamic financial institutions and their
conventional counterparts. The second
session will examine more general
invesunent opportunities in the Middle
East.
About350 senior executives are expected
to attend the conference which is targeted
at the Islamic as well as non-Islamic
bankers and corporate financial
organisations from the Muslim and nonMuslim world.

Dubai Conference on Islamic Banking
and Finance - 6 and 7 November, 1994.
Organised by Infocenter Conference
Management Intemational, the Dubai
conference will have a busy schedule,
with important personalities in Islamic
and conventional banking taking part in
the discussions. The keynote address on
'the latest Islamic smicturing techniques'
will be delivered by Adnan Al Bahar,
Chairman and Managing Director,
Intemational Investor (Kuwait).
The presentations on key aspects of Islamic
banking and finance and panel discussions
will be the conference feature. The
Conference will be opened by Mr
Muazzam Ali, Chairman, Institute of
Islamic Banking and Insurance (UK) and
Vice-Chairman, Dar Al Maal Al Islami
(Switzerland). Senior management of
Islamic and conventional banking will be
presenting their papers on various aspects
of Islamic banking and finance.
Among those presenting papers will be
Iqbal Ahmad Khan, General Manager,
Islamic Invesunent Company of the Gulf
(Bahrain); Duncan Smith, Head, Islamic
Invesunent Banking Unit, United Bank of
Kuwait (UK); Adil Ahmed, Director,
Islamic Finance. ANZ Banking Group
(London); Dr Ahmed Ali Abdulla,
Secretary General, Higher Sharia
Supervisory Board, Cenu-al Bank of
Sudan; Peter C. Taylor, Parmer, Banking
Pracuces, Clifford Chance (UK).
London Conference on Islamic
Banking, A Global Phenomenon -10
November, 1994.
Organised by Lafferty Conferences Group,
the two-session conference will hear
Muazzam Ali, Vice-Chairman, Dar Al
Maal Islami (Switzerland) on'marketing

suategies for Islamic banks', while Maman
Natapermadi, Director, Bank Muamalat,
Jakarta will be speaking on 'Islamising a
conventional bank'. The morning session
will also include Mahmoud Abdel Aziz,
Chairman, National Bank of Egypt (Cairo)
who will be speaking on 'Islamic banking in
North Africa'.
The afternoon session speakers will
include David Cowan, banking consultant
(London) whose paper will be on 'Islamic
Banking and the capita 1 markets'; Adnan
Al Bahar, Chairman, Intemational Investor
(Kuwait) will present a 'case study of an
Intemational Investor'; and Ahmad Tajudin
Abdul Rahman, Managing Director, Bank
Islam Malaysia Berhad (Kuala Lumpur) will
be speaking on 'Islamic banking in
Malaysia'.

Pakistan

Positive Outlook For Trust
Modaraba

rr\e Chairman of Trust
-I- Securities and Brokerage
Limited, Mr Tajammul Hussain
addressing a press conference in
Karachi after a meeting of the board of
directors of Trust Securities and
Brokerage, the parent company of
Trust Modaraba, which closed its half
year accounts on June 30th, 1994
remarked that Modaraba companies in
Pakistan will only succeed if they have
as their basis a sound professional
management structure and competent
personnel.
"Modaraba is a positive mode of
financing, which must be encouraged, but
its progress and development depends on
its personnel", he added. "People must
have confidence in such institutions which
must be managed by competent and honest
people, if they are to have a bright future."
Tmst Modaraba commenced operations in
November 1991, with paid up capital of
Rs. 150 m. Annual payouts for years 1992
and 1993 were announced in the shape of
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bonus shares at the rate of thirty and
forty percent respectively, which raised
the Modaraba funds to Rs. 273m at the
end of December 1993. Mr Hussain
added further that the unaudited half
year accounts ending June 30,1994
showed a net profit of Rs. 55m and that
this figure did not include the
unrealized capital gain of over Rs. 20m
on stock market invesunents.
Working capital financing of Modaraba
showed an increase of thirty six percent
over the six month period earlier, while
total assets of the company increased by
Rs. 175m over the same period. The
Management of the Company is now
diverting its attention from working
capital finance to lease financing which
will help it to maintain its profits in the
years to come.

U.K.

United Bank of Kuwait
Appoints Asset Managers For
Islamic Investment Unit

T

he specialist Islamic
Investment Banking Unit
aiBU) of the United Bank of Kuwait
has recruited two Asset Managers,
increasing the four man team to six.
IIBU which specialises in providing
investment and other financial
services to Islamic banks, institutions
and private clients has appointed
Derek Weist, ex-Ernst & Young and
Robbie Morrison, ex-British &
Commonwealth Merchant Bank to
newly created posts as 'HBU Asset
Managers" to service client needs in
leasing, property, trading and
currency investments.
IIBU has recently launched an interest
free housing programme in UK in
conjunction with Kuwait Finance
House. The Dublin based IIBU Mutual
Funds established earlier this year
which are invested in leased equipment
and merchandise and currency fading
continue to perform better than
originally projected.
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Banking and Trade
in the Muslim World
Bahrain

• Bahrain To Host ArabBuild 94.
International building product
manufacturers from the world's leading
building technology export nations
including Ausuia, Britain, Germany, Italy
and Spain are now lining up alongside
Middle East producers and suppliers to
demonstrate their expertise to the Gulfs
building and consmiction industry. They
will be taking part in the region's premier
building and construction exhibition,
ArabBuild 94, set to take place from 3/6

November at the Bahrain International
Exhibition Centre.
Exhibitors will be showing products
reflecting the maturity of the market which
had developed away from basic construction
towards stylish building design, maintenance
and refurbishment. A feature of the exhibition
will be Interiors Arabia, a large interiors
section where buyers will see wide ranges of
decorative finishes.
Malaysia

• Malaysia's Insurance Industry
Unsatisfactory. The Malaysian insurance
industry must undergo suiictural changes to
improve its current situation especially
regarding cost management. Prime Minister
Datuk Seri Dr Mahathir Mohamed said.
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He also stressed the need for all parties in
the industry, insurance companies,
associations and their agencies to work
together and put aside self interests in
making the industry a major financial
component of the counuy' s economy. Dr
Mahathk described the current situation
of the industry as "generally
unsatisfactory" compared to their
counterparts overseas.
In the process of resolving all its smictural
problems, every party involved must be
prepared to work for the good of the
nation, he said. "Steps currendy taken by
the Government towards reducing the
insurance industry's operational costs
should be seen in thecorrectperspeclive",
the Prime Minister said when launching
the Malay Insurance Agents Association
of Malaysia (Jamin) in Kuala L'.;mpur.
• Johannesburg To Serve As Centre
for Malaysian Trade. Johannesburg
will serve as the regional centre for
Malaysia in its drive to expand trade with
South Africa and its neighbours in
Southern Africa, said International Trade
and IndusUy Minister Datuk Seri Rafidah
Aziz.
Rafidah said that under the suategy, South
Africa and "staging points" in the Southern
African Region would provide
warehousing and logical support for
Malaysian efforts in peneu-ating the new
markets.
Malaysians and South African
enu-epreneurs can participate in these
activities by co-ordinating their efforts
with the Malaysian Trade Commission in
Johannesburg, she said when opening the
Trade Commission in Johannesburg.
• Automobile Industry Picking Up
Fast. The Malaysian Prime Minister
Datuk Seri Dr Mahathir Mohamed has
expressed confidence that a full-fledged
Malaysian car will become a reality in ten
to fifteen years in the view of rapid progress

MONITOR

made in thecountry's automobile industry.
He said most companies took fifty to sixty
years to produce their own cars. Malaysia
had progressed a slightly faster than most
counuies, he said, adding that maybe in the
next ten to fifteen years, the country would
have picked up enough technology on the
engine and ttansmission to produce a fullfledged Malaysian car.
Dr Mahathir was speaking at a Press
Conference after opening Perodua'a
manufacturing plantatSerendah. The plant
covering 64,000 Sq. metres is owned and
operated by Perusahaan Otomobil Kedua
Sdn Bhd. It marks another milestone in the
counuy's automobile indusuy as it will
produce the Perodua Kancil, the second
national car after the Proton make.
The Proton, which started production nine
years ago, and the Perodua, which will
soon hit the roads are both produced with
the aid of Japanese technology and design
expertise, with the use of some exported
expertise.
• Malaysia's Third Car Project.
Malaysia will launch its third car project in
July next year ifplans now being put together
do not encounter any major problem.
The project will beajoint venture between
anewly-incorporated Malaysian company,
USPD Sdn Bhd and the Ciu-oen Automobile
Indusuy of France. USPD Sdn is a joint
venture between Perusahaan Otomobil
Nasional and the Diversified Resources
Bhd. The car will be a 1,100 c.c model,
followed by a second model of 1,400 c.c
series.
• Checking Credibility of Firms.
Malaysian embassies and high
commissions, in their efforts to assist
Malaysian companies doing business
overseas, must be careful regarding the
credibility and track record of these
companies.
Chief Secretary to the Government, Tan Sri
Ahmad Sarji Abdul Hamid said while

missions provided assistance to Malaysian
businessmen, they must also ensure that
such business ventures really get of the
ground for the benefit of both parties.
Missions wishing to check the credibility of
Malaysian companies should contact the
relevant authorities in Malaysia, he said.
Offers for Bank Bumiputra. Several
Companies have submitted proposals to
take over Bank BumipuU'aMalaysiaBerhad
which is now fully owned by the federal
government.
Finance Minister Datuk Seri Anwar Ibrahim
who recently disclosed this in the Dewan
Rakyat said the proposals were being studied
by the Economic Planning Unit in the Prime
Minister' s Department. He did not name the
companies concerned, but added that the
government would ensure it did not lose out
in any sale of the bank's equity.
Saudi Arabia

• SABIC Reports 57% Jump in Net
Profit. Saudi Basic Indusmes Corporation
(SABIC) has reported net profits for the
first six months of the year up by 57% to SR
1.35 billion (S360 million) from SR 859.9
million ($229 million) for the same period
last year.
Vice Chairman and Managing Dkector,
Ibrahim Ibn Salamah attributed the sharp
increase in profit to a combination of factors
including rise in production, marketing and
the gradual recovery of the global market
for SABIC's products. Ibn Salamah said
SABIC's total revenues for the second
quarter was SR 6.28 billion ($ 1.68 billion),
up from SR 4.88 billion ($1.3 billion) for the
same period of 1993.
SABIC was established by royal decree in
1976 as a key to national development. The
vision was to expand the industrial base of
Saudi Arabia beyond oil and kick-start
downstream industry. Its basic raw
feedstocks are the natural gases associated
with the production of oil, ethane and
methane, which were previously flamed
September 1994 NEW HORIZON

15

American Journal of
Islamic Social Sciences
A Muslim American Intellectual Forum

The American Journal of Islamic Social Sciences
(AJISS), now in its ninth year of publication, has
developed into a source of intellectual activity
concerning Islam and Muslims. A joint project of the
Association
of Muslim Social Scientists
(AMSS) and
the International Institute of Islamic Thought (HIT),
AJISS provides a forum for both Muslim and nonMuslim researchers and scholars.
A|ISS is gaining respect among international
academic circles as a serious journal of Islamic thought
and learning.
AJISS deserves the patronage of Muslims. The
support of A)ISS is yet another form of da'wah, an
outreach among the academic community. Please
contribute to the growth of this prestigious
publication by:
•
•
•
•

subscribing to it
introducing it to your friends
asking your university and local libraries to subscribe to it
contributing your research papers for publication.

AJISS is published four times a year (Spring, Summer, Fall, Winter) and is available only through
subscription. Special local currency rates are available for overseas countries having foreign
exchange restrictions.
SUBSCRIPTION INFORMATION

Institutions:
Individuals:
Students:
For more information, please write to:

$45.00 per year
$30.00 per year
$25.00 per year

Subscription Division
American Journal of Islamic Social Sciences
P.O. Box 669
Herndon, Virginia 22070
Tel: (703) 471-1133 / Fax: (703) 471-3922
16 Septeniber1994A/£lV HOR/ZOW

N EWS

out.
• SABIC Forms New Marketing
Affiliate in France. Saudi Basic
Industries Corporation announced the
further development of its marketing
capability in Europe with the completion
of the purchase of the majority
shareholding in A.C.P. Amca Chemie et
Plastique, Paris, France. The agreement
came into force on July 1. A.C.P. Amca
Chemie has represented S ABIC' s interests
in France for more than eight years. The
acquisition and the change of the
company's name to SABIC France SA,
continues SABIC's entity in key
European markets. The objective of these
developments is to forge close and direct
hnks with major customers there.
• Forecasts Of Strong Balance of
Payments Despite Weak Oil Price.
Saudi Arabia's balance of payments have
for years shown a healthy merchandise
u^de surplus. Last year the u-ade account
showed a surplus of around $11 billion.
Despite the tougher economic climate
this year and the weak oil price, the
London-based Economist Intelligence
Unit (EIU) still forecasts a su^ong u-ade
account surplus of close to $9 billion for
1994.
Saudi Arabia still runs a deficit on services
and privatettansfers,which put the overall
current account into deficit. However this
shortfall is declining and is forecast to
drop to between $10-14 billion in 1994.
Turkey

• First Meeting Of Private SiJctor of
Islamic Countries. Under the aegis of
the Standing Committee for Economic
and Commercial Co-operation of the
Organisation of the Islamic Conference
(COMCEC), headed by the President of
the Republic of Turkey, the Islamic
Chamber of Commerce and Industry
(ICCI) is organising the fu-st meeting of
the private sector of Islamic counmes
with the Union of Chamberof Commerce,
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Industry, Maritime and Commodity more than fifty Islamic countries will get the
Exchangeof Turkey. The meeting will be opportunity to explore new markets and meet
held in Istanbul, Turkey on the 18th to their counterparts to discuss mutual business
problems and possibilities of trade co19th of October, 1994.
Islamic Chamber sources have informed operation.
New Horizon that the meeting is intended The General Secretariate of the Organisation
to discuss bottle-necks impeding the of the Islamic Conference (OIC) and other
enhancement of trade relations between related Islamic Institutions will front
Islamic countries and to put forward their presentations on issues such as 'prospects for
recommendations.
promotion of frade among Islamic counuies
Representatives of the private sector will and the role of the private sector', position
holdbilateralandmultilateral discussions and prospects of trade within the regional
which will enable them to share their groups of OIC counu-ies and 'the implication
experiences and technical know-how on of theG ATTagreementof the Uruguay round
on the growth of the Islamic countries.
trade related issues.
Businessmen and entrepreneurs from In view of the importance of such an event,
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I have enclosed my check for renewal of
my subscription to Periodica Islamica.
Congratulations on what I find to be an
excellent publication. Indeed, I have
argued with librarians and professionals,
particularly those involved with Islamic/
Middle Eastern affairs, that a publication
such as yours is far superior to data bases,
which I also support and use. Publication
such as Periodica Islamica is far more
comprehensive and current than most data
bases I have had access to...Keep up the
good work.
SANFORD R. SILVERBURG
CATAWBA COLLEGE, SALISBURY
NORTH CAROLINA, USA

P

is an international contents journal. In its quarterly issues it
reproducers tables of contents from a wide variety of serials, periodicals and other
recurring publications worldwide. These primary publications are selected for indexing by
on the basis of their significance for religious, cultural, socioeconomic and
political affairs of the Muslim World.
is the premiere source of reference for all multi-disciplinary discourses on the
world of Islam. Browsing through an issue
is like visiting your library 100
times over. Four times a year, in a highly compact format, it delivers indispensable information on a
broad spectrum of disciplines explicitly or implicitly related to Islamic issues.
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the Islamic Chamber has invited ;ill private
sector companies and institutions from
Pakistan and other Islamic countries. Two
hundred Turkish companies are also
expected to take part in this forum, which
gives an opportunity for their counterparts
in other Islamic countries to tap the Turkish
potential and learn from their expertise
and experience.
U.K.

• CBI - Saudi British Bank Conference.
Sir James Craig, President of the Middle
East Association chaired a CBI - Saudi
British Bank Conference at Centre Point
in London recenUy. The topic under
discussion was "Saudi Arabia: the future
for trade, investment and economic
growth".
The participants concluded that the future
was looking bright in each of these areas
and that although the Kingdom is facing
the challenges of changing economic
circumstances, the pessimism that was
expressed in reports in the New York
Times a year ago and followed up later by
the British Press was unfounded.
The Rt. Hon. Douglas Hogg, Minister of
State at the Foreign Office spoke of die
importance both governments place on
their relationship. He said that there were
very real ties of friendship between Saudi
Arabia and the United Kingdom, who
both shared between them common
political and economic interests. The close
relationship between the two countries
reflected the fact that "the Kingdom of
Saudi Arabia is one of our most important
allies, friends and trading parmers".
Important Regional Exporter
The Saudi Deputy Minister of Industry,
Mubarak Al-Kafrah has reported that there
arecuirenUy some 100 Saudi British jointventures in operation and that great
opportunities have arisen as a result of the
Al-Yammamah Offset Programme.
He said that Saudi Arabia had become an

MONITOR

important regional exporter. The
sophisticated and highly developed
infrasU-ucture ensured lower product
costs while Saudi labour is well qualified
and often less expensive than elsewhere.
"The Kingdom also has the willingness
and ability to deal with new
technologies", he added.
The value of Saudi manufactured
products increased by over 650 per cent
in the eight year period from 1985 and
stood at 817 million pounds in 1993.
Total non-oil production exceeded two
billion pounds last year, showing a thirty
percent increaseover 1992. Saudi Arabia
now exports to 90 counu-ies.
Fiscal Responsibility
The Saudi Arabian government has for
many years maintained development
expenditures despite declining oil
revenues, the Saudi Deputy Finance
Minister Jobarah Al-Sresery has stated.
The non-oil sectors are now expanding
well and the Kingdom's major goal is
diversification, he added. "Saudi fiscal
responsibility is clear given its declared
twenty percent spending reduction for
1994 and its commiunent to a balanced
budget. The private sector grew by 5.1
per cent in 1993 and price stability is
good with inflation running at less than
one per cent.
"Saudi Arabia is one of the most open
economies of the worid. Tariffs are
among the lowest anywhere; diere are no
controls on capital flows; the Riyal has
been fully convertible for 30 years and is
very stable, while there have also been
no currency controls", Al-Sresery
pointed out.
Joint Ventures. The Secretary General
of the Saudi Council of Chamber of
Commerce, Abdallah Dabbagh
Conference explained Saudi Arabia's
preference for joint-venture
arrangements. "We like to see equity

participation and the resulting depUi of
commiunent, but most importandy we look
for technology transfer. We would like to see
more high-tech, capital intensive and export
orientated business partnerships. Areas to
consider are import substitutes, agri-business
and mineral extraction projects.
Saudi Businessman Abdulla Alireza
confirmed that privately held companies were
responding to die needs of die intemadonal
market widi more staff training and better
employment opportunities. He noted Uiat
Saudi business is developing much more
efficient and complex organisations.
Andrew Dixon, Managing Director of the
Saudi-British Bank termed die Saudi Arabian
Monetary Agency (S AMA) as a very highly
regarded and innovative central bank. There
are 12 commercial banks in the Kingdom
wiUi a branch network of 1169 offices and
assets of 60 billion pounds. All these banks
exceed recommended capital adequacy
levels. He suggested that die financial climate
was indeed conducive to capital-hungry
investment.
Christopher Vaughn, Director of Project
Finance at Samule Montagu reported that
"die Kingdom's long-term financial sttength
is in no doubt. Saudi Arabia is a wealthy
country with an outstanding record for
meeting its commitinents
Ambassador Gore-Boodi noted diat Saudi
Arabia had esablished itself as a major target
for UK exporters. He ouUined a high level of
embassy support for UK businessmen :
"There were six trade missions last year and
diere will be a total of seven in 1994. These
missions are highly effective widi a recent
Londongroup obtainingordersworth750,00
pounds.
Faisal Bashir, a former deputy planning
minister, speaking during questiontime,noted
diat die Kingdom had always been prepared
to act decisively in matters of economic
policy.
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DMI Donates $10,000 to
Edhi Foundation

he Geneva-based Dar AlMaal Al-Islami (DMI) has
donated asum of $10,000
to the Edhi International
Foundation in appreciation of its
outstanding humanitarian services
in variotis parts of the world under
the guidance of its founder and
Chairman, Abdul Sattar Edhi.

The donation was formally announced
at a reception hosted in his honour in
London nscently by Takafol (\]K), a
DMI subsidiary. The reception was
chaired by the High Commissioner
for Pakistan. Edhi, a sixty-two year
old Pakistani, is known for his selfless
devotion to his noble mission of
bringing help and succourto the needy.
From a humble start in 1974, the Edhi
Foundation has become the biggest
charity in the East with its headquarters
in Pakistan.
Edhi' s charity now operates more than
500 ambulances, 350 medical
dispensaries, a diabetic centre, a TB.
hospital and a blood bank. There are
twenty hospitals taking care of die
needy. A number of homes look after
the elderly, the inform, 'orphans,
widows and abandoned children.
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Takafol's Mr. M. Aslam (left) Presenting the chque to Mr A Sattar Edhi as
Mrs Shaheda Nafees, Takafol's PR Executive, looks on.

Speaking atthe occasion,Edhi said
that he believed in serving the needs
of humanity at large without
religious, nalionalorsectarianbias.
Takafol's public relations
executive, Mrs Shaheda Nafees
said Abdus Sattar Edhi was a
symbol of hope and security in a
disintegrated and insecure world.

The marketing manager of Takafol,
Mohammed Aslam said that Edhi had
become a legend in his lifetime. 'The
Islamic world needs more people like
him".
Takafol (U.K) has been providing
takafol related services for the last 11
years. Takafol's programme, Aslam
added, is a combination of savings,
halal profits and protection.
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