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COMMENT

Is There A Marketing Strategy?
he successful provision of any product,
whether it be a financial or a retail product,
relies heavily on its promotional strategy. In
the case of Islamic financial products, which are part
of a specific niche market, there is an even greater need
for increased promotion and market segmentation. It
is a market which is still relatively unknown among
Muslims and so there is a great need to educate and
provide sound financial advice about the benefits
relating to such products. According to Dr. Rodney
Wilson of Durham University, "Although most
Muslims are aware of Islamic financing possibilities,
there is a lack of knowledge concerning the terms of
the financial products on offer and how the instruments
actually work. Islamic banks have undertaken relatively
little advertising, and most of what there is consists of
simple press notices".

T

Marketing is, however, an area which has largely
been ignored within the Islamic financial scene despite
the fact that most banks which currently provide
Islamic financial instruments normally place great
emphasis on the marketing and promotional strategy
of their other products. Up until now, banks which
have provided such financial instruments have only
done so with their own convenience in mind, so long
as the instruments were acceptable to Shari'a law.
Many instruments have been developed by banks by
modifying conventional instruments and having them
approved by their Shari ' a advisers. This has not allowed
the banks' clients to express their specific needs and
therefore help banks to enhance their products.
Since the provision of Islamic financial instruments
is still in its nascent stage, it would be an invaluable aid
to the providers of such instruments to ascertain the
specific needs of their clients. It would not only benefit
the clients, but also help the development of such

instruments which are by no means perfect. Banks
may also find it of great benefit to provide personalised
banking services to clients of high net worth.

Information obtained from market research can
substantially aid banks to evolve effective market entry
strategy and also help in building a sound client base.
However, due to the complex nature of its products, the
most important aspect of marketing strategy with regard
to Islamic finance should be informative advertising. This
is necessary because such advertising comprises of a lot
more than just financial reporting or individual banks'
promotions which is widely the case at present.
Since the fundamental aim of succesful marketing

strategy should be to proliferate awareness of the existence
of Islamic banks in the market for banking services,
greater emphasis should be given to the use of selected
forms of media. By pinpointing potential client targets,
the extent of information to be disseminated can be
estimated, and in doing so can help to decide the form of
media it should take. For example, if only the awareness
of a particular product provided by a bank was required,
then television advertisements would suffice in achieving
widespread awareness among the general population.
Using advertisments in financial journals would find a
more selective readership but one which would more
readily comprehend issues of such a nature.
The most effective form of relaying information
about Islamic financial products at the retail level, however,
must be in the form of easily accessible literature which
should outline the services available. For example, the
financing facilities of Mudaraba, Murabaha, Musharaka
and ijara provided by a particular bank should be explained
in a manner which is widely understood and distributed
among its present retail clients.
With an estimated $60 billion market, surely it must
be the right time for; 'the great push' in the promotion of
Islamic banking. In an age where even bread cannot be
sold without advertising, there must be a concerted effort
to utilise the various forms of marketing techniques and
strategies in order to build on the success of the last two
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A Paradox of our Times
Mahmood Faruqui, a former Professor of Law and now a non-executive director on the Boards of
Islamic and conventional Financial Institutions explains the conceptual differences of Islamic economics
to that of the capitalist system and also highlights the operational challenges facing Islamic banking.
slamic banking, as a growing
facet of Islamic economics, is
not a metaphor, it is a reality. It
is a paradox of our time, in the context
of Francis Fukuyama's 'End of History &
The Last Man'. He concluded that the
crumbling of the Berlin Wall and the
disintegration of the Soviet Union was the
inexorable consequence of the dialectical
conflict. The triumph of Western liberal
democracy was not merely inevitable, but
had the finality of the end. The argument
was further advanced by Mr Huntingdon's
article (Foreign Affairs: Summer 1993)
prophesying a clash of Islamic and Western
civilisations, as the next dialectical battle,
not academic debate, but modern warfare,
in which the West's victory would culminate
in the ascent of man to full rationality and
self conscious awareness. The implication
is that Christian values, instead of faith
would become the faith.

I

Criticism of Free Market Capitalism

The post seventies reductionism of
economic liberalism to the beautiful
simplicity of `Market' (as a panacea) in
Reganomics and Thatcherism is now
seriously questioned. The gravamen of the
charge is that it did not grasp the link, indeed
the precondition, between a flourishing
market economy and a cohesive and
harmonious community. The Neo-liberals
are wrong, so the critique continues, in
advancing an individual as an economic
agent, without any understanding of the
institutions, values and ties which bind and
bond individuals in the society. These bonds
are not just good in themselves but are
essential for any free market to thrive. The
values, legal and cultural ethos of a society
is not derived from the economic calculations
of an efficient free market but from
institutions such as family, school, hospitals,
church and community sharing of cultural
events. This is the secret bonding glue which
If the essential elements of Islamic
has been dissolved by the rampage of the
economics, of which Islamic banking is
free market. Raphael Samuel in his 'Theaters
albeit a small and imperfect part, are
of memory' shows with sensitivity the scars
examined not as a 'crusade' but without and destruction of the working class common
theological bias, then the Armageddon clash man cultural values by the powerful
of civilisations appears unnecessary. The capiitalist market. Will Hutton, a governor
opportunity of Islamic banking, at the higher of the LSE, in 'The State We're In',
conceptual level, is to act as a catalyst in eloquently enumerates the marketisation of
inducing a rapprochement between Western every day life situations and intermediate
and Islamic idealogues. Islamic and Western institutions of the society which provide the
bankers interact and do business with one community bonds: Health, Education,
another in the international market place. Housing, Transport. It recalls the refrain of
They have the means and the credibility to Karl Marx that capitalism 'commodities'
act as honest brokers between the two not only transactions but even relationships.
confrontational belligerents.
Margaret Thatcher said 'There is no
such
thing as society. There are individual
To make such a dialogue meaningful, it
men
and
women and there are families'. In
areas
to
delineate
of
common
is neccessary
agreement, by illustrating that the criticism the context of her philosophy, it was fair to
interpret it as a dogma of supremacy of the
by western thinkers, of the modern free
naked self interest over familial ties; soceity
market capitalism, would be equally valid came last, if at all. Samuel Brittan arguing in
from an Islamic perspective. A Fortiori, it is Capitalism with a Human Face (1995
demonstrated, that the axioms of Islamic Edward Elgar) that economics has a moral
governance are not anathema to at least content, takes issue with the patronizing
some western economists. The Islamic way attitude of the Thatcherite free marketeers.
He is not alone. There is further reflective
is elucidated by specifying three rules.

evidence that the unfettered market
philosophy savaged the patterns of life of
the very social groupings which supported
the market. It intensified their sense of
insecurity by engendering idle
consumerism, urban violence, stress
illnesses, denying access to health care
and education, environmental pollution
and declining opportunities. Here again,
the social and ethical criteria of Islamic
economics would join ranks with the
above criticism.
David Selbourne in his recent book
`Principle of Duty', shifts the debate from
`individual rights' to individuals' civic
duties. In contrast to Thatcherites, he
asserts that the society does not owe
individuals any inherent civic rights. He
argues that civic rights are a consequence
of the compliance of duty by the
individuals to the societal norms of family
and community. He formulates the
equation that the extent of welfare and
benefits provided by the society is equal
to the extent of the individuals' compliance
with societal traditions and norms. A
disruption of this equation results in
fragmentation of civic rights and causes
social insecurity and unrest.
John Gray in 'Beyond the New Right',
the undoing of conservatism, reaches the
same conclusion of disenchantment with
free capitalism. The social democracy of
Sweden, so eulogised as a socio-political
model in the seventies, is now derided as
a cold mechanistic view of life. Professor
Sherwin of the University of Chicago
shows the irony of Swedish family
structure by discovering that a large
number of women work in the public
sector, to take care of the children of other
women, who also work in the public
sector, taking care of the parents of the
women who look after their children!
These criticisms, by Brittain, Selbourne,
Hutton, Gray and their supporters, are
equally valid as the following axioms of
Islamic governance will bear out.
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Islamic Axiology of First Principles
The Islamic view of life is holistic: the
principles of sociology, politics, economics
and law are not like a set of gothic columns,
but rather like bricks in a dome; each
discipline interdependently supporting the
other and the whole underpinned by an
organic system of ethics. The essential
constitutional elements of Islamic society
are: Tauheed, Khalifah, and Al-Adal.
References are from the Holy Quran quoting
chapter and verse.
Tau-heed (unique unity) is the first
principle. God is only one (Al-Wahid) but
unique (Al-Ahad), The Creator who created
the universe, of which man is but a part, for
a purpose. Islam is man's commitment
with the Creator to fulfill this purpose. This
has at least four implications:
Firstly, sovreignty resides in God. This,
along with the next concept of Khalifah,
differs from, for example, the British
concept of sovreignty of the king (in
Parliament). The political sovreignty,
sanctifies the commercial sovreignty of the
free market and the theory of absolute
property rights of individuals. This absolute
right is the motive and the sanction for
advancing self interest.
Secondly, it makes him not an alien
individual in isolation, but a harmonious
part of the whole; and, therefore it negates
the motive of self-interest.
Thirdly, the bondage to a merciful and
compassionate God frees him from the
strings of worldly bondage.
Fourthly, because he is a part of the
whole, there is a commitment to his
immediate environment, namely the
society. God has "subjected whatsoever is
in the heavens and whatsoever is in the
earth is to be made use of by you (human
beings); they all are from Him, herein verily
are the portents for those who exercise
imagination and rational analysis." This
meditative imagination and pursuit of
innovation and exploration transforms
men's love of self, to concern for others.
Adam Smith echoes this in his 'Impartial
Spectator' doctrine expounded in The
Theory of Moral Sentiments. He concluded
that although individuals act on self-interest,
an individual should love himself no more
than he loves his neighbour. This is afamiliar
reiteration of Christ's urgings of 'Do unto
others, what you would others do unto
you'. This has obvious policy implications
for state intervention and removal of special
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priveleges to vested interest groups; a
common platform for both Islamic and
modern economists.
Khalifah (vice gerency) is the
empowerment of human beings by God
enabling them to follow His way. God has
made human beings his Khalifah. To the
Creator belongs everything in the Heavens
and in the Earth. Whatever man has,
belongs to God. Man is a trustee, but if the
way of God is followed, the role of trustee
merges with the position of beneficiary.
The principle of trusteeship involves
prudence and honesty in commercial
dealings between men; and fiduciary duties
of neither 'insider' transactions nor
discriminatory practices in relations
between the governors and the governed.
The obligation of the people to follow their
temporal or spiritual leaders is only when
the leader follows the Quran andthe sunnah.
Islam allows, and encourages private
ownership but with the duty to explore and
develop all the resources of the universe
and use them not for self or the few but for
the benefit of the public good. Thus, unlike
social democracy, Islam does not
collectivise income of individuals. For
instance, in Sweden a majority of voters
obtain their income from the state. This
universality of all embodies the principle
of equality and brotherhood. The Holy
Prophet is reported to have said "all human
beings are dependents of God and the most
pious before Him are those who do their
utmost for the benefit of their fellowbeings". By sharing resources with the less
privileged, the powerful Establishment are
not only performing a duty. Therefore, the
act of receiving by the less privileged does
not compromise their freedom to the
powerful givers. The spirit of freedom and
brotherhood has the familiar reiteration in
Rousseau's "liberty, fraternity and
equality", the clarion call of the French
Revolution which heralded the modern
Republican democratic tradition.
Al-Adal (Equity) is not restricted to
the Western jurisprudence doctrine of 'Rule
of Law'. It embodies the concept of
comprehensive justice: social, economic
and legal. The steadfastness to adal means
a positive policy implementation for
elimination of concentration of legislative,
executive, judicial powers and factors of
production. The concentration of power is
inequitable because it creates and
perpetuates inequalities and exploitation.

Islam places equity and justice in
juxtaposition with piety. Chapra, in 'Islam
and the Economic Challenge' quotes Ibne
Taymiyyah that "God upholds the just
state even if it is unbelieving, but does not
uphold the unjust state even if it is believing
.. the world can survive with justice and
unbelief but not with injustice and Islam".
The mandatory obligation to prevent
injustice is apositive duty, and not a passive
restraint to the society. The objectives of
Shariah is to provide for the welfare of the
human beings in the society (Masalahat-al
ibad). According to Imam Ghazali, welfare
equates with safeguarding faith, life,
intellect, wealth and posterity. Ibne-al
Qayyim lays emphasis on justice, mercy,
well being and wisdom as the qualitative
constituents of public good. Whatever
safeguards these serves the public interest.
These declarations find sympathetic
recurrence in modern republican
democratic manifestoes. The difference is
that in an Islamic context, there is certainty
and voluntary compliance. This means
more efficient and less expensive regulatory
and policing system for the society. In an
ethically neutral system, it will work, but
the society will have to observe it so long
as it believes it to be in its own interest.
Once the tidal wave of freedom and choice
disrupts this, the delicate balance between
various community institutions is not easily
regained without an ethical catharsis of the
society. As Wittgenstein said 'trying to
repair a broken tradition is like a man
trying to mend a broken spider's web with
his bare hands'.
The above axioms, may be elucidated
by referring to three rules to illustrate the
framework for socio-economic
organisation of the society.
The prohibition of Riba (Interest) in
Islam is consistent with the prohibition in
the old and new testament . Thomas
Aquinas also opposed interest: ' ...money
was invented for exchange (it is unlawful)
to make payment for the use of money
lent'. Interest may be defined as the
additional money paid by the debtor to the
creditor, related to the time period,
irrespective of the result (profit or loss) of
the adventure to which the lent money was
put; and capable of recovery according to
the laws of the land.
The rationale for the banning of interest
in Islam is that it breaches the axiom of

Adal. In Islam, savings can be only for
investment, as saving per se would violate
the injunction against hoarding: it is
specifically prohibited to "bury gold and
silver" and specific injunction to invest in
the way of God (social well being). Thus,
there is no reward, indeed there is penalty,
in Islam for the mere abstention from
consumption of money (which is put
forward as one justification for payment of
interest in western economics). In Islam,
money is potential capital. It becomes capital
only when it is put to productive use. The
provider of capital becomes entitled to a
share of profits of the productive adventure.
In a legalistic context; if money represents
property rights, then its employment in a
project will either result in creation of
additional property rights (loss). If the share
of the provider of funds in the outcome, is
fixed 'ex ante' and is irrespective of the
outcome, then it is inequitable, either to the
financier, or the entrepreneur or both. This
iniquitous arrangement is at the heart of the
prohibition against interest. This is resolved
by substituting the relationship of creditor/
debtor with the relationship of Co-risk
bearers partnership in the result of the
adventure.
By one stroke, Islam eradicates interest
and also provides the alternative; trade. As
a necessary adjunct to use of surplus savings
in trade, Islam emphasises social welfare.
Clarity is not so much a duty to the less
privileged, as an act of piety. Private
ownership is allowed, accumulation of
wealth is not prohibited, but spending of
disposable income is to be under a just
balance; neither extravagance, nor
niggardly. This again is an attribute of
Adal, equitable balance.

Operational Challenges in Islamic
Banking
The following is an overview of
challenges, which must be satisfactorily
resolved, on short and also long term bases,
by those concerned with the healthy
development of Islamic banking. The
solutions are neither arcane nor elusive, but
their implementation requires honesty of
purpose and strong political will:
i) Shariah: The systems and operations
of the bank must conform to Shariah. This
may be resolved by the Shariah Board of
the holding company of a cross border
banking institution, whose edict runs across
national territories. Yet, it is not easy to
resolve a harmonised system of directives

applicable to all jurisdictions, as the
relatively homogenous group of European
Community members are only too painfully
aware. The differentiation in the approaches
of Malaysian Bankers and the Middle East
Bankers on the progressive or conservative
postures in interpretation are becoming
visible.
ii) No Deposit Protection: Due to the
capital uncertain nature of his 'deposit', an
Islamic banker in any regulation is
conscious thatCentral Banking jurisdiction
has to be ',above all suspicion'.
iii) Prudent Banking: Necessitated not
so much by regulatory concerns, as
warranted by their trading risk bearer status.
iv)Accounting Standards: Accounting
is recording, measurement and reporting
of financial assets and risks. The treatment
of a particular asset or liability can be
honestly and heatedly debated by different
accountants. This is compounded by
different views of the Central Banks within
whose jurisdiction the Bank may operate.
Subsidiaries of a bank in two different
countries may well be forced to record the
same transaction differently. The
consolidation of Accounts and the
consolidated supervision, as required by
Basle Committee, is yet another
conundrum.
v) Regulatory Considerations: The
increased accountability to which Central
Banks have been exposed to in the media,
has naturally made them more sensitive to
keep their watchful eyes look even more
hawkish. This particularly affects Islamic
banking, which is still in its teething period.
vi)Higher Costs: Because the creditor/
debtor relationship is substituted by the
sharer in trading risk, financing proposals,
risk analysis and on going monitoring is
different in character, not merely in its
level, requiring greater expertise, time and
therefore higher costs.
vii) Higher Returns: Necessitated not
only to offset higher costs, but also to meet
with competition. Although, theoretically
the 'depositors' share in profit and loss,
(and there should not be any 'cost of funds',
but market competitive pressures), force
the Islamic banker to give to the depositor
a return commutative with traditional
banks; and that, when traditional banks are
older and considered more safe.
viii)Lack of Secondary Markets: Leads
to liquidity pressures and consequently

lower returns on total funds compared to
traditional banks who can scrutinise long
term debts; and their treasury management
can yield good profits. Here, as in the
establishment of an inter-bank market
and adopting modern innovative
instruments, Malaysian Islamic bankers
and Banking Authorities have shown
greater initiative, than their Middle Fastern
brethren.
ix) Lack of Inter-Bank Market: This
again places Islamic banks at a relative
disadvantage to traditional banks, placing
extra constraints on their Asset-Liability
management.
x) Innovation: In the real world of
market competition, banking is as much
about marketing as providing a financial
service. In the last few years, merchant
bankers have spawned an incredible
number of products.
In Islamic banking, the drive to
innovate is beyond the market share battle.
It is in accommodating various conceptual
issues of economics, jurisprudence, public
and business interests. It is not so much
developing a bespoke product for the
particular customer at the particular time,
as deriving workable solutions from the
abstract first principles of Islamic thought.

A Tale of Two Systems
In Fukuyama's reference to End of
History, first expounded in 1989, his post
communism, post war carnage central
European thinking seems to be that in the
actual working, the ideal would be neither
the archetypal free market model, nor the
social republican democratic state, but
the space between them. He refers to the
lost art of familial associational life. He
stresses that the West has adopted Adam
Smith's view of the world. But the malaise
of the society is; "... our problem is the
unraveling moral cohesion of societies
that were once bound by the habits of
religion, community or family". Perhaps
the modern economists did no service to
their own profession, or to their society by
neglecting Adam Smith' s Theory of Moral
Sentiments. Now, they may do worse
than not, grasping the common links
between Abrahamic traditions of how
societies should be organised. The
challenge and opportunity of discovering
the beneficial principles of Islamic
banking, is as much theirs as any other
group of people.
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Islamic Banks and Deposit Mobilisation
Islamic banks have now been around for over two decades. Since their inception, they have come a long
way in their operations and their modes of investment. One major dilemma that these banks have faced
relates to the acceptance of deposits, for varying periods similar to those mobilised by traditional
commercial banks. In the first of a two part article, Anwar Meenai discusses how Islamic banks deal
with this issue.
n traditional banking business,
deposits are normally accepted
on the basis of an agreed rate of
interest, whether advertised by the
bank or negotiated (usually in the case of
large deposits). The exception to these are
deposits held in current accounts or
portfolio accounts (the bank being an agent
in the case of the latter).

I

Usually the depositors are free to
deposit and withdraw their money as often
as they desire, except in the case of Term
Deposit Receipts (TDRs) or Fixed Deposit
Receipts (FDRs), and if there are
restrictions on more than a certain number
of withdrawals during the week or month.
The above being the case, the return is
usually calculated on a daily product basis
on the amount remaining on deposit.
Sometimes the basis of calculation of return
is the minimum or the average balance
remaining on deposit. The important thing
is that a fixed rate, agreed in advance,
between the bank and the depositor is used
for calculating the return.
Returns are usually offered on a
quarterly, six monthly or annual basis. The
fixed rate, agreed in advance is applied, on
whatever basis is decided upon by the
bank, for the actual number of days for
which a given amount remains on deposit
with the bank. This is why the bank can
permit frequent deposits and/or
withdrawals.

Major Underlying Assumptions/
Factors
The system of deposit mobilisation by
commercial banks is based on the following
assumptions/factors:
Money, available with people,
institutions, in the shape of savings has a
cost; Since it is presumed that money has
a cost, it is considered natural for the banks
6 NEW HORIZON March 1996

to be willing to pay a price to the savers to
obtain the rights to use their savings for a
determined or indetermined period of time;
As a corollary to the above, it is
considered natural that entrepreneurs who
are desirous of borrowing these savings
from the banks, must pay to the bank the
cost incurred by it together with a premium.
As a result, the bank stands to earn a profit
which is the differential between the cost
that it pays to the savers and the price that
it charges to the entrepreneur.
The bank is responsible for the safety
and security of the savers' funds under all
circumstances, i.e. it is the bank who takes
a risk on the entrepreneurs. (In practice,
however, it i very seldom that the savers are
able to recover all or a substantial part of
their savings, if the bank fails);
As a corollary to the above, the
entrepreneur remains liable for the safety
and security of the borrowed funds under
all circumstances. This means that the bank
does not take any risk on the entrepreneur's
business; it takes a risk on his character and
credibility or his morals, and the value of
the security offered by him.
In practice, the borrowers' liability to
the bank under all circumstances does little
to mitigate the adversities that are faced by
the depositors (e.g. meagre rate of return)
or are likely to be faced by them, should the
bank fail. This is because the borrowers
default on their committments to the bank
and, in collaboration with the managements
of the bank and/or the powers that be,
manage to have huge amounts of
borrowings written off. In cases of bank's
or business enterprise's failure, the
securities lying with the bank are seldom
sufficient to fetch the entire amount of
loans oustanding.
It is considered the savers' right that
they can withdraw their savings from the

bank at any time except when they have
contracted to leave these for a fixed tenor,
e.g. FDRs (In this case too, premature
withdrawal is sometimes allowed, though
most of the time, in consideration for a
penalty). Since withdrawals by savers
cannot be predicted with any great degree
of certainty, the banks normally, keep a
portion of their sources (which comprise
bank's paid-up-capital, retained earnings,
reserves and the deposits mobilised) in a
liquid or near liquid form.
To the extent that the entrepreneurs
are often looking for borrowings for a
fixed time period (except in the case of
overdrafts), the bank also takes a risk by
way of mismatch, i.e. timing differences
in maturities of deposits and loans.
In view of the fact that the rate of
interest to be offered on the deposits (the
cost) and the rate of interest to be earned
on the loan are predetermined and fixed
for an agreed tenor, these rates are applied
on an agreed upon basis, to the amount
outstanding to the credit or debit of the
customer. Even in the case of checking
accounts (where frequent withdrawals
may be allowed and overdraft (where
outstandings may fluctuate every day) the
agreed rate is applied, usually on a daily
product basis.
It would be appreciated that the system
outlined above cannot function without a
fixed rate beinng in place. The various
Islamic banks have tried to introduce the
concept of "expected" rate, to avoid being
criticised for indulging in riba. In practice,
however, the "expected" rate is the fixed
rate, used in the manner outlined above.
The Concept of Cost of Money needs
to be critically examined (and rejected)
before the Islamic banks can formulate a
strategy for their operations.

There is no logical reason to assume
that money available in the form of savings
has a cost per se. The decision to save is
always taken by human beings, either in
their individual capacity or collectively.
Cash is an asset which is of no use in its
original form. It must be converted into
assets in another form and combined with
human skills to add value. This is possibly
only when an entrepreneur is willing to
put cash to a productive use. This
entrepreneur could be the saver himself
or it could be another person or group of
them. If left in its original state, cash will
not increase a bit over any period of time,
no matter what.
Once this has been understood, it is
not difficult to appreciate as to why riba is
forbidden. A riba-based transaction is
extremely likely to cause a loss to either
of the two parties involved. Indeed it will
only be a coincidence if the two parties
(the borrower and the lender) were to end
up with profits/returns that they would
have earned if the profits were to be
equally distributed.
To switch over to Islamic banking, in
its true form, it will be necessary that the
bankers as well as the investors realise
that there is nothing as the cost of money
and that they cannot contract for the use of
funds at a predetermined cost or rate.
When this position is explained,
people are quick to point out that abolition
of this concept will adversely affect
savings and encourage current
consumption so that capital formation
will suffer. Again, it ought to be understood
that when there is a mention of abolition
of riba, it is often erroneously equated
with nil return on investment. Obviously
this is not the case. Islam does not prohibit
the seeking of a positive rate of return on
one's investment. Until such time that it
can bee proved that all businesses in
which an Islamic bank will invest by way
of Mudaraba or Musharaka will either fail
or make losses continuously, there is no
reason to presume that savers/investors
will cease to earn any return on their
investments.
Note must be taken however, of the
fact that in a Muslim society, there will be
no concept of the bank taking risk solely

on the character, credibility or honesty of
any of its partners in business. It will be
taken for granted that those who are entrusted
with the task of managing businesses will
be doing so with utmost diligence and that
the results of every business enterprise will
be honestly reported and audited. In the
context of Islamic banking, this is a basic
requirement. To hope for the instant success
of Islamic banks given the existing standads
of moral values and principles, is at best a
fantasy.
A question may then be asked that if it
is so, why establish Islamic banks? The
answer is that while instant success of the
Islamic banks, organised on lines radically
different from the conventional banks, is
unlikely, the prospects for their success in
the long run are bright. Establishment of
Islamic banks, on altogether different lines,
would entail big sacrifices by the few who
initially venture into it. It will be appreciated
that as individuals affect institutions, the
reverse is also true in that institutions also
affect individuals. To begin with, the number
of individuals willing to make efforts for
the success of Islamic banks may be small.
It is hoped that gradually, many people,
who are sitting on the fence, will join this
small group. The number of such people is
likely to increase manifold when they realise
the benefits of Islamic banking's
distinguishing feature; justice in its
relationship with the depositors as well as
the entrepreneur.
The concept that money (whether in the
form of cash or capital assets) is a factor of
production independent of the of the
entrepreneur and must get a return for its
use, just as land receives rent and labour
receives wages, has to be changed.

The Concepts of Liquidity/Security
of Deposits
As mentioned earlier under "Major
underlying assumptions/factors", the
traditional bank operating in a capitalistic
system is responsible for the safety andd
security of depositors' funds at all costs and
under all circumstances. As such, when it
comes to the asset side, these banks not only
predominantly invest theirresources in fixed
income securities/instruments (loans at a
fixed rate of interest, commercial papers,
bills, government debt) but also obtain all
kinds of securities when lending on a

commercial basis.
Some banks do build up equity
portfolios but such investment is usually
a very small part of the total balance sheet
of the bank. Since the bulk of the funds are
tied in fixed income securities, it is possible
for the traditional banks to accrue income
on all their investments except the funds
tied in equity.
It has also been discussed earlier that
these banks allow frequent deposits/
withdrawals, so that the depositor does
not feel that his investment is illiquid.
Even when a depositor has invested in
FDR/TDR or fixed tenor schemes, he is
allowed to withhdraw funds prematurely,
albeit after incurring some kind of penalty.
Another way of providing liquidity to
depositors for fixed tenor is to allow them
to borrow against their deposits, with the
deposit standing as security. Various
instruments of corporate or government
debt are traded on the stock exchange.
To able to provide liquidity, the banks
normally keep a portion of their resources
in liquid or near liquid forms (e.g. giltedged securities). They also make
arrangements with other banks to borrow
should they run out of liquidity. The central
bank acts as the lender of last resort. A
portion of the liquid resources of every
bank remains on deposit with the central
bank. Yet another portion must remain
invested in government securities which
can be easily bought and sold or borrowed
against.
It will thus be seen that liquidity which
is an important cornerstone of banking as
it is run in a capitalistic system, is
dependent upon borrowing for various
tenors, for which it is essential that a fixed
rate be agreed upon in advance.

Can Islamic Banks Match These?
Let us now look at the critical question
as to whether or not, the Islamic banks can
compete in these areas? That Islamic banks
are doing so presently, is adifferent matter
altogether. Our focus will be on whether
this can be or should be done within the
precincts of the Shariah.
That Islamic Shariah does not permit
a fixed, guaranteed return to any investor
is well known to all and sundry. The
Shariah clearly requires that all capital
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stock exchanges in that they can assist the
existing investors, as whose agents they
are acting, liquidate their investment by
diverting to them the resources provided
by new investors wishing to appoint the
bank as their agent. In such cases, however,
the bank will not be able to pay
immediately any return to the outgoing
investor, since it would not be knowing
the the quantum of returns on its own
investment.
Besides, the problem of apportioning
the final return between two or more
investors will also crop up.
The forgoing discussion can probably
best be understood in the light of the
following example.
Suppose there is only one Islamic
bank in a system and that it is dealing with
ten companies all of whom close their
books on June 30 each year. The bank
closes its books on December 31 each
year. Let us further assume that each of
the ten companies have a one year cash
cycle, i.e. July to June. If an investor who
invested on July 1st wishes to withdraw
his investment on November 30, the
questions are (i) what rate of return should
be offered to him and (ii) where would the
liquidity come from ? The second problem
may be resolved if the bank is in a position
to acquire the investment on its own
accountor if, or around on the same period,
another investor with a matching amount
comes to the bank and acquires the
investment from the outgoing investor.
The latter option is less probable to rely
upon.
Even more complicated will be the
case of the investor who wants to make an
investment on February 20 and then wishes
to liquidate it the next February 20. Such
an investor would not only fall in broken
periods in two business cycles but also
cross the bank' year end.
This having been understood, it will
not be difficult to see that in the new setup liquidity will either come through the
stock exchange (in which we will include
private placements) or through one' s own
resources, i.e. the investors will have to
hold on to part of their resources in liquid
form.
There can be no discussion of liquidity
requirement without conceding the fact
that part of the resources cannot be
productively channelled.

To overcome this problem, some
Islamic banks have come up with the
concept of "expected rate of return". This
rate essentially acts as the interest rate in the
capitalistic system. That there can be no
basis for an "expected rate of return" is
obvious from the fact that funds mobilised
through various investors for varying
periods, are invested in different businesses
for varying periods. Until such time that
profitability of different businesses can
become known or be ascertained in advance,
how can the depositor be advised about an
"expected rate of return"?
In Pakistan, the expected rate of return
remains fixed for all practical purposes.
There is a good reason for that. If "expected
rate of return" was to vary, then one of the
three following situations will always arise:
The actual rate of return will be equal to
the "expected" rate of return.
The actual rate of return will more than
the "expected" rate of return.
The actual rate of return will be less
than the "expected" rate of return.
In the first case, no additional payment
is to made to the depositor and in the
second, the bank owes something to the
depositor. In the third case, the depositor
will owe something to the bank. Now, if
returns are paid to the depositors at the time
of withdrawal of deposits, then what does
the bank do to recover from the depositor
the extra amount paid? This will create
administrative administrative problems for
the bank.

The forgoing discussion clearly shows
that even if the Islamic banks were to retain
a part of their resources in liquid or nearliquid form, they will not find it possible to
offer liquidity to their investors/depositors
in the manner that traditional banks do, in
the absence of a "fixed rate", by whatever
name called.
Choices Available to Islamic Banks It
would be clear from the foregoing that
Islamic banks cannot compete with the
traditional .banks in the field of deposit
mobilisation. This is because (I) they cannot
offerreturns on these deposits in the manner
in which the traditional banks do, operating
within the confines of the Shariah and (ii)
the investment avenues available to Islamic
banks are such that the returns on these
would not become known until such time
as the books of accounts are closed.
The question would then naturally arise
as to how could Islamic banks finance
trade and industry?
Answering this question may require a
very detailed discussion but for the sake of
brevity we will discuss the essential points
only.
In the Islamic system, all businesses
will need to be financed entirely by way of
equity. This will include not only the fixed
costs of setting up the business but also its
foreseable permanent working capital
needs.
Temporary working capital needs could
be financed in three posssible ways:

a) When the requirement of the
business is commodity based, e.g.
purchase of raw materials, consumables,
spare parts etc, then the bank could finance
these on a cost plus basis and at the same
time offer the facility for deferred
payment. Care must, however, be taken to
ensure that the bank must first take
possessionof the goods meant for sale to
the customer. Secondly, the price agreed
on cost plus basis shall remain fixed
regardless of the time period taken by the
customer to settle. If a 45 day period is
agreed and for some reason, the customer
wishes to prepay, on the 15th day, he will
pay the price agreed, as he will even if the
settlement was delayed by 15 days, beyon
the 45 day period.
b) Advance Sale (Bai Salam) by the
customer. This mode will again be
commodity based. It will be particularly
advantageous to the bank in situations
where the finished product of one customer
could serve as the raw material (or
consumable or spare) for another
customer. An advance sale must meet
four conditions:
i) the entire price must be paid in
advance;
ii) the quantity and quality of
merchandise bought/sold must be
determined with specifications;
iii)the date of delivery must be agreed
and specified;
iv)the place of delivery mustbe agreed
and specified.
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It is quite obvious that businesses,
whether Mudaraba or Musharaka, which
employ better capital resources are apt to
make high profits. As pointed out earlier,
however, capital alone, whether in the shape
of unproductive assets (e.g. cash, bullion,
bank balances) or in the form of productive
assets (e.g. machinery, plant and equipment)
cannot produce anything on its own unless
combined with human skills. The Islamic
Shariah, therefore, views capital as a part of
the enterprise. The entrepreneur who
employs better capital resources is likely to
earn higher profits.
No one can, however, predict with any
certainty if the business will make a loss or
a profit, and if latter, how much. As such,
the Shariah considers it unjust that the
entrepreneur should bear the entire brunt of
the uncertainties by committing to make a
fixed return on the financier's capital. This
prohibition strikes at the very root of the
cost of money concept.
To begin with, all money in a business
is invested in the shape of equity. Since it is
not known that the business will make a
profit or incur a loss, this money may be
conidered "zero cost" money. As business
opportunities in the society continue to
present themselves and since the quantum
of profits in different businesses may be
different, there will gradually emerge a
phenomenon which is called "the
opportunity cost" of money (and which
exists under the present system as well).
This would mean that businesses with high

profit potential may attract more
entrepreneurs and investors until such time
that an equilibrium is reached. This process
will continue. Factors such as obsolescence
and technological developments will
continue to affect the businesses as they do
in the present day capitalistic system.
As a corollary to the above, it should be
automatically evident that Islamic banks
will not be in a position to provide liquidity
to the investors, as traditional banks do, for
the following reasons:
No business is normally in a position to
spare any substantial portion of its resources
in the shape of cash, without any notice or
even at short notice;
It is but natural that any business would
normally be looking for resources which
are committed for a definite period of time;
at least for such period that it takes to
complete its cash conversion cycle;
In view of the fact that there will be no
predetermined rate of return to work with,
every investor must wait to earn his part of
the return until such time that books are
closed, accounting profits determined and
individual shares worked out;
It will be very difficult, if not impossible,
to work out returns on investments for
broken periods, whether these are
withdrawn before the completion of the
cash cycle or whether they cross a cash
cycle and continue in another.
Investors, who withdraw their
investments prior to the completion off
business cycle (most likely as a result of
salee of investment to a third party), must
wait until such time that books can be
closed, accounts are finalised and profits
determined.
Since businesses will not be able to
release their resources in the shape of cash,
on demand or at short notice, the banks will
not find it possible to always come up with
enough liquidity. In the new set up, the
bank will be acting as the agents of the
investors as well as investing on their own
account. Since there will be no return to
earn by way of interest, it will not be
worthwhile for the banks to retain any
resources in cash, except for whatever is
deposited in current accounts, on which the
traditional banks too do not pay any returns.
Indeed, on such deposits, the Islamic banks
must levy an administrative charge to cover
their costs and earn aprofit for their services.
Islamic banks may partake the role of
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invested in any legitimate business should
be invested as "risk bearing capital". The
two principal modes of investments allowed
by the Shariah are:
Mudaraba: where one or more people
participate with their capital and another
set of one or more people participate with
their expertise. Profits are shared in agreed
proportions. Financial losses are borne by
the financiers alone; loss of time and effort
being the loss to those who did not
participate financially. The management
remains in the hands ofthose who participate
with their efforts.
Musharaka: where all participants invest
in their funds. Profit or losses are shared in
agreed proportion. The management may
be vested in the hands of all the investors or
a few of them.
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Islamic Banking: a Western Lawyer's
Perspective
At the Institute's monthly lecture, Mr. Michael Clode, Partner and Mr. William Elliott, Manager,
Freshfields, discussed the position of Western lawyers with regard to the pertinent issues relating to
Islamic banking. These included the various forms of liability and the relevance of English law to
Islamic transactions.

he aim of the discussion on
general legal issues is to
describe the aspects of Islamic
transaction documents which, from the
English perspective, we often have
difficulty with. The transaction review will
demonstrate how these difficulties arise in
practice and illustrate how these
transactions are actually structured. Many
of the people find lectures on the issues of
Islamic banking helpful but what they really
need to understand is how those issues
arise in practice.
The relevance of English law to Islamic
transactions derives from the choice of
governing law for the financing documents
and other agreements relating to those
transactions. As for many international
financial transactions, the banking
community requires the certainties which
interpretation of documents in accordance
with English law is considered to provide.
In the context of a large number of Islamic
countries, because of historical relationship
with the English law system, the similarities
between local and English law mean that
the choice of English law is often not
particularly controversial. There is certainly
nothing to indicate that the practice of
choosing English law will change.

T

Liability
In nearly all of the traditional forms of
Islamic finance the lender is at some stage
the owner of goods which are the subject
of the financing involved, and, clearly, the
longer the financier retains the asset, the
greater the exposure to ownership derived
liability. In Ijara this will be as the owner
of the goods being leased and in a Murabaha
as the seller of the goods concerned. In
contrast, such an element of risk does not
exist in a conventional transaction where
a financier merely lends money to a
borrower for the acquisition of an asset.
10 NEW HORIZON March 1996

liability applies. Nevertheless, lenders must
be aware that third parties harmed by an
asset owned by a lender may well seek
compensation from them. In a leasing
transaction lessors will seek to avoid faultbased liabilities and potential contractual
liability by ensuring that the following are
covered by the lease:
a) lessor only gives such title as it receives;
b) only warrants quiet enjoyment as
against itself;
c) reasonably excludes warranties on
quality; and
d) lessee obligation to inspect the asset
before delivery and to maintain the
asset.

Mr Michael Clode

To date, there has been little concern
expressed as to the risks to which these
roles expose the lender. However,
legislation, either new legislation in the
traditional areas of operation or existing
laws in new areas of operation, impose
liabilities on owners or vendors. Even where
the lender's liability may seem remote, the
lender's "deep pocket" will inevitably result
in it being considered as a potential target
for litigation.
A financier's ownership of goods gives
rise to a range of potential liabilities in
English law governed transactions and it is
true to say that similar problems arise in
other jurisdictions. Under English law a
lender cannot normally be held liable for
damages or losses caused by an asset merely
because the lender owns the asset, the lender
must be at fault in some way except where
the lender assumes liabilities pursuant to a
contract although in a few cases strict

A lessor may also have liabilities
imposed on it under the Occupier's
Liability Act 1957. This may be the case
if the lessor decides to impose restrictive
maintenance conditions on the operator.
The Act focuses upon the degree of control
exercised over the asset in question. If a
lessor is considered to be an occupier by
the Act, it owes a duty of care to persons,
for example; passengers who are
legitimately on the premises. For the
purposes of the Act, assets such as aircraft
are deemed to fall within the definition of
"premises".
Under the Unfair Contract Terms Act
1977, an owner would be prevented from
excluding liability for death or personal
injury caused by its negligence in such
circumstances. Attempts to exclude other
liability must accord with the terms of the
Unfair Contract Terms Act.
Lenders owning or leasing land face
civil and criminal sanctions under the wave
of new legislation designed to protect the
environment. The penalties are not
restricted to those who cause pollution;
land-owners may have to meet the cost of

cleaning up polluted land irrespective of
whether they were responsible for the
damage. Environmental surveys should
therefore be considered wherever there is
the potential for environmental liability.
European legislation is having an
increasingly profound impact in this area,
extending its influence to air and water
pollution. Proposals have also been made
to make fault irrelevant in allocating liability
for environmental damage.
Product liability arises wherever substandard goods cause damage or injury to
a user. The statutory basis for this liability
is the Consumer Protection Act 1987.
Overseas lenders can still be affected by
the Consumer Protection Act: defective
goods "provided" from outside England to
customers in England are a potential source
of liability
With the increasing complexity of the
transactions involving Islamic finance, with
the world becoming increasingly litigious
and with the ability of a party to protect
himself by contractual terms increasingly
restricted, I believe that this is an area
which will need considerable attention in
the next few years. These problems are
manageable but at present they are not
being addressed, or at least not in an
adequate manner.

Warranties
As more and more sophisticated goods
become the subject of Islamic finance, the
need to ensure that the eventual user has
the benefit of warranty claims against the
manufacturer becomes increasingly
important. At the same time the lender or
owner will wish to avoid potential liability.
Islamic lenders, as vendors or lessors,
are, under English law, subject to several
statutes, most notably the Sale of Goods
Act 1979 and the Sale and Supply of
Goods Act 1994, which imply certain
conditions into contracts involving their
assets. These implied conditions cover,
for example, the quality of and the
lender's right to sell or lease the goods.
Contrast this to the position in a traditional
Western financing transaction where a
lender of money does not assume such
responsibilities.
Since Islamic lenders deal primarily
with commercial customers, the implied
term as to quality can be excluded, but only
where an exclusion is reasonable in the

From left to right: Michael Clode, William Elliott
from Freshfields and Nicholas Haynes of Kleinwort Benson

context of all relevant circumstances. On
a practical note, the lender should aim to
exclude as far as possible any implied
conditions as to quality.
It is not possible to exclude the implied
condition as to title. A lender should
therefore ensure that it has good title to an
asset before selling it on to a customer in a
Murabaha transaction.
Again, these matters can successfully
be addressed but at present they are largely
ignored. I also believe that, particularly
given that many of the countries in which
Islamic finance is operated have legal
systems based on the English common law
tradition with its emphasis on the
importance of privity of contract,
insufficient attention has been given to
maintaining the responsibility for the
original producer of goods for damages
suffered by the eventual user.
Interposing the ownership of the
financier breaks the privity of contract
which would apply if there were a direct
sale contract between the manufacturer
and the eventual user.

Conflicts of laws
The particular relevance of English
law for Islamic transactions derives from
its choice as the governing law of many
transactions. Although the principal
agreements, for example, in an Islamic
transaction may be English law governed
it is likely that some of the documents will

be under local law e.g. in a Murabaha
financing, the purchase agreement and the
agreement which governs the relationship
between the local agent and the purchaser.
Such agreements are not expressed to be
governed by English law because they
involve only local parties and will therefore
be most effectively enforced in the local
courts. Indeed, if appropriate recognition
of judgment treaties do not exist between
the relevant countries, an English court
judgment may have no value at all in
enforcing against the local counterparty in
its home country.
Two particular considerations need to
be borne in mind in relation to the conflict
of law position:
1. on the basis that some transaction
documents are subject to different
interpretation to others, are there any
inconsistencies in the transaction structure
as a whole?
2. are there any concepts which do not
properly "fit" the governing law system to
which they are subject? Problems often
occur where concepts have been
incorporated into local law documents
from the English law financing
agreements. Local lawyers obviously need
to confirm that the relevant provisions are
effective. For example, Murabaha
transactions typically rely on a "chain of
agencies" with the agency agreements
governed by different legal systems.
Agency is always an uncertain area of law
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and there are real risks of disparities between
the agency arrangements resulting in
exposure for one or more of the parties.

Regulation
A further development which we see as
becoming increasingly relevant from the
English lawyer's perspective is an increase
in the regulation of Islamic banks. Although
it is not appropriate, within the confines of
this talk, to speak in any detail about the
regulatory regime currently applying to
Islamic banks in this country, this is likely
to be an area to which increasing time and
attention will be paid in Islamic transactions.
The increase in regulation is in part due to
the world-wide trend towards greater
regulation triggered, at least in Europe, by
some spectacular failures of regulation.
The most high profile was, of course, BCCI.
There the fact that there was no one country
with overall regulatory responsibility
appears to have been a major factor in
delaying the discovery of the massive frauds
and losses involved. A shortfall of $7 to $8
billion is a staggering amount - equivalent
to over 10% of all Islamic deposits. It is
fortunate that the Islamic banking arm of
BCCI was relatively small.
There have, of course, been other
failures. Barings springs to mind, as does
Johnson Matthey. That case was interesting
in that there was no real fraud involved only massive incompetence. The only
minor fraud concerned a small bribe to a
junior official who was so naive that he
allowed the briber to draw the money from
his Johnson Matthey account, hand it over
at Johnson Matthey to the miscreant who
promptly paid it back into his own account
at the Bank. Not, in the same league as the
BCCI fraudsters.
However, strengthening of regulation
arises also because the regulators
themselves have until now been somewhat
frightened of Islamic banking because they
have not altogether understood it. This is
no longer the case in many jurisdictions
and as the regulators become more
confident and more experienced the
regulatory regime will tighten. For instance,
Pakistan has recently introduced new
prudential regulations. Of course, hand in
hand with regulation must go the question
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of accounts and auditing. Some progress
has been made towards agreeing common
bases for assessingrisk in Islamic financings.
For the majority of banks increased
supervision will not be a problem and indeed
many banks may welcome a tighter watch
being kept on other less scrupulous banks
whose default might damage the reputation
of the industry generally.

Murabaha
There are a number of key features
which we have seen in nearly all the
Murabaha transactions we have dealt with.
Before identifying these features it is
probably worth reviewing the typical
structure of a Murabaha financing including
the parties involved and the stages in the
transaction.
The parties involved include, of course,
the Banks who want to lend into the structure
and their agent, the Modareb, appointed
under a Mudaraba Agreement. At the other
end of the structure there will be the
`Purchaser' who is seeking the benefit of the
facility in order to purchase goods and the
`Supplier' or 'Manufacturer' of those goods.
The 'Local Agent' who acts as an
intermediary and agent to the banks is a
frequent feature of these transactions.
The stages of a typical Murabaha
transaction are therefore as follows:
(i)

Purchaser submits order to
Local Agent for goods it
requires;

(ii)

Local Agent informs
Modareb, its principal, of the
proposal;

(iii) Modareb agrees to finance
the purchase of the proposed
goods;
(iv) Local Agent passes this
information to Purchaser
through an "Offer";
(v) Purchaser accepts the Offer
which binds it contractually
to purchase the goods;
(vi) Local Agent, acting through
Purchaser, enters into a
contract to buy goods from
Supplier;

(vii)

Purchaser, acting for itself,
enters into a contract to
buy goods from Local
Agent;

(viii) Banks make their
"contributions" to the
Modareb;
(ix) Agent passes the funds to its
agent, the Local Agent;
(x)

Local Agent pays the
Supplier.

The transaction is then completed until
the Purchaser's repayment obligation
arises after a period which is normally
between 6 and 12 months.
(xi)

The Purchaser then pays the
deferred sale price, being
the purchase price plus costs,
to the Local Agent as agent
for the Modareb;

(xii) The Local Agent pays this
amount, less its fees, on to
the Modareb;
(xiii) The Modareb distributes it
to the banks pursuant to the
terms of the Mudaraba
Agreement.

(a) Advances
The Murabaha financing documents
usually envisage a series of "drawdowns" (stages viii and ix). The
availability will be limited to a specified
period after signing and a provision is
usually included providing for aminimum
amount to be drawn-down per month.
The multiple draw-down mechanism is
included because some Purchasers have
on-going ratherthan day one requirements.
However, it is equally possible to provide
for the full facility to be drawn down on
day one.

(b) Deferred Payment Term
The purchase price will be paid by the
Banks to the Supplier on day one (stages
viii, ix and x). The purchase price to be
paid by the Purchaser to the Banks will be
paid on a deferred date after receipt of the
goods (stages xi, xii and xiii). This is often

twelve months after receipt of goods
although the price may be payable in
instalments e.g. six, nine and twelve months
after delivery.
A "renewal" mechanism can also be
incorporated into the Murabaha documents.
This will allow the banks, through its agent,
to "renew" the Murabaha financing at the
end of the initial deferred payment period.
The outstanding deferred payment is
therefore made but immediately followed
by a new financing on exactly the same
terms as the previous financing. This
technique may give the Purchaser the
comfort of some assurance as to the
continuing availability of funds in a market
where development is impeded by the
deficiency of long-term funding. However,
it should be noted that the banks are obliged
to renew the arrangement although they
have a number of "material adverse changetype" let-outs if they do not wish to proceed.
These let-outs will cover circumstances in
which the banks are experiencing funding
difficulties.

(c) Purchase Price
The basis for determination of the
Banks' fees is a matter for agreement with
the Purchaser who will find these costs
included in the purchase price. The fees
charged by lenders in the interest-based
banking community may be an influence.
The risk borne by the Modareb which,
applying Islamic principles, justifies its fee
is the Banks' ownership risk in the asset
being transferred to the Purchaser.

(d) Local Agent
The Modareb may appoint a local agent
to purchase the commodities on its behalf
and to act as its agent in the relationship
with the Purchaser. The reasons for this
appointment may be two-fold:
(1) the Local Agent's experience
in setting up commodity
purchases of the type
envisaged by the transaction.
It may in fact be a form of state
owned financial institution
conducting such agency
activity for the purpose of
attracting foreign investment;
and

Participants at the lecture

(2) the residence of the Local
Agent in the locality of the
Purchaser and the Supplier.
The Local Agent can also have a
currency exchange function; converting
the foreign currency to local currency
before paying the Supplier (stages ix and
x) and vice versa (stages xi and xii) when
passing funds up to the Modareb. The
Local Agent may also have
responsibility for making any necessary
arrangements with the central bank to
ensure sufficient foreign currency is
available.
The Local Agent will often be required
to guarantee that a specific percentage of
the purchase price will be paid by the
Purchaser. The Local Agent's liability for
the purchase price collected from the
Purchaser (stage xi) is limited to this
percentage amount. The risk justifies the
Local Agent's fee and also gives the
Modareb the additional comfort ofa Local
Agenthaving conducted some due diligence
on the Purchaser. The Local Agent's fees
are deducted from the sale price (between
stages xi and xii).

(e) Purchaser as Agent
To simplify the relationship with the
Supplier, the Purchaser will usually act as
the Local Agent's agent for the purchase of

the goods (stage vi). This means that the
Supplier need only deal with the
Purchaser. It also gives the Purchaser a
direct role (albeit as agent) in the
relationship with the Supplier. This is
sensible in a situation where the Banks
and the Local Agent are not giving the
Purchaser any warranties in relation to
the commodities and therefore will expect
the Purchaser to rely on its relationship
with the Supplier. The Purchaser will
need to notify the Supplier that he is the
agent of the Local Agent (and in turn the
Modareb) in respect of the purchase. This
is usually a benefit as the Supplier knows
that he is being paid by a bank and
sometimes discounts can often be
negotiated in exchange for the relative
certainty of payment.
(f) Syndication
The Modareb will syndicate the loan
to a series of banks. The syndication
document will be a form of Mudaraba
Agreement. It deals with, inter alia, the
manner in which the participating banks
fund their contributions and the allocation
of the fees earned by the Agent (or
Principal Modareb) on the transaction.

ljara
Ijara contracts tend to be very similar
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to a non-Islamic leases. At a more general
level it is worth noting that in non-Islamic
leasing transactions the banks' return is
based on the cost of the assets leased. This
would be unacceptable under Islamic laws
and therefore the return to the bank under
Ijara is related to with the profitability of
the asset used by the lessee.
Ijara contracts may be entered into for
long, medium or short term and may be
adapted to fulfil the functions of either
conventional finance or operating leases.
The following points distinguish Ijara
from conventional non-Islamic leases:

(a) Rental Payments Based on Cost
of Funds
Difficulties arise where a lessor has
financed the acquisition of an asset with
floating rate funds and this asset is to be
leased to an Islamic lessee. In these
circumstances in non-Islamic transactions
the owner will usually, through a finance
lease, pass the fluctuating rate down to the
lessee through the rentals payable by the
lessee under the lease. Obviously, this
poses difficulties in the Islamic context
where lease rentals cannot be expressed by
reference to interest rates.
A possible approach is for lessor and
lessee to enter into successive leases with
rental amounts to be included in all but the
first. For example if a three year lease was
proposed, three one year leases could be
entered into. The first one year lease would

have the rent included but the second two
have the rent to be completed. The rent
would be agreed between the parties in
years two and three. However there is the
obvious danger that agreement is not
reached and therefore the leasing
arrangements collapse. Alternatively some
form of agreement could be entered into
describing the basis for agreeing the rental
figures in years two and three.
Generally arrangements for agreeing
lease rentals outside the terms of the lease
need to be considered carefully and any
appropriate Shariah approvals obtained.

(b) Default Interest
Non-Islamic leases provide for default
interest on late payment of amounts due
under the lease. In an Islamic lease a
different approach must be adopted: this
can be achieved by providing for some
form of discount formula. This could be by
way of an agreed rate of discount for each
day that payment is made prior to a backstop
date. If payment is made on the due date no
extra charge is payable. If payment is made
after the due date but before the backstop
date, an agreed amount of discount is
deducted from the rental payments.
However, if payment is made after the
backstop date, the lessor cannot recover
further compensation for the delayed
payment.
The backstop date is chosen to reflect a
commercial period in which funds might

be expected at the latest to be paid, perhaps
30 days. Alternatively, the "payment-ontime" discount can be applied to reduce
the amount payable to exercise an option
over the asset.

(c) Insurance
In Islamic transactions the owner or
lessor of an asset should assume or be
responsible for the management risk in
respect of the asset. The owner/lessor
thus agrees to pay for insuring the asset
for certain risks. In an aircraft lease, these
would usually be hull all risks, war risks
and spares. Liability insurance can be left
with the operator. The lessee contracts
for the insurance and the owner/lessor
pays the lessee.
A conventional operating lease will
provide for the obligation to arrange and
pay for insurance to be the responsibility
of the lessee.
The increased
responsibilities of the owner/lessor will
be reflected in the amount of the lease
rentals payable.

(d) Maintenance
Islamic law, in contrast to the approach
taken in conventional Western leases,
envisages that the lessor would be
responsible for maintaining the asset. The
lessor may however appoint the lessee to
carry out the maintenance on its behalf.
In a similar way to insurance costs,
allocation of maintenance responsibilities
is likely to be reflected in the amount of
the lease payments due from the lessee.
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BANKING & INSURANCE
Distance learning
No classroom attendance
For details please contact
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Al Baraka Turkish Finance House:
Annual Report - 1994

A

1Baraka Turkish Finance House,
alias Al Baraka Turk (ABTFH),
received its official permit to
operate from the Central Bank
of Turkey on January 21, 1985. Since then
it has grown considerably, and in addition
to the Head Office Branch, can boast of four
more branches in Istanbul, two in Ankara,
and seven others in the cities of Izmir,
Bursa, Konya, Kayseri, Adana, Gaziantep,
and Samsun.
It has a fully paid-up capital of 150
billion Turkish Lira, 80% of which has been
obtained from outside Turkey in the form of
foreign currency. Currently the registered
capital of Al Baraka Turk is TL 500 billion.
Following the General Assembly Meeting
in March 1995, the paid-up capital was
increased to 300 billion Turkish Liras. Al
Baraka Turk acquired the status of a public
company in 1988 and presently has 223
shareholders.
As well as offering interest-free current
accounts, the bank also offers 'Participation
Accounts'. These are opened with the
understanding that participation depositors,
instead of receiving a predetermined return
on their deposits (such as deposit interest
income), participate in the profit/loss
resultant from management of their funds
by the bank.
The accounts may be opened for 30,
90, 180, 360 days or longer periods, and
money can be withdrawn from the accounts
before maturity, upon 30 days notice.
Two types of funds are collected: (a)
general-purpose participation deposits
which can be utilised in trade finance,
financial leasing or project financing; (b)
special-purpose participation deposits which
are collected with the purpose of being
utilised for financing a specific project or
transaction.
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ABTFH's Mudarib (management)
share is 20% in general purpose participation
pools, and 10% in special purpose
participation pools (such as leasing). Total
cumulative placements in the form of profit
and loss sharing on project basis amounted
to around TL 157 billion for 1994. The total
cumulative Murabaha placements
amounted to TL 6,774 billion, indicating of
almost a 43% rise increase as compared to
previous year. The share of Murabaha
financing in total placements increased to
around 93% in 1994, from 74% in 1993.
The share of financial leasing
transactions in our fund utilisation activities
almost remained the same as compared to
the previous year. Total leasing transactions
undertaken during the year amounted to
around TL 396 billion representing about
5.4% share in total placements.
Financing is provided to persons and
companies applying to buy real estate, raw
and semifinished materials, and machinery
and equipment for their operations. The
bank also leases vehicles, machinery and
equipment to be used in the production of
goods and services under a contract
providing for its retention of ownership.
However, 1994 brought it' s own unique
set of problems: "The year 1994 did not
begin well for the Turkish economy,"
according to Dr Hassan A Kamel,
Chairman. "Resulting from crisis which
first broke out in financial markets, and
then expanded to the real sectors, the
macroeconomic stability was disturbed,
which led the government to announce the
`April 5 Measures' which later brought a
6.8 percent contraction in Turkish GNP.
Consequently, in order to soften and sustain
the adverse effects of the severe economic
conditions, that is; high inflation, recession

Islamic Banking
BAHRAIN

and uncertainty, ABTFH, as other
financial institutions did, has waived some
investments, economised on expenses
and concentrated on collection as well as
bringing limitation to, and control over
fund utilisation."
However, during 1994, profit and
loss participation deposits did grow by
around 129% and current account deposits
by around 136%, as "ABTFH realised
the optimum owing to sacrifice and effort
of its personnel, its prudent management,
and especially its depositors' belief and
trust in...interest free banking system."
Nevertheless, the increase, given the
150% rise in the Wholesale Price Index,
meant a decline in total funds collected in
real terms. But it was still favourable in
comparison with commercial bank
deposits showing an increase of 122%.
At the end of 1994, the total funds
collected has reached around 15.2 trillion
TL, whilst foreign currency accounts
constituted as high as 86% of total funds
collected. Special current accounts have
also displayed a 136% increased in 1994,
reaching to around 1,120 billion TL.
The loan interest rates climbed up to
new peaks during the first half of the year
1994 as the government implemented
tight monetary and austere budget policies
as a result of the April 5 Measures,
substantially reducing credit supply. In
addition, banks experienced serious
problems in recollection of pre-extended
credits. By the end of the second quarter,
together with the restoration of stability
and loosened government policies, the
markets sluggishly revived and credit
supply increased.

Murabaha Financing Facility
to Orix Leasing Pakistan
Limited
Islamic Investment Company of the
Gulf (B ahrai n)EC has provided a Murabaha
Financing Facility of US $10 million to
Orix Leasing Pakistan Limited. This three
year Murabaha Financing Facility is for the
purchase of Equipment. IICG Bahrain is
the Arranger, Lead Manager and
Structuring Advisor for the transactions.
The successful closing of this value
added transaction in Bahrain is a tribute to
the growing respect and confidence which
the International Investors have continued
to show in financing proposals in the
Islamic Republic of Pakistan and also to
the prominent role which Bahrain is playing
as a leading financial centre.

IICG Provides Financing
Facility to SSGC
Islamic Investment Company of the
Gulf (Bahrain) EC has provided a
syndicated Lease Financing Facility of US
$17.5 million to Sui Southern Gas Company
Ltd (SSGC). With this three year Lease
Financing Facility, IICG Bahrain is the
Arranger, Lead Manager and Structuring
Advisor for the transactions.
During the last two years, IICG Bahrain
has raised approximately US $0.5 billion
under the Islamic Financing Syndication
Programme and it has been working on
Providing value added structured lease
financing transactions under a leasing
programme. Under the proposed leasing
programme it would originate and structure
transactions from OIC Member Countries.
The emphasis would be getting value added
deals which are based on genuine, visible
and aud i table underlying transactions. The
deals are very attractively priced. This is

being achieved by providing a tax efficient
transaction structure to the clients which
meets with the local laws and regulations.

Murabaha Financing Facility
to Saudi Cable Company,
Saudi Arabia
Islamic Investment Comapny of the
Gulf (Bahrain) EC has been mandated to
arrange a one year Murabaha Financing
Facility of US $30 million for Saudi Cable
Company, Saudi Arabia. This one year
Murabaha Financing Facility is for the
purchase of metals (aluminium and/or
copper). The facility is presently being
offered to a group of primary syndicates
and once it is fully underwritten, the same
will be offered to the general syndicate
market. The facility is likely to be closed by
the end of January 1996 and will be available
for draw down immediately thereafter.

Holy Sites Project Syndication
Islamic Investment Company of the
Gulf (Bahrain) has arranged a US $70
million facility comprising of a Master
Murabaha Financing Facility for purchase
of construction materials and Master Lease
Financing Facility for Capital Equipments
required for the Holy Sites Project. The
Facility was fully underwritten by IICG
Bahrain together with the following
institutions:
ABC Investment & Services Co (EC)
Bahrain ABC Islamic Fund EC, Bahrain
The Arab Investment Company SAA,
Bahrain Bank Ettamwil Tounsi Saudi,
TunisiaFaysal Islamic Bank of Egypt, Egypt
Islamic Development Bank, Unit
Investment Fund, Kingdom of Saudi Arabia
Islamic Investment Company of the Gulf
(Bahamas), Bahamas Kleinwort Benson
Limited, London Qatar International
Islamic Bank, Qatar United Bank of Kuwait,
London
The holy sites and this facility has
enabled IICG Bahrain to play an important
role by providing highly structured Multiple
Murabaha and Lease Financing Facilities
to the SBG which complies with the Islamic
principle of financing. The overall tenor of
both facilities is 4 years.
During the last two years, IICG Bahrain
has raised in excess of US $0.75 billion
under the Islamic Financing Syndication
Programme and it has been continuously
working on originating value structured
transactions.

The successful closing of the value
added transaction in the Kingdom of Saudi
Arabia is a tribute to the growing respect
and confidence which the International
Investors have continued to show in a
financing and Investment role which
Bahrain is playing as a leading financial
centre
IICGBahrain is currently at advanced
stages of closing othervalue added
transactions in the GCC states, Turkey,
Indonesia, Malaysia, Egypt, Pakistan and
other OIC Member countries.

Murabaha Financing Facility
for Metallgesellschaft Limited
IICG Bahrain has provided a shortterm Murabaha Financing Facility for
Metallgesellschaft Limited, London. The
Facility is jointly arranged by Kleinwort
Benson Limited and IICG Bahrain. The
Murabaha Financing supports the
purchase of base metals. The Facility is
fully underwritten by IICG Bahrain and
Kleinwort Benson Limited will also
participate.

Syndicated Lease Financing
Faclility to Daewoo
Corporation
Citibank International plc and IICG
Bahrain have jointly arranged a US$30
million syndicated Murabah Financing
Facility to Daewoo Corporation. The
Murabaha Financing Facilities has been
done through IICG Bahrain's agent, Saudi
Pak Industrial and Agricultural Investment
Company (Pvt) Limited. This facility is
for the purchase of construction materials
for the Lahore-Islamabad Highway and is
for a period of one year. IICG Bahrain is
the Lead Manager and Structuring Advisor
for the transactions.

Syndicated Lease Financing
Facility to PARCO
Pak-Arab Refinery Company
Limited (PARCO), has been provided a
syndicated Lease Financing Facility of
US $15 million by IICG Bahrain. The
Facility has been completed through IICG
Bahrain's agent, Pakistan Kuwait
Investment Company (Pvt) Limited. The
three year lease Financing Facility is for
the purchase and lease of
telecommunication systems, equipment
and vehicles.
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IRAN

The Sixth Conference on
Monetary and Foreign
Exchange Policies
Following the MBRI' s successful
Annual Conference on the monetary and
foreign exchange policies of Iran, and in an
effort to promote scholarly discussions. The
Sixth Conference on Monetary and Foreign
Exchange Policies of Iran, will be held in
Tehran on May 14 and 15, 1996.
Some of the topics that will be
discussed include; long and short term
effects of currrent foreign exchange policies
on non-oil exports in Iran; external
borrowing and its economic consequences,
the experience of the third world countries;
Usury and inflation, an analytical study;
and; Government budget deficit finance
and the possibilities of utilization of
financial market instruments in an Islamic
economy.

MALAYSIA

International Islamic Capital
Market Conference
The Securities Commission of
Malaysia is organising an International
Islamic Capital Market Conference from
21-22 March, 1996. This event is organised
to advance the development of Islamic
capital market institutions, instruments and
intermediaries, and to explore the role which
Malaysia can play as an International
Islamic Financial Centre. Over a period of
two days, the Conference will address
practical requirements of the capital market,
and promote Islamic modalities in the capital
market through the rich heritage of Fiqh
Muamalah.
There will be a special address;
"Islamic Capital Markets & The Global
Financial System" by YAB Dato' Seri
Anwar Ibrahim, Deputy Prime Minister
and Finance Minister of Malaysia. The
keynote address will be "Shariah and the
Development of Capital Markets" by Dr
Yusuf Abdullah Al-Qaradawi, Chairman
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of Shariah Board, Majestic Global
Investments Limited, Kuwait. Some of the
topics covered at the conference will be;
"Islamic Debt Securities & the Financing
of Development"; "Structuring Islamic
Asset-Backed Securities"; "Malaysia as an
International Islamic Financial Centre";
"Towards Islamic Mortgage PassThroughs".
Confirmed speakers include Duncan
Smith, United Bank of Kuwait; Justice
Taqi Usmani, Islamic Fiqh Academy,
Organisation of Islamic Countries; Stella
Cox, Kleinwort Benson; Rifaat Abdel
Karim, Accounting & Auditing
Organisation for Islamic Institutions,
Bahrain; Tan Sri Dato' Abdul Rashid
Hussain, Rashid Hussain Bhd, Malaysia.

SAUDI ARABIA

IDB Unit Investment Fund
Declares Successful Year's
Performance
HE Dr Ahmad Mohamed Ali, the
President of Islamic Development Bank
and Chairman of the Executive Committee
of the IDB Unit Investment Fund made a
press briefing about the Fund's performance
for the year ending 31st December 1995.
During this period, the Fund has proved to
be an effective vehicle for mobilizing
additional resources for the Bank for
fostering the economic development in the
IDB member countries. In this respect, Dr
Ali indicated that the Executive Committee
of the Fund has approved the Investment
and Marketing Plan of the Fund for 1996
which aims to float the second tranche of
the second additional issue of the Fund of
US $100 million. This would bring the total
funds under management of the Fund to US
$375 million by the end of 1996. He added
that the Fund floated its initial issue of US
$100 million in 1990 which was followed
by launching the Fund's 1st additional issue
of US $100 million in 1994. In view of the
over-subscription of 230% of the 1st
additional issue, the Fund's management
decided to increase the capital of the Fund
to US $500 million by floating its 2nd
additional issue of US $300 million to be

launched in tranches. The 1st tranche of
US $75 million worth of units were
floated in 1995 and a 2nd tranche of US
$100 million is planned to be floated
during 1996.

Banking & Trade

Dr Ali added that the Investment &
Marketing plan for 1996 also aims at
financing US $181 million worth of
projects during 1996, out of which US
$100 million will be used to acquire
assets from the IDB portfolio and US
$81 million are budgeted for direct and
co-financing investments in member
countries.

NBP Achieves Remarkable
Progress

Dr Ali also stated that the Executive
Committee of the Fund has discussed
and approved the Fund's annual accounts
and the auditors reports prepared by M/
S. Ernst & Young on the Fund's accounts
for the year ending 31st December 1995.
The report indicated that the Fund has
earned a net income of US $27.3 million
for the year ending on 31st December
1995, or 10.6% on the weighted average
Unitholders' contributions. He added that
aftermaking the appropriation for Capital
Preservation Account and Mudarib's
share, the net distributable income for
the year 1995 stood at US $23.2 million,
or 9.07% on the weighted average
Unitholders contributions. This is
compared to 7.68% for 1994, reflects an
increase of 18.1%.
Furthermore, Dr Ali stated that the
Fund is currently finalizing the process
of listing its Units at the Bahrain Stock
Exchange. In this regard, Dr Ali added
that the Fund has received the Bahrain
Monetary Agency's approval in principle
and a tentative approval of the Bahrain
Stock Exchange for listing the Fund
units. After the listing process is
completed, the Unitholders will be able
to trade their units in this Stock Exchange.
This will contribute to achieve one of the
objectives which the Fund is aimed to
accomplish i.e. the development of an
instrument for liquidity management of
Islamic banks and financial institutions
of member countries.
HE the President concluded his
speech by stating that the Fund, during
1995, approved a total amount of US $96
million for financing various projects in
the IDB member countries.

PAKISTAN

Hyderabad: National Bank of Pakistan
achieved remarkable progress in the
recoveries, profit earning, deposits,
investments and advances during 1995.
This was stated by the President of the
National Bank of Pakistan, Mr M B Abbasi,
speaking at a press conference here.
He said that the bank has recorded a
significant recovery amounting to a total of
Rs 3.2 billion, thereby registering a 106 per
cent increase over the preceding year.
The gross profit of Rs 4.8 billion
achieved by the bank during 1995 is yet
another record in the history of the NBP,
Mr Abbasi said.

SAUDI ARABIA

IDB to Finance Muslims
education and Health Projects
The IDB president recently stated that
Islamic schools, missionary societies,
education and health projects, vocational
training institutes and Muslim communities
around the world in general, will receive
financing assistance worth $205 million
from the Jeddah-based global Islamic
banking body.
Dr. Ahmed Muhammad Ali, the
President of the Islamic Development Bank
(IDB), after the 161st session of the board
of directors at its headquarters, said that the
bank has decided to distribute the amount
among its member countries and Muslims
in non-member states around the world.
Altogether, eight development projects
in eight countries, eight foreign trade
financing operations in six countries and 11
grants from the Special Account to ten
Muslim communities in non-member
countries have been approved by the bank's
board of directors.
The board also followed up
implementation prospects of the projects
financed earlier. It approved $75.3 million
for developmennt projects in the Kyrghyz
Republic, Gambia, Gabon, Senegal, Mali,
Jordan, Bahrain and Tunisia and eight

foreign trade financing projects in Egypt,
Morocco, Pakistan , Turkey and Tunisia.
Out of the 11 grants, a total of $249,000
will be given to two Islamic institutions in
the Indian states of Tamil Nadu and
Karnataka.
Sri Lanka will get a grant of $189,000
to purchase vocational training equipment
for 21 Islamic societies.
Papua New Guinea's similar project
will get $96,000 andGhana' s city ofTamale
$222,000.
Thailand's secondary school project
will be granted $145,000 and an Islamic
school and Islamic centre in the city of St
Louis in US is granted $224,000.
Venezuela's Muslim community is to
receive $173,000 to build and furnish
elementary and intermediate schools for
300 students.
For Islamic missionary work, IDB has
placed $812,000 for three projects in
Singapore, Kenya and Macedonia. The
Muslim Missionary School in Kenya will
be granted $300,000 while Kenya's Islamic
school will receive $222,000.
A grant of $290,000 to construct a
college for Islamic and oriental studies in
Skopje in Macedonia was approved in
addition to facilities to study Arabic for
Muslim students.
Saudi Arabia to Invest $17 billion in
Energy Projects Ryadh: Saudi Arabia plans
to invest $17 billion in energy projects
during the next five years, a study released
by the National Commercial Bank of Saudi
Arabia revealed.
This capital expenditure does not take
into account the $7.5 billion to be invested
in the petro-chemical sector by the Saudi
Arabian Basic Industries Corporation
(SABIC).
Most of this capital investment, some
$10 billion, will be devoted to electric
power projects with an aim of increasing
generation capacity to 30,000 MW by the
turn of the century from the current 21,000
MW.
The expenditure will be financed by
the increase in the electricity charges that
took effect at the beginning of 1995, which
will generate an annual income of $2.7
billion. A further $4 billion is to be spent on
increasing seawater desalination capacity
to 3 million items a day. In the oil sector,
priority is being given to the development
of the Shaybah field, for which $2.5 billion
has already been earmarked. This field is
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due to enter production in 1999 at a rate of
500,000 barrels per day of crude.

Saudi Consumer Goods Trade
Fair
A major new consumer exhibition to
cater to the fastest growing consumer
goods market in the Arab Gulf, the "Saudi
Consumer Goods Trade Fair '96", is set to
take place from 10-14 November at the
Riyadh Exhibition Centre.
Saudi Arabia is the world's largest
single consumer goods market and is
expanding rapidly. A third of the
population is under 15 years and more
than half are under 25 with a large
disposable income. Per capita spending
on consumer goods is double compared
with spending in Europe.
In Saudi Arabia, shopping has become
a social/recreational activity, particularly
among women. The Kingdom is now
experiencing a major consumer boom and
is witnessing the phenomenon of the
shopping mall, of which there are already
2,326 throughout the country. This has
also created a massive expansion of
franchise outlets.
The "Saudi Consumer Goods Trade
Fair '96" will feature all kinds ofconsumer
goods including consumer electronics,
fashion, giftware, interiors and leisure
goods. The exhibition will also be of
interest to interior designers/decorators,
as well as contract buyers for the
Kingdom's commercial sector, including
hotels, offices and residential buildings.

UK

Lloyds Bank Launches
"Electronic Cheque Book"
Lloyds Bank has joined forces with
Psion to pilot a hand-held "electronic
cheque book" which allows personal and
small business cutomers to conduct their
banking anytime, any place, anywhere.
Using a Psion 3a, customers can carry
out the following transactions 24 hours a
day, 365 days a year, from anywhere in the
world:
write and send "electronic cheques"
to anyone with an account in the UK
(credited same day if a Lloyds Bank
account), view statements, obtain balances
and forecast balances on upto four accounts,
pay bills and salaries electronically
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(credited same day if to a Lloyds Bank
account)
General financial information is also
available via the Electronic Cheque Book.
This currently includes business account
interest rates and exchange rates on a range
of popular currencies.
Information can be sent and received
on the Psion from anywhere in the world
using a portable Fax Modem, plugged into
any telephone socket. City Guide Pinpoints
Banking and Finance Contacts Banking
and finance in the city of London are
comprehensively covered in a new
directory just published in London.
"Oliver's Guide to the City of London" is
a 116-page register of all businesses and
professions operating wthin the city.
Separate sections for banking and financial
and investment services include listings
for commercial, development, investment,
merchant, private and overseas banks, as
well as clearing houses and agents, finance
companies and investment managers.
Specialists dealing with mergers and
acquisitions and venture capital are also
detailed.
The directory is a point of reference
for anyone needing banking or finance
services in the City or wanting to develop
a business relationship with its financial
world.
It costs just 15 per copy yet it lists
more than 4,500 companies with businesses
sub-divided into 398 categories so that
services are easier to trace. Company
names, addresses, phone and fax numbers
and a principle contact are shown. In
addition, the publishers, London-based
Business Directories, will also make data
available on computer disk for direct mail
and other uses. This is the 14th edition of
Oliver's and is for the first time printed in
a larger, A4 format. The publication will
from now on be published annually instead
of every two years. To purchase copies of
'Oliver's Guide to the City of London',
contact: Business Directories Ltd, 11
Blackstock Mews, Blackstock Road,
London, N4 2BT, Tel: 0171-359 4871,
Fax: 0171-3549539.

Unity Trust Bank Enters the
World of "Windows NT"
Unity Trust Bank plc has taken a lead
among UK banks in the march to "Windows
NT"; the new computer industry standard
winning world-wide acclaim.
Having previously shared the
mainframe resources of its main
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shareholder, the Co-Operative Bank plc,
Unity's management decided the time had
come for their own computer system.
Following a competitive tendering
search, Unity will be the first UK bank to
run all its operations; retail, commercial
and corporate on APAK's "Premier RFS",
the leading relationship finance system for
Microsoft Windows NT. APAK specialises
in computer systems for financial services
institutions.
"Premier RFS" is one of the first UK
banking systems to be fully operational
(both client and server) on Windows NT,
and designed specifically for true client
server computing.

ADB sets its sights on rich
Asian nations
Asia's richest emerging nations will
now have to increase their donations to the
soft-loan fund of the Asian Development
Bank, as western donors plan to reduce
their grants.
Donors recently met in Amsterdam to
start talks on the new replenishment round
of the bank's Asian development fund,
which is intended largely to reduce poverty.
In the previous round, in 1992, $4.2
billion (2.6 billion) was raised. South Korea
and Taiwan each donated $15 million,
Hong Kong gave $3 million and Singapore
nothing at all.
This year many western donors had
expressed their "strong expectation" that
these four countries would start paying
more, said Mr. Tadahiro Asami, ADB
teasurer.
However, bank officials admit
privately that the round may fail to equal
the 1992 effort.
Higher Asian donations would also
encourage the US to pay in full the $680
million it pledged in 1992, said Mr. Asami.
So far the US has fallen short, and other
western donors, whose payments are tied
to Washington's, have followed suit.
The ADB development fund has
received about $800 million less than the
amount pledged by donors in 1992. This
shortfall and the yen's rise has meant that
Japan, in effect, has provided 57 per cent of
the total 1992 replenishment.
The US Congress is proposing to
commit only $110 million to this year's
round, although that is regarded as
something of a triumph by the ADB, given

the Republican Party's onslaught on
overseas aid.
South Korea appears the most likely
of the Asian members to fill any void
created by a western shortfall; the ADB's
Korean governor has said his country
plans to give "substantially more".
Seoul spends 0.07 per cent of gross
domestic product on overseas
development aid, against an average of
0.35 per cent for nations in the OECD, the
group of rich countries which South Korea
expects to join next year.
Hong Kong and Taiwan have also
indicated they will give more. Bank
officials say these nations are keen to raise
their international profile to assert their
independence from China.
Singapore remains reluctant to
contribute, not least because it disapproves
in principle of cash subsidies.

DIVERSITY IS OUR STRENGTH
— our growth speaks for itself

Beximco's 18 Companies employing over 6,500 persons
having total turnover of Taka 2.5 billion and total assets
exceeding Taka one billion are engaged in industrial
manufacturing, construction activities and international
trading.
We are involved in marine food export, shrimp farming,
pharmaceuticals, agro-chemicals, garments, computers,
soil investigation, foundation and piling works, deep
tubewell drilling, bridges, superstructure and road
building, hydraulic structure and general construction,
besides being the world's largest jute yarn manufacturer.
We also handle over 3.5% of Bangladesh's total export.
We welcome co-operation with others for technological
joint ventures and for investment in new activities.

Contributors Welcomed
Readers, Scholars, Academics,
Banks and Corporations are invited
to contribute to New Horizon on a
regular or occasional basis.
We are looking for news and
views on current trends,
developments and initiatives in the
Islamic banking. finance and
insurance industries and related
fields including business,
management and marketing.
Discussions, lectures and
academic papers on theory. hi story,
future and latest jurisprudence
rulings concerning the same areas
and topics, are also welcomed.
Additionally we are interested in
corporate and business profiles;
reviews of books, reports and
seminars; and interviews.
Please write to The Editor, New
Horizon, ICIS House, 144-146
Kings Cross Road, London WC 1 X
9DH.
The editors reserve the right to
edit, abridge, or refuse publication
of any article ormaterial submitted.
The views expressed by
contributors are not necessarily
those of the Publishers or of the
Institute of Islamic Banking and
Insurance.
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