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tarting from scratch, Islamic banking has come a long way during the
past two decades. Today, well over a hundred Islamic banks and financial institutions are functioning not only in Muslim countries but also in
IS
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the west.
B AN KIN G
In its early days, Islamic banking was seen by many, including Muslims,
as a passing fad. But it soon earned a respectable place in the world of
an
finance, and several prestigious international conventional banks set up
OVERVIEW
in-house units working on Islamic principles.
Moreover, people of vision began to see the great future for this inherently
ethical financial system and began to take it seriously. A natural consequence of this was the emergence of a keen desire among the general public and professionals to study and understand various aspects of this fast
evolving system.
.1
This book has been specially produced to fulfil this need. It is an invaluable publication on the subject both for the lay reader and the professional ''' '
''— '
''''"' — ''''
Edited by Daphne Buckmaster, consultant to the Institute of Islamic Banking and insurance, it covers a wide
spectrum of topics relating to Islamic banking, and provides an excellent overview of the subject.
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The suggestion that different benchmarks, other than interest rates, should be used for different users of funds,
sounds suspiciously like a call for reform to a 'command
economy', a system which had manifestly failed, writes
Simon Devenish.
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13. The 1996 Dubai Islamic Banking & Finance Forum
HRH Prince Mohammed Al-Faisal Al-Saud, called for a
greater understanding of Islam as a prerequisite to better
and more responsible attitude towards peace and welfare
of mankind, writes Adeel Y Siddiqi.
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Faisal Finance Launches Adil Islamic
Growth Fund in Labuan
Geneva based Faisal Finance (Switzerland), a subsidiary of
Dar al-Maal al-Islami, in co-operation with Innosabah
Group Malaysia launched the Adil Islamic Growth Fund at
a high profile ceremony at Labuan, Malaysia on 23 October,
1996. The Federal Territory of Labuan is the latest
International Offshore Financial Centre (IOFC) in the
region, with a strategic location approximately 10 km
south-east off the coast of Sabah.
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A Model Islamic Bank is the Need of the Hour
Dr Shahid Hasan Siddiqui, Director General, Institute of
Islamic Banking and Insurance, has long been an advocate
of establishing a model Islamic bank. Improper implementation of government policies on Interest-Free banking in
Pakistan, mean that Islamic banking is too reliant on conventional operations. Dr Siddiqui urges corrective action.
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Comment on Shaikh Al-Azhar's Fatwa Against Life
Insurance
Life insurance policies can protect widows, orphans and
other dependants from unexpected financial risk. But if
conventional insurance policies are Haram, is there an
alternative? Mohammed Masum Billah discusses Shaikh AlAzhar's fatwa against life insurance policies. Billah argues
that Islam provides an alternative approach to life insurance that is interest-free.
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Institute of Islamic Banking & Insurance

"Once again the banking and finance community owes a debt to the Institute of Islamic Banking and
Insurance for sponsoring and publishing a valuable work on Islamic finance...
"It is good to read such a work which asks questions of the 'establishment', challenges its readers and also
provides some suggestions for change. The book conveys an air of frustration that so many questions and
answers exist, but the higher goals of an integrated system eludes Islamic banking for now.
"The stated aim is 'to give some idea of the present state of development of the main aspects of Islamic banking' and this is exceeded. It certainly helps to illuminate Mukarram Ali's comments in his introduction:
'we should not have any illusions about ,the tasks and challenges that lie ahead. The Islamic economic and
financial system is still evolving.'
"This book is a welcome addition to my own bookshelf"
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COMMENT

Has the Islamic Finance Market Truly Arrived ?
n the Comment column of the September time then the owner of the ox may expect to
1996 issue of New Horizon, Adeel Yousuf gain a higher reward than if there were 100
Siddiqi suggested that different bench- suppliers and only one farmer looking to rent
marks, other than interest rates, should be an ox.
The difference in these situations is one of
used for different users of funds.
perception
or belief. The Islamic belief is that
In the article he advocated some form of
national association, in conjunction with the money assets are in some way different from
national governments of each Muslim coun- physical assets, that an ox can be rented but
try, fixing benchmarks for different types of money cannot.
The concept of a rental cost for money in
users. This sounds suspiciously like a call for
reform to a "command economy", an eco- the commercial banking market is, in reality,
little different from the margin charged in
nomic system which has manifestly failed.
many Murabaha transactions.
First, let us establish
what interest rates are. They The concept of a rental cost Whilst the Murabaha margin is
represent an amalgam of
for money in the commer- justified by the Islamic bank taking the "economic risk" of buydomestic and international
cial banking market is, in
pressures, sometimes con- reality, little different from ing the goods, in practice the
bank's purchase and sale are
flicting. On the domestic
the margin charged in
market there is the marginal
many Murabaha transac- simultaneous.
The bank does not make a
balance between consumptions. Whilst the
tion and saving which fuels Murabaha margin is justi- speculative purchase of goods in
the hope of finding a buyer, it is
the supply of available
fied by the Islamic bank
money (taken in its widest taking the "economic risk" buying the goods to satisfy a
particular client's needs. In
sense). This is a function of
of buying the goods, in
addition, the concept of the
the "feel good" factor ( of
practice the bank's purbuyer's right of recourse to the
which we hear so much
chase and sale are
bank in the event that the goods
today in the British press)
simultaneous.
are faulty is often more heavily
which is simply journalistic
circumscribed
in a Murabaha
shorthand for rational
expectations of job security, inflation, taxa- transaction than is the case, say, of the
Consumer Credit Act.
tion, etc.
I believe that the true nature and integrity
On the international front overseas
of
the
Islamic finance system will be revealed
investors in, say, Sterling want to earn a
"good" return on their investment after costs not when central banks or governments start
of converting the matured investment back destroying competition by fixing benchmarks
into their own base currency. Together these for different users of funds but when Islamic
domestic and international forces create the banks offer costs/returns for the different
supply and demand which result in a market classes of users of funds that remain stable,
price for the rental of money - the interest irrespective of the changes in international
interest rates - and their client base continues
rate.
These concepts are no different from the to support them - then, and only then, can we
forces which affect, say, a farmer who wishes say with conviction that the Islamic finance
to hire a plough ox for the harvest. If there is market has truly "arrived".
Simon Devenish
only one ox available for the rent and there
are 100 farmers looking to rent it at the same
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Comment on Shaikh Al-Azhar's Fatwa
Against Life Insurance
Life insurance policies can protect widows, orphans and other dependants from unexpected
financial risk. But if conventional insurance policies are Haram, is there an alternative?
Mohammed Masum Billah discusses Shaikh Al-Azhar's fatwa against life insurance
policies. Billah argues that Islam provides an alternative approach to life insurance that is
interest-free.
life insurance policy is not
taken out to insure one's own
life but is a financial transaction undertaking a responsibility for
protecting widows, orphans and
other dependants of the deceased
(assured) from future unexpected
financial risk.
The conventional system, however, offers a life insurance policy which
may not be free from Riba (interest) or
some other elements which are not
accepted by Islam. Based on the
observation of life insurance under
the conventional system, many
Muslims, and even some Islamic
scholars, diametrically oppose the
idea of life insurance without offering
an Islamic alternative model, which
might meet contemporary Muslim
societies' expectations towards protecting those in need from unpredicted future financial risk.
Similarly, Shaikh al-Azhar recently claimed in a fatwa session that life
insurance was not lawful. His claim
was based on the grounds that it
involves, inter alia, the elements of
Riba, Gharar, insuring one's life etc.
Thus, he advised Muslims not to
make money through such an unlawful transaction.
In fact, the central idea of an
Islamic model of a life insurance policy is that it is not a policy to insure
one's own life but a financial transaction relying on the principles of mutual co-operation of undertaking a
responsibility towards safeguarding
widows, orphans and other dependants.
It does not involve the elements
of Riba nor Gharar but is operated on
the principles of Mudaraba, a technique which does not clash with the
principles of Mirath nor with the
principles of Wasiyah. Because, in an

A

Islamic system, the nominee or nominees are not absolute beneficiaries but
mere trustees who are under a duty to
obtain the benefits over the policy
and distribute them among the heirs
of the deceased (assured) according to
the principles of Mirath (inheritance)
and Wasiyah (bequest).

Sheikh al-Azhar, Al-Shaikh
Jad al-Haq Ali Jad
responded in a Fatwa
session on the position of

life insurance in the Islamic
Shariah, which appeared in
iSad111 islaini, July
1995, in the Fatwa column.
In his Fatwa, he establisher
that a life insurance policy
is prohibited in the Islamic
Shariah.
The Islamic Model

A model of a life insurance policy
under the Islamic discipline is quite
different from a conventional one. It
is financial transaction based on the
principles of Mudaraba financing, on
the principles of mutual co-operation,
undertaking a responsibility for safeguarding widows, orphans and other
dependants of the deceased (assured
policy-holder) from an unexpected
future material risk.
The nominee(s) in the life insurance policy, who is appointed by the
assured, is not an absolute beneficiary(s) of the policy but a trustee who
receives the benefits and distributes
them among the heirs of the deceased
(assured) according to the principles
of Mirath and Wasiyah.

If the assured is still alive upon
the maturity of the policy period, he
has a right to claim from the insurer
the paid premiums, plus a share of
the profits made over the paid premiums, plus bonus and dividends
according to the company's policy.
But if the assured dies at any time
before the maturity of the policy, the
claims of the nominee(s) includes the
paid premiums, the share of the profits made over the paid premiums,
bonus and dividends according to the
company's policy, plus a donation
from the company's charitable fund
according to the financial condition of
the beneficiary(s) of the assured.
As for the claim of benefits
against a life insurance policy, the
death of the assured does not necessarily need to be either natural or
accidental but can have any cause
(even be an unlawful death like suicide or being killed during the commission of a crime, etc.), so long as the
death of the assured is proved. This is
because the death of all creatures is
determined by-Allah (SWT) is in the
Holy Quran:
"No soul can die except by the permission of Allah (SWT), the term being
fixed (by Allah SWT)..." Quran 3:145
Moreover, for the commission of
suicide or any other crimes, the doer
him/herself is solely accountable to
Allah ( SWT). As Allah (SWT) ruled
in the Holy Quran:
"... they shall reap the fruit of what
they did, and you of what you do..." 2:134
Thus it does not mean that a criminal simultaneously will be accountable for his/her own wrongful act,
and will also be deprived of other
rights. It is a fundamental right of
everyone who lives in the society to
enjoy lawful transactions in business.
Such personal rights should be
New Horizon December 1996 3

exercised by everyone equally,
regardless of whether one is innocent
or criminal, so long as one enjoys the
rights within the law. Hence, this life
insurance policy is a transaction
whereby the assured's beneficiary(s)
should not be deprived owing to the
assured's criminal act ( i.e., commission of suicide, or getting killed during a wrongful act, etc.).
The agent in a life insurance policy is supposed not to be paid (salary)
out of the accord's premiums, because
he/she works for the company and
thus should be paid by the company.
For example, since a life insurance policy is based on the principle
of Mudaraba, the involved parties i.e.,
insurer, assured and agents share the
profits of the business which is partly
run by the assured's paid premiums.
Therefore the interest for the agents is
the share of the profits of the business, which is partly run by the
assured's paid premiums, plus a dividend and bonus according to the
company's policy.
As regards the insurable interest
in a life policy under the Islamic
model, the policyholder himself has
an insurable interest if he is still alive
upon the expiry of the policy period.
If the assured dies at anytime within
the policy period, the insurable interest is vested only in the heirs of the
assured according to the principles of
Mirath and Wasiyah.
Life Insurance: A Comparison of the
Conventional system and the Islamic
Model
The purpose of scrutinising this
point is to discover the basic contrast
between the conventional system of
life insurance and the Islamic model
of it. This is because some Ulema and
many Muslims have the impression
that a life insurance policy is totally
prohibited in Islam.
This misapprehension has arisen
from the model of the conventional
life insurance policy. Even though
both the conventional system and the
Islamic one are based on the notion of
life insurance, there are undoubtedly
several aspects whereby the two systems are in conflict in both principle
and practice.
I would, therefore, like to sum up
4 New Horizon December 1996

nee(s) of the life insurance policy is a
mere trustee, who is suppose to
receive the benefit of the policy and
distribute it among the heirs of the
assured according to the principles of
Mirath and Wasiyah.
(iii) The idea of a conventional life
insurance policy is that if the assured
dies at any time before the maturity of
the policy, the nominee(s) is entitled
to recover from the insurer the whole
amount agreed in the policy, while if
the assured is still alive upon the
expiry of the policy period, he is also
entitled to the whole amount agreed
einrni" in thepolicy plus the interest, dividends and bonus, subject to the company's policy.
On the contrary, in the paradigm
of an Islamic model of life insurance
policy, if the assured dies at any time
before the policy matures, the beneficiary(s) is entitled to claim from the
14 4k
insurance company the whole
indar
amount of paid premiums, the bonus
and dividends according to the compant
pany's policy and a share of profits
made over the paid premiums, plus a
1.111rt,stitalsibili
donation from the company's charitable fund according to the financial
ing zt,ttlates, orph
status
of the beneficiary(s) (i.e., if the
other dependant'
beneficiary(s) is financially in good
deOased (assured tii)
condition the amount will be lesser,
holder) from an tillexpeo..
but if the beneficiary(s) is financially
weak and unstable the amount could
future inn feria!
be bigger).
Such a transaction is considered
(ii) In the conventional system of mutual co-operation for the welfare of
life insurance, the nominee(s) is an the helpless people in society, and it is
absolute beneficiary(s). Suffian J in Re thus in line with the Quranic princiMan bin Millat, gave the verdict that ple. Allah (SWT) says:
nominee(s), inter alia, in a life insur"...cooperate among yourselves in
ance policy takes absolutely and righteousness and piety..."
exclusively the benefits of the policy.
However, in the case of the
In contrast, the nominee(s) of a assured being alive upon the expiry
life policy under the Islamic model is of the maturity period, the assured is
not an absolute beneficiary(s), but a entitled to claim from the company
mere trustee who is in a position to the whole amount of paid premiums,
receive the benefits of the policy on a share of the profits made over the
behalf of the assured's heirs and dis- paid premiums according to the printribute it among them according to ciple of Mudaraba and dividends
the principles of Mirath and Wasiyah. according to the company's policy.
(iv) In the operation of a life
In Karim Vs Hanifa, the High
Court of Karachi ruled that the nomi- insurance policy under the convennees(s) in a life insurance policy is tional system, the payments for the
more than an agent. The National agents are to be paid out of the
Council of Muslim religious Affairs in assured's paid premiums. Whereas
Malaysia also issued a Fatwa to the under the Islamic model of a life
same effect in 1979, that the nomi- insurance policy, the agents work for
the basic contrasts between them,
which may enable us to grasp the
nature of the Islamic model of a life
insurance policy as an alternative to
the one in practice under the conventional system. The basic contrasts are
as follows:
(i) A life insurance policy under
the conventional system revolves
around the element of Riba, whereas
an Islamic model of a life insurance
policy is totally free of Riba being
operated on the principles Mudaraba
financing.

the company and thus should be paid
by the company itself. This means
that the payment for the agent could
include a share of the profits made
over the paid premiums, plus dividends and bonuses according to the
company's policy.
(v) As regards the insurable interest, under the conventional system, it
is to be paid to the policy-holder himself should he be alive upon the
expiry of the policy period. But in the
case of the death of the assured within the period, the insurable interest is
to be paid to husband or wife, parents
or children, benefactor or beneficiary
or servant, company or director,
trustee or employee, partners, mortgagor or mortgagee.
In contrast, under the Islamic
model, the insurable is to be paid to
the assured or to his heirs, according
to the principles of Mirath and
Wasiyah.
The Recent Fatwa By
Shaikh Al-Azhar:
Sheikh al-Azhar, Al-Shaikh Jad alHaq Ali Jad al-Haq, responded in a
Fatwa session on the position of life
insurance in the Islamic Shariah,
which appeared in Al-lqtisadul Islami,
July 1995, in the Fatwa column. In his
Fatwa, he established that a life insurance policy is prohibited in the
Islamic Shariah. His claim was based
on the following grounds:
(i) In the light of the principles of
the Islamic Shariah, no one may
insure others' wealth or property
unless there is a fear of unjust enrichment, loss or destruction. In a life
insurance policy, these three circumstances are not available. Moreover, a
life insurance policy involves the elements of Riba and therefore is not
allowed in Islam.
(ii) A life insurance policy is a
policy which ensures one's life, and
thus it is not permissible in Islam.
(iii) A life insurance policy
involves the elements of Gharar
(uncertainty). A transaction which
involves Gharar is not valid in Islamic
Shariah and therefore life insurance is
unlawful.
(iv) Moreover, he went on to say,
a life insurance contract involves not
mutual co-operation, but unlawful

elements, and if contract involves
such elements it is null and void
according to the Hadith:
"Muslims are bound by contractual
conditions, except where they prohibit the
permitted or permit the prohibited"

Finally, he advised Muslims that
they should not take out a life insurance policy, because obtaining money
from such a policy is Haram.
Comment on the Fatwa
Sheikh Azhar Al-Shaikh Jad alJad Ali Jad al-Haq, has acknowledged

This misapprehension has
arisen from tile model of
the conventional life insur.1
ance policy. Even though
both the conventional sYstem and the Islamic one are
based on the notion of life
insurance, there are
undoubtedly several aspects
zollereby the two systems
tire in conflict in both
principle anti practice.

ance policy is a compensation for any
loss incurred by the assured, not a
profit nor a gain in betting. Hence a
life insurance policy is not contrary to
the Shariah discipline.
(ii) A life insurance policy does
not involve elements of Riba but is a
financial transaction based on the
principles of Mudaraba financing
relying on the principle of mutual cooperation, which is justified by
Quranic sanction. Allah (SWT) says:
"...cooperate ye with one another in
righteousness and piety." Quran 5:2

(iii) A life insurance policy does
not insure one's life but is a mutual
financial transaction for the welfare of
orphans, widows and other dependants. Such an initiative is, in fact
entirely justified by the following sayings of the Holy Prophet (SAW):
"Narrated by Sahal bin Sa'ad, the
Holy Prophet (SAW) said, I and the person who looks after an orphan and provides for him will be in paradise" Sahih

al-Bukhari., op. cit., No 34
"Narrated by Huraira, the Holy
Prophet ( SAW) said, whosoever takes an
initiative (towards the welfare of) one's
financial difficulties, Allah (SWT) will
lighten his difficulties in this world and
in the hereafter." Sahih Muslim at

supra 60
"Narrated by Safwan bin Salim, the
in a Fatwa session recently that a life
insurance policy is, in the light of Holy Prophet (SAW) said: the one who
Shariah, unlawful (Haram). His rea- looks after and works a widow or for a
son for such a decision was based on poor person is like a warrior fighting for
few grounds (as mentioned earlier). the cause of Allah (SWT) or like a person
In this section, however, I would like who fasts during the day and prays
to offer a humble response to the rea- throughout the right." Sahih al-Bukhari
sons that the honourable Shaikh has No 35
"Narrated by Saad bin Salim Abi
put forward as a basis in opposing the
Waqqas, the Holy Prophet (SAW) said it
validity of life insurance policies.
(i) In the Shariah discipline no is better for you to leave your off-spring
one has a right to insure another's wealthy than to leave them poor, asking
property unless there is a fear of others for help." Ibid No 725
(iv) A life insurance policy does
unjust enrichment, loss or destruction. In a life insurance policy, the not contain any element of Gharar
insurer insures a benefit over the paid (uncertainty). The assured believes
premiums (paid by the assured) for that the subject matter of life insurthe welfare of the beneficiary(s) of the ance is his death, which is certain, and
assured for an unexpected event of not Gharar (Quran 3:145). Moreover,
assured's death (loss of life) and also the benefits over the policy in considfor the fear of the loss of the beneficia- eration of the paid premiums are also
ry's(s) material stability upon the available, which is certain according
to the principles of Mudaraba, and
death of the assured.
In all situations, the life insurance thus there is no element of uncertainpolicy contains an element of loss. ty in it. Hence the misconception that
Abu Jai has pointed out that an insur- a life insurance policy involves an eleNew Horizon December 1996 5

ment of Gharar is easily refutable.
(v) A life insurance contract
involves elements such as Gharar (i.e.
gambling)„ Riba, etc., which make it
unlawful according to Shaikh al Azhar. But it is, in fact a mutual financial contract which is free from the
above unlawful elements (as proved
in the earlier discussion). Therefore, it
is binding, as justified by the saying
of the Holy Prophet (SAW):
"Muslims are bound by contract,
except one which prohibits the permitted
or permits the prohibited." Sunnah AlTirmidi
Based on the above comment, I
would like to submit that the Shaikh
al-Azhar's advice to Muslims not to
take out a life insurance policy
because it is unlawful, is debatable,
and therefore, I sincerely hope that
the Muslim Ummah may not be confused but will understand the clear
concept of the validity of life insurance, which may enable them to
apply it accordingly and gain rightful
benefit from it.
Further Remarks

From the text of the Fatwa, it has
been observed that, in opposing the
validity of life insurance policy, the
Shaikh al-Azhar gave a few reasons
which are surely not applicable to an
Islamic model (Mudaraba-based) life
policy. But there are some objections
to the conventional one. Hence:
(i) Riba is not present in an
Islamic model but is in a conventional
one;
(ii) Gharar does not exist in a life
policy because the subject matter and

object of the policy are certain. The
subject matter of a life policy is the
death of the assured which is certain,
while the object of a policy is to cooperate with each other, which is not
vague at all;
(iii) A Life policy does not mean
to insure one's life;
(iv) It is not an unlawful transaction.
Thus, it is not valid for the Shaikh
al-Azhar simply to consider a life policy unlawful judging by the conventional practice, while failing to consider an alternative model of a life policy
based on the Shariah.
Suggestions

A life policy contributes to the
individual as well as the family which
is saved from being victimised by an
unexpected material risk resulting
from the assured's death. Hence to
enable the Muslim Ummah to be benefited by an Islamic model of a life
policy, the following suggestions are
proposed:
(i) It is humbly suggested that
Muslims scholars who oppose the
validity of insurance, may make it
clear that they are opposing the one
practised under the conventional
principle only. But simultaneously,
they should also present an alternative model of Islamic life insurance
which would meet the contemporary
Muslim society's need of having a life
policy;
(ii) To present an Islamic model of
a life insurance policy, it is necessary
to deepen our research skills and
search for the relevant provisions on

BSCR IB

mutual co-operations, Mudaraba and
social security from the Quran, the
Sunnah and other sources of Islamic
law, specially the doctrine of Masalih
al-Mursalah, which may justify life
insurance specially for the economic
benefit of the contemporary Muslim
Ummah. Mufti Mohammed Shafi,
suggests that "it is also the responsibility of the religious scholars to
study these problems and come up
with practical solutions".
Aspirations:

Indeed, the life insurance policy
under the conventional system could
not be lawful in the sight of the
Shariah, owing to its involvement of
certain unlawful elements like Riba,
compulsory nomination clauses, etc.
But it is unfair for some Islamic scholars to oppose it generally, without
mentioning an alternative model
under the Shariah discipline.
A life insurance policy is necessary for safeguarding one against
financial risk. Thus an Islamic model
of life insurance is suggested which is
based on the principles of Mudaraba
financing, which is different from the
conventional one, for the benefit of
the Muslim society.
It is sincerely hoped that Muslim
scholars will not neglect the life policy
but open their mind and use their
research skills to come up with a
more constructive and comprehensive
model of a life policy based on
Shariah principles, so that the contemporary Muslim may benefit from
it.
E
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A Model Islamic Bank is the Need
of the Hour
Dr Shahid Hasan Siddiqui, Director General, Institute of Islamic Banking and Insurance, has
long been an advocate of establishing a model Islamic bank. Improper implementation of
government policies on Interest-Free banking in Pakistan, mean that Islamic banking is too
reliant on conventional operations. Dr Siddiqui urges corrective action.
he recommendations submitted
by the Council of Islamic
Ideology in 1980 for the elimination of interest from the banking
system of Pakistan, clearly stated that
the ideal alternatives to interest are
Profit and Loss Sharing (PLS) and
Qard al-Hassana.
It was however, recognised that
large scale financing on the PLS system of Islamic banking could pose
serious risks and hazards due to the
prevalent standard of morality, and a
host of other reasons including the
lack of proper legal framework to
support the new system.
The Council therefore recommended that some other modes of
financing including leasing, hire purchase and Bai Muajjal, should also be
adopted by the banks in Pakistan for
a transitory period along with financing on PLS basis.
The Council had however, hoped
that these methods will not be used
for opening a back door for the continuation of interest-based transactions and had accordingly desired to
ensure that PLS system should be
gradually expanded while other
modes should be reduced and kept at
minimum level.
The Council had also emphasised
upon the government to initiate reformatory measures for moral building
and eradication of false values of life
which would pave the way for transforming the entire economic system
in accordance with the Islamic vision.
The Government generally,
ignored these recommendations in
their future policy decisions. The then
Federal Minister however, announced
in his budget speech on 14 June, 1984
that interest would be completely
eliminated from fresh domestic operations by 1 July, 1985.
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In pursuance of this announcement, the State Bank issued necessary
circulars to all the banks in Pakistan
on 20 June, 1984 under the caption
Elimination of Riba from the Banking
System. It laid down that from 1 April,
1986, all financing provided by the
banks would be on the basis of any of
the 12 permissible modes of financing
which were duly specified.

It will therefore, be seen
that by enforcing compromised modes of financing,
the State Bank and
Gaverraarrcatt of Pakistan
have not only deviated from
the recommendation of the
Council but have also
subordinated Sharjah to
man-made laws. The result
is that the new system
adopted under the banner of
Islamic banking has become,
even more exploitative than
the interest-based system.
State Bank termed this as a "shift
over to the Islamic Modes of
Financing". These modes included
loans with a service charge, Mark-up,
Leasing Hire Purchase, Musharaka,
Mudaraba and Equity participation
etc. Some of these modes were unfortunately a clear deviation from the
recommendations of the Council.
If we carefully examine the
modus operandi of the modes
referred to above, we will find that
some of these resemble interest while
others, although they can be termed
as Riba-free, cannot be expected to

contribute to the achievement of the
socio-economic objectives of Shariah.
The fact however, remains that in
most of these modes, risks are practically not shared by the banks in the
ratio of funds employed in the business.
While some of these modes could
have been permitted as transitory
measures, it appears that the banks
have sheltered themselves in a comfort zone by persisting with the
modes of financing against which
genuine reservations about their permissibility, exists in Shariah law. The
element of interest has therefore, been
creeping into the new system and has
also been allowed to be perpetuated.
It will therefore, be seen that by
enforcing compromised modes of
financing, the State Bank and
Government of Pakistan have not
only deviated from the recommendation of the Council but have also subordinated Shariah to man-made laws.
The result is that the new system
adopted under the banner of Islamic
banking has become even more
exploitative than the interest-based
system.
Under the interest based system
in the 1980s, the savings bank account
holders in Pakistan were being paid
interest of about 8 per cent per annum
whereas the normal interest rate
charged by banks on advances was 14
per cent per annum, leaving a spread
of 6 per cent to the banks.
Under the Islamic banking system, banks in Pakistan are presently
paying an average return of 9 per cent
per annum to savings bank depositors, whereas banks are normally
charging a mark-up of over 19 per
cent per annum from borrowers. The
spread of banks has therefore
increased from 6 per cent per annum
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under an interest-based system to
over 10 per cent per annum under an
Islamic banking system. This spread
is higher than the spread of banks in
most countries of the world.
On the other hand, depositors
who used to get a positive real rate of
interest on their deposits, (interest
rate adjusted for inflation, then prevalent) are now getting negative average real rate of return of about 8 per
cent per annum (after adjusting for
inflation of 17 per cent per annum
withholding tax on the amount of
return).
It is also interesting to note that
while the depositors continue to get a
negative real return from banks, the
borrowers are practically paying an
average real rate mark-up of a mere 2
per cent per annum to banks. It will
therefore, be appreciated that all this
is nothing but injustice which is strictly prohibited in Islam. The worst part
of this is that all these injustices are
continuing unchecked under the
cover of the Islamic system of banking.
In this connection, it is also
important to keep in mind that Islam
has prohibited interest as it amounts
to injustice and exploitation. The Holy
Quran says:
"And give up what remains of your
demand for Riba" (2: 278)
and verse (2:279) says:
"Deal not unjustly and you shall not
be dealt with unjustly".
It is therefore obvious that the
present unjust system which is
becoming more and more exploitative
cannot be termed as an Islamic system of banking.
The position now is that the bulk
of financing by banks in Pakistan is
being done on a mark-up basis which
is nothing but interest. Furthermore,
there seems to be no possibility that
banks will be allowing any significant
financing on a PLS basis in the foreseeable future.
The depositors, on the other hand
are not being paid profit on an equitable and just basis. Under the
approval of the State Bank, banks in
Pakistan have also designed schemes
wherein pre-announced higher rates
of return are offered to big depositors
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even for deposits of shorter tenure.
The privileged class are therefore
being favoured, whereas the majority
of the 31 million depositors continue
to be exploited by banks under the so
called "PLS System of Islamic
Banking", by paying comparatively
lower rates of return.
The Commission for Islamisation
of the economy practically exists just
as for the namesake, as it is not playing any significant role in fulfilling
it's responsibilities. The Federal
Shariah Court and Shariah Appellate
Bench of the Supreme Court of
Pakistan are have also practically
ceased functioning for the last so
many years.

The Judgement given by the
Federal Shariah Court headed by
Justice Dr Tanzil-ur-Rehman on 14
November, 1991 was a mile-stone in
the history of Islamic banking in
Pakistan, but petitions have been filed
against this verdict, having thus
locked it up in the legal process for
many years now. This has virtually
halted the process of Islamising the
bank system in Pakistan.
The Council of Islamic Ideology
has also practically done nothing during the last few years towards the
Islamisations of the banking system in
the country. The Chairman of the
Council of Islamic Ideology in a

speech at State Bank in March 1995
chose to raise doubts about the prohibition of interest in Islam.
This seems to be an attempt at
possible reversal of the process of
Islamisation of the banking system in
Pakistan. The commercial banks, on
the other hand, have chosen to remain
in the comfort zone by resorting to
the mark-up system for the bulk of
their financing and have persisted
with some other modes of financing
which are not compatible with
Shariah.
It is therefore, my belief that if the
present sad state of affairs is allowed
to continue, even many innocent
Muslims may develop doubts about
the feasibility, practicability and usefulness of the "Islamic system of
banking".
During the last few years, a number of Western bankers and journalists have posed a the rather cynical
question about what the real difference between the interest-based system and it's Islamic counterpart, as
being practised in some Muslim countries like Pakistan, actually is.
However, even they concede that the
PLS system of Islamic banking, if
practised in earnest, could ensure
socio-economic justice across the
globe.
It is important to keep in mind
that the Islamic banking system in
totality cannot be enforced in isolation. The three pre-requisites for the
successful implementation of Islamic
banking are: (a) reformation of society
(b) re-structuring the economic system and (c) re-framing the laws
according to the dictates of Islam.
This will obviously take a long time,
even if meaningful efforts are now
initiated in this direction.
The "interest-free modes of
financing" were introduced by the
State Bank from 1 April, 1985, but we
find that in many of these modes only
the term 'interest' has been replaced,
and nothing much has changed in
reality.
The new system has in fact
become more exploitative and unjust
than the earlier system. There also
seems to be no hope of any improvement in the coming years. In view of

the policies of the government, the
banks in Pakistan have also generally
lost interest in the Islamic system of
banking and the process stands
frozen.
As mentioned earlier, the Council
had recommended some modes of
financing as a replacement for interest-based transactions only for an
interim period, and had opposed the
opening of separate interest-free
counters in banks as, according to
Council, such measures were likely to
entail perpetuation of the interestbased system.
It has now become clear that the
modes of financing enforced by the
State Bank of Pakistan have in fact
perpetuated the interest-based system
in Pakistan, albeit with a change in
name.
In retrospect it would certainly
have been better to open the separate
interest-free counters at interest-based
banks, than to enforce and persist
with the interest-based system
through the back door. This at least
would not have tarnished the image
of the "Islamic system of banking".
There is therefore, an urgent need
to take some effective steps to remedy
the situation as it becomes clear that
otherwise irreparable damage will be
inflicted to the cause of the Islamic
system of banking, if the present state
of affairs is allowed to continue for an
indefinite period.
In view of the position explained
above, it is my considered opinion
that under the present circumstances
a viable option is to establish a model
Islamic bank in Pakistan. The
Proposed Bank would be a scheduled
commercial bank which will accept
deposits/investments on PLS basis
only and would allow financing on
PLS basis strictly according to
Shariah.
While the objective of the bank
would be to earn a profit, it would
identify with the Shariah as regards
objectives, principles, practices and
operations. The proposed Bank
would undertake all normal banking
business as is done by interest-based
banks but the provisos of Shariah
would be kept in view at all times.
The depositors/investors assuming

responsibility for sharing in losses, if
any, could reasonably hope to get a
comparatively higher rate of returns
as compared to returns offered by
other banks in the country.
The following submissions briefly
cover the feasibility and initial
thoughts on the proposed Model
Islamic bank.
(a) There are large number of people in Pakistan who have been placing their deposits with banks in current accounts as they don't even consider profit declared by these banks to
actually be Halal. These persons
would initially be contracted for
mobilising deposits/investments for
the proposed bank as well as for providing financing, judiciously and on
merit.

There is therefore, an urgent
need to take some effective
steps to remedy the
situation as it becomes
clear that otherwise
irreparable damage will be
inflicted to the cause of the
Islamic system of banking,
if the present state of affairs
is allowed to continue
an indefinite period.
The total deposits of all the banks
in Pakistan are presently about Rs750
billion ($22 billion) whereas total
advances are about Rs450 billion ($13
billion). The proposed Model Islamic
Bank would be targeting only about
one per cent of the total deposits and
financing in the country in first few
years of its operations which would
give the bank sufficient profit right
from the first year of its operation to
enable it to pay higher returns to
depositors.
(b) The sponsor/directors of the
proposed Islamic Bank should be
Muslim scholars, jurist, businessmen,
chartered accountants, economists
and bankers. All these persons should
be men of integrity and of honest reputation. They should also have an
unshakeable faith and commitment in

the Islamic banking system and
should have a good working knowledge of its principles and procedures.
These persons would be expected
to take up this challenging assignment for the pleasure of Allah, and
for proving that Islamic banking in its
totality is not only workable but will
also pay rich dividends to all those
who deal with the bank.
(c) The proposed Islamic bank
would accept deposits/investments
on a profit and loss sharing basis, and
would also allow financing on this
basis. The operations of the proposed
bank will be supervised from the
Shariah point of view by a board of
religious scholars.
(d) The proposed bank would
develop risk-bearing but competitive
products for deposits mobilisation
wherein depositors are given reasonable assurance of higher returns and
safe-guards. This bank would also
develop innovative but competitive
products for financing which are
compatible with Shariah and also
cater to the needs of traders and
industries etc., in the complex modern
world which is ever-changing.
(e) The above proposal would be
circulated for views comments and
suggestions of various experts, businessmen, industrialists, trade organisations and general public. The views
and comments received would be
kept in view while formulating a
future course of action.
It is sincerely believed that the
proposal of a Model Islamic Bank is
not only feasible but is the need of the
hour. The bank could in the long run
also provide a model for other Islamic
banks operating not only in Pakistan
but even in out countries.
The Institute of Islamic Banking
and Insurance, which is one of the
four major organisations of the world
which is actively engaged in research
and development in the field of
Islamic banking, would be only too
happy to provide all the possible technical help in the establishment of the
proposed Model Islamic Bank, on the
basis of their expertise on the operations of Islamic banks and financial
institutions world-wide.
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Faisal Finance Launches Adil Islamic
Growth Fund in Labuan
Geneva based Faisal Finance (Switzerland), a subsidiary of Dar al-Maal al-Islami has, in
co-operation with Innosabah Group Malaysia launched the Adil Islamic Growth Fund at a
high profile ceremony at Labuan, Malaysia on 23 October, 1996.
he Adil Islamic Growth Fund is
the first Islamic unit trust fund
to be registered in the federal
territory of Labuan, Malaysia's
International Offshore Financial
Centre. Adil is the acronym for
Amanah Dar Al-Maal Islami Labuan.
Adhering strictly to the principles
of Shariah, the Adil Fund seeks to
provide an alternative investment
vehicle for the Muslim Ummah. The
joint co-ordinators of the fund are
Faisal Finance (Switzerland) SA (FFS),
and Innosabah Securities Sdn Bhd
(ISSB), whilst Crosby Asset
Management Limited is the investment advisor to Adil.
The fund will target investment
into East Asian countries in accordance with Islamic principles applicable to investment by investing only in
stocks considered halal by the
Religious Supervisory Board of the
internationally-recognised Islamic
financial institution Dar Al-Maal AlIslami (DMI) Trust group.
According to Innosabah Securities
Sdn Bhd, the distributor of the fund,
there are over 300 halal companies
listed on the KLSE in which the fund
would initially invest in.
Adil is hailed as a virtuous effort
that brings Labuan closer to establishing itself as the leading global Islamic
financial centre. For the Ummah
world-wide, Adil represents the
dawning of another innovative
investment opportunity. Investors
into Adil can seek a portfolio that is
unlike conventional funds, is an alternative mechanism and product, and
be safe in the knowledge that the religion of Islam does not penalise
against profitability.
In his inaugural address Datuk
Abdul Ghapur Haji Salleh, deputy
Chief Minister and Minister of
Finance of Sabah, said that the
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launching of the Adil fund is very sig- investors also have the option to trade
nificant for Labuan since it will be the in securities via a system based on
first Islamic unit trust fund to be Islamic principles through no less
launched from the island making it an than four stockbroking houses which
important milestone in the history of offer such facilities."
the offshore centre.
Both Islamic banking and securiHe congratulated Faisal Finance ties trading operate in parallel to existand Innosabah Group on the launch ing conventional schemes and thereof the fund saying that this was an fore provide a wider alternative for
example of a successful international local investors especially those who
co-operation.
prefer Islamic-based financial systems.
"Apart from its geographical and Malaysia has developed its own
political advantages, Labuan offers expertise in the Islamic financial and
tax incentives
and is regulated
by various but
flexible offshore
bills and acts
which are preemptive to make
it a financial
haven," he said.
But he added
that: "Labuan is
merely
not
another haven,
but it is an offshore centre
designed to rival
Dr Awang Adek Hussin
the best and it
aims to become the premier centre for capital market, and it is this expertise
Islamic financial activity.
which may form the base for the
"The global Muslim fund pool is expansion of this alternative globally.
estimated at approximately US$120
In his speech at the ceremony,
billion world-wide which provides which was attended by a large numthe island with a vast opportunity to ber of corporate leaders and bankers,
forge its own market niche."
Muazzam AIL vice chairman, DMI,
"Malaysia is already known for said that the establishment of the Adil
its commitment towards developing fund marks a major step on the part
an Islamic capital market as can be of Faisal Finance to enter the East
seen through the accomplishment of Asian area through participating in its
Bank Islam Malaysia Berhad," he con- investment activities.
He said: "we are very glad to be
tinued.
"The implementation of interest- able to take part in the fast expanding
free banking facilities by domestic economy of this region. The economic
banks across the country is another and political stability enjoyed by the
example of the tremendous develop- region is expected to propel the East
ment in this area. In Malaysia Asian countries into the 21st century."

"Confident with the region's economic prospects," he added, "it is
therefore, our intention to explore
more business opportunities here and
expand our investment and financial
products and services to this part of
the world.
"In regards to this the Adil fund
could be considered as the prelude to
our intentions. We are also confident
of Labuan becoming an international
offshore financial centre to be reckoned with."
He said that the novel ambition
by the Malaysian government to
make Labuan a centre for Islamicbased offshore investment, is significant as it will open avenues for
Muslim investors world-wide who
seek halal investment.
He said: "at present the Muslim
funds, estimated at more than US$120
billion are placed in the Western
countries specially in the United
Kingdom and United States. Adil
fund, therefore, provides Muslim
funds an alternative domicile for their
investments."
In his speech on the occasion Dr
Awang Adek Hussin, Director
General Labuan Offshore Financial
Services Authority said that the
launching of the Adil Fund would
hopefully pave the way for more
Islamic financial services to be developed and marketed out of Labuan. He
also disclosed that an International
Conference on Islamic finance is being
planned on an annual basis to be held
in Labuan.
"To ensure success we need to
garner available resources particular
among the Islamic organisations to
collaborate and undertake Islamic
financial services," he said.
"Arrangements such as this
which lead to the establishment of
Adil Fund are indeed encouraging.
They bring together prominent
experts in different fields across continents to forge a strong alliance and
offer a focused Islamic product.
"While we applaud Adil(L) Ltd in
its worthy effort to launch its Islamic
Fund out of Labuan, I hope other
organisations will follow this fine lead
to arrange other similar financial services to be launched in Labuan.

FEATURE
"International collaboration is
particularly relevant and may even
be necessary in the offshore environment as investors increasingly adopt
a global outlook and the market is
fast collapsing into a large financial
village," he said.
In his speech Faidzan Hassan,
Director Innosabah Equity Trust(L)
Ltd said that the launching of the
Adil fund marks another important
milestone in the history of Innosabah
group.
"The Adil Fund," he said "is a
testimony of our commitment and
confidence in making Labuan a centre for Islamic investment and financial products." He believed that
Labuan is rightly and strategically
positioned to become a market leader
specialising in Islamic offshore products to tap the huge Muslim capital
market world-wide.
The fund will be managed by
Adil (L) Ltd, an offshore company
incorporated in Labuan in May this
year, which has an authorised and
paid-up capital of US$1 million
(RM2.5 million) and US$50,000
(RM1.25 million) respectively.
It will be distributed through the
listed Innosabah which is the only
licensed stockbroking company in
Sabah, Faisal Finance (Switzerland)
S.A. (FFS) and Crosby Investment
Services Ltd, a member of Crosby
Group engaged in the provision of
investment advice and brokerage ser-

vices to individual and institutional
investors, principally in Asia.
Faisal Finance (Switzerland) was
established as a finance company in
Geneva in March 1990 and is whollyowned subsidiary of Dar al-Maal alIslamic (DMI) SA. It has a paid up
capital of SFR12.5 million. On 31
December, 1995, Faisal Finance had
an authorised capital of SFR20 million.
It offers sophisticated private
banking services including portfolio
management and other financial services to high-net-worth individuals,
commercial companies and financial
institutions. The company's comprehensive range of investment and
financial services are comparable
with those of the traditional Swiss
banking industry and entirely in
accordance with the principles of
Shariah practice.
Strategically located in the city of
Geneva, a key business centre in
Europe, FF works in close collaboration with the network of DMI group
of companies and banks which are
located in various parts of the world
as well as with other Swiss and international banks.
The local collaborator in the venture, the Innosabah Group, is one of
the leading investment service
providers of the area. Its business
interests range from stockbroking
and offshore finances to property
development.

What the Fund Offers
he fund is designed to offer the
investor the following advantages:
1. Opportunity to invest in a taxefficient location in US dollar denomination in accordance to the principles of the Shariah.
2. Professional management from
the Manager and the Investment
Adviser, providing tested expertise
in managing funds in the Asian market.
3. Led by a trusted industry
leader in investment management,
Faisal Finance (Switzerland) SA
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(FFS), which has established its position in Europe and the United States.
This is the first fund that FFS is establishing in the fast growing Asian
region.
4. A prudent investment philosophy through a long term investment
strategy targeting fundamentally
sound stocks in the various Asian
bourses.
5. Access to the booming
economies in Asia such as Malaysia,
Singapore, Hong Kong, Taiwan,
Indonesia and China.
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Labuan International Offshore Financial Centre

T

he Federal Territory of Labuan
is the latest International
Offshore Financial Centre
(IOFC) in the region. Labuan's strategic location being approximately 10
km south-east off the coast of Sabah
and equidistant from Bangkok,
Jakarta, Kuala Lumpur, Hong Kong,
Manila and Singapore, encouraged the
Federal Government of Malaysia to
develop this small island into an IOFC.
The island was declared an IOFC on
the 1st of October 1990 and to date
there are 602 offshore companies registered in Labuan which include 49 offshore banks, offshore insurance companies and 13 trust companies.
Committed to the development of
Labuan as the premier IOFC in the
region the government has ensured
the necessary infrastructure, both reg-

ulatory and physical, is in place. In
February 1996, the passing of the
Labuan Offshore Financial Security
Act led to the establishment of the
Labuan Offshore Financial Securities
Authority (LOFSA) which was
formed as a one-stop agency under
which the regulatory framework of
the offshore centre has been rationalised. Thus promotion and supervision of offshore business activities in
Labuan come under the purview of
LOFSA. In a related development, the
Offshore Trust Act has already been
tabled and in the pipeline is a proposal to draft an Offshore Securities
Industries Bill.
The physical infrastructure of the
island has developed at a rapid pace.
The launching of the RM360 million
Labuan Financial Park on 28th

August 1996, reputed to be the only
one of its kind to be found in any offshore centre throughout the world,
marked a milestone in the drive to
develop the facilities on the island.
The complex houses the registered
offices of most all licensed offshore
businesses. Other advances have been
made in the telecommunications sector with the new RM535 million satellite station and submarine fibre optic
cable network installation, while a
new airport, better housing and social
facilities are also being constructed.
These projects will put Malaysia's
investment in the success of the island
in excess of RM1 billion.
With all these developments in
place and more to come Labuan
should see itself as the premier IOFC
of the region in the near future.

Labuan: New Kid on the Block
The six-year-old IOFC is signalling that it is here to stay,
and ready to compete, writes Anna Taing
abuan is the new kid on the
block among international offshore financial centres (IOFCs).
Barely six years old, its development
has been relatively rapid.
The Federal Territory of Labuan
was made an IOFC in October 1990 in
what was seen as a move by the government to provide an alternative
IOFC to cater for increasing global
financing needs and to complement
Kuala Lumpur's development as a
regional financial centre.
A milestone in its progress as an
IOFC was the 29th August launch of
the International Financial Park, itself
a landmark on this small island with a
population of about 60,000.
There are now about 800 offshore
companies on the island, and the offshore banks present in Labuan rank
among the world's top 100 banks.
With the exception of several whollyowned subsidiaries, most of them
operate in Labuan as full legal
branches.
Total deposits in Labuan IOFC
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have risen to about US$3 billion,
while total loans are estimated at
US$10 billion.
Like all things new, Labuan has
its share of teething problems, the
major one being the shortage of
skilled professional workers. Efforts among them the setting-up of a
branch in Labuan by Institut BankBank Malaysia offering courses in offshore banking and related services are being made to help solve the
problem.
Despite the problems, bankers
operating on the island say they are
happy with the overall progress,
although Labuan's facilities may not
be 100 per cent satisfactory nor do
they expect them to be within such a
short time.
"You cannot compare a six-yearold kid with others who are more
than 20 years old... give it time to
grow," says a banker with a European
bank in Labuan.
Labuan has immense potential as
an IOFC, partly because of its strate-

gic location in the East Asian region.
It benefits from being located at the
heart of the East Asian Growth Area
(EAGA), comprising Brunei,
Indonesia, Malaysia and the
Philippines (BIMP).
But its potential also lies in the
government's commitment to make it
a full-fledged and successful IOFC.
Among the steps being taken is a
review of existing legislation to spur
Labuan's growth.
With most of the 'hardware', that
is, the basic infrastructure already in
place and a more conducive legal
framework, Labuan is poised to enter
the next stage of its development as
an IOFC - provision of a wider range
of quality offshore financial services
and products.
It may be too soon for Labuan to
claim a ranking among the best of
IOFCs, but at the rate things are going
and growing, Labuan is sending out
clear signals that it is here to stay and
ready to compete. - Courtesy The
Edge Survey & Guide, Malaysia

The 1996 Dubai Islamic Banking
& Finance Forum
HRH Prince Mohammed Al-Faisal Al-Saud, called for a greater understanding of Islam as a
prerequisite to better and more responsible attitude towards peace and welfare of mankind,
writes Adeel Y Siddiqi.
he 1996 Dubai Islamic Banking
& Finance Forum held at the
Holiday Inn Crown Plaza,
Dubai (11-13 November, 1996), has
been hailed as a great success.
The organisers, Infocentre of
Dubai, deserve to be commended for
the efforts put in by them under the
patronage of His Highness Shaikh
Hamdam Bin Rashid Al Maktoum,
Deputy Ruler of Dubai and Minister
of Finance and Industry of the United
Arab Emirates. A full report on the
proceedings of the forum will be published in the January 1997 issue of
New Horizon.
The keynote address of Prince
Mohammed, which followed a recitation from the Holy Quran, and the formal inauguration by Dr Kharbash on
behalf of Shaikh Hamdan, was listened to attentively by a packed gathering of delegates from all over the
world.
From his opening remarks, Prince
Mohammed surprised the audience
by revealing that he would not actually speak about the progress and issues
relating to Islamic Banking, as he
acknowledge that there were experts
present in the forum who were better
qualified than him to discuss the
issues. The Prince demonstrated his
humility and sincerity by frankly
admitting that: "I am not a banker".
Instead, the Prince elucidated on
the actual message of Islam, its truth,
and its relevant to all those present.
The essence of Islam urged people
towards an ethical style of banking,
and that is important for the betterment society as a while. This was
something that could be appreciated
by all members of the audience, he
said, whether they be Muslim,
Christians, Jewish or persons of any
other faith.
Speaking extempore, the Prince
said that Islam has a clear agenda and
mandate from God for all human
beings. As the most superior of God's

T

creation on planet earth, humans have
a distinct role to play. Endowed with
intellect and given the guidance from
God in the form of Revelations
through chosen human beings, they
have to fulfil the role given to them.
Quoting the Quran on the subject,
the Prince stated that Allah had created human beings in His image in the
sense that of all the creations on earth
they are the supreme, possessing the
ability to discern between good and
bad, truth and falsehood, right and
wrong.
It is for this attribute and quality
that humans are called the vicegerents
of Allah on earth, carrying his
Amanah (trust) to manage their affairs
to their discretion, but within the
parameters laid down by Allah
through His messengers. Because of
the intellect and freedom we as
humans are given in carrying out our
actions, i.e. it is our prerogative, the
Prince emphasised that we are
accountable for our behaviour directly
to Allah.
The Prince clarified the role of the
vicegerent, as that being entrusted to
all human beings, and as such all of
them are answerable to Allah. The
Prince categorically stated that God in
His wisdom selected His messengers
from amongst men at different times
and from different places, according
to the requirement and needs of the
people, based on their capacity to
comprehend and absorbed the message sent to them.
However, in all cases, the basic
message was the same: i.e. God is
everyone's Lord and Master, and God
alone is to be worshipped and obeyed
as per His message. Everyone is to die,
and will be answerable to Him on the
day of judgement.
This in short, stated the Prince, is
the basic concept of Islam; the same
religion followed and preached by all
the messengers from Noah's time
through to Abraham, David, Solomon,

Moses, Jesus and Mohammed (the last
messenger), upon all of whom be
peace.
These messages were God's blessings to the human race, and through
time immemorial man as a supreme
creation of Allah, benefited from
these. The immense resources of earth
have been made subservient to man
by Allah, to be utilised for the benefit
of all, in a just and equitable manner
as per the guidance provided to us to
be Him.
The Prince explained clearly that
the message given to the last Prophet,
Mohammed, was no different than
those given to his predecessors.
The final Message of Islam comprises of three components:
1. Faith, i.e. the belief in Allah, life
after death, accountability, and the
belief in messages and all the messengers.
2. Practices, i.e. the regular daily
prayers and the special prayer on
Friday, Fasting in Ramadan, pilgrimage to Makkah once in a lifetime, and
Zakat (the compulsory contribution as
the right of poor and not alms-giving)
3. Hudoods, i.e. rules which have
been laid down to show what is permissible (Halal), and what is forbidden (Haram).
We must operate within the above
mentioned guidelines and boundaries,
and intelligently put into application
our ethical forms of operation, so that
we stand in good stead to meet the
challenges that we face today.
This, the Prince informed the
audience, is what is called Ijtehad in
Islam, which is allowed in so far as it
does not conflict with the basic beliefs
and practices mentioned earlier. The
Prince concluded his address urging
everyone to understand the spirit of
Islam, and expressed his appreciation
to them for their time and consideration. He also thanked the Organisers
for giving him the opportunity to
address the forum.
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Journey Towards Islamic Banking
This remarkable collection of talks and discussions by two of the field's most
ardent and dedicated proponents, gives a unique insight into the fast expanding
world of Islamic Banking.
These pages hold in-depth discussions of what Islamic banking and finance has to
offer, how it has developed thus far, the problems and set-backs it has encountered
as a fledgling economic system, the attractions of an ethical banking system,
and the way ahead and future prospects for this still
very young financial system.
This collection conveys the earnest desire of not only realising a workable Islamic
banking system, but also of offering a realistic and viable alternative to Muslim and
non-Muslim alike. The arduous journey towards this ultimate goal, begins from the
basic belief that the ideology of the Islamic financial system is based on divine truth.
Published by the

Institute of Islamic Banking and Insurance, London

The First Ever

Encyclopaedia of Islamic
Banking and Insurance
The 464-page Encyclopaedia 'deals with the concept and evolution of Islamic banking as well
as its operational problems and prospects. It also contains a comprehensive survey of
Islamic banks the world over.
This valuable reference book, published by the Institute of Islamic Banking and Insurance,
contains in-depth articles by distinguished scholars and jurists.
The Encyclopaedia is divided into eight sections with various aspects of the
Islamic economic system, namely:
• Concept , Theory and Evolution • Operations
• Inter-bank Relation
• Investment and Insurance
• Experience

• International Groups and Organisations

• Research and Co-ordination

• International Survey of Islamic Banking Institutions

The Encyclopaedia is priced at £150+p&p*,
and Journey Towards Islamic Banking at £25 including p&p.

Institute of Islamic Banking & Insurance,
ICIS House 144-146 King's Cross Road, London WCIX 9DH. Tel: 0171 833 8275 Fax: 0171 278 4797.
A banker's draft or cheque on a UK bank should be made payable to 'Institute of Islamic Banking & Insurance'
*p&p rates per unit UK £5.00; Europe £7.00; Rest of the world £10.00

MALAYSIA

Boost to Social Agenda in 1997 Budget

M

alaysian Finance Minister Datuk
Seri Anwar Ibrahim recently
presented the 1997 Budget that contains fresh measures to strengthen
families, improve the quality of life
and develop the country's financial
services industry.
The Budget is also aimed at
checking inflation, increasing productivity, cutting the current account
deficit and developing the MultiMedia Super Corridor, the 64km zone
linking the Kuala Lumpur City
Centre with the new administrative
centre at Putrajaya and the new KL
International Airport at Sepang.
Topping the list of goodies is
another one-month bonus with a minimum launching grant for a loan
scheme to assist poor students enter-

ing local institutions of higher learning and a RMI billion National
Housing Company to build low and
medium-cost houses.
Presenting his sixth Budget in the
Dewan Rakyat and watched "live" by
millions on national television,
Anwar, who is also the Deputy Prime
Minister, came out with a total package of RM59.982b for this year, up
from RM55.467b.
The 1997 Budget is made up of
RM42.713b for operating expenditure
and RM17.269b for development.
Anwar said the federal government's financial position continued to
remain strong with a surplus of
RM14.7b and an overall surplus of
RM1.4b. - Bernama

"A Conspiracy Against
Malaysian Business Abroad" - PM
'There is a conspiracy against
1 Malaysian businessmen doing
business abroad, Malaysian Prime
Minister Datuk Seri Dr Mahathir
Mohamad, has claimed.
Referring to foreign press reports
that painted a negative picture of
Malaysian investments abroad, he
said there were some people, especially those from European countries,
who were not happy "with our businessmen going to their turf".
He said when Malaysian businessmen went into Papua New
Guinea, there was opposition from
Australia and, likewise, from France
in Cambodia.
Malaysian businesses in
Zimbabwe also met with opposition
from some local media and Western
countries.
"Our offer to them is to get the
local 'bumiputras' to participate in the
development," he told Malaysian
journalists just before the closing of
the three-day G-15 summit here, last
month.
The Prime Minister said the
Malaysian businessmen must expect
this kind of opposition. "That's why
we always tell them to be good corporate citizens," he added.

He said the foreign press were
owned by people who had dominated
the local people and now they were
talking of democracy.
Earlier, President Robert Mugabe
of Zimbabwe lashed out at the
European countries for questioning
his government's awarding to
Malaysia's YTL Corp, the RM1.5 billion privatisation of the Hwange
Thermal Power Station.
Speaking at the state banquet for
G-15 leaders, he said there was no
going back on the deal between YTL
and the owner of the power station,
the Zimbabwe Electricity Supply
Authority.
Dr Mahathir said he was told by
Mugabe that four Zimbabwean
ambassadors in Western countries
were summoned to explain the deal
while Zimbabwean Minister of
Transport and Energy, Simon Moyo,
was also asked by diplomats in
Harare to explain why and how the
partnership was arrived at.
The Prime Minister said the
Malaysian government had never
summoned the foreign envoys in
Kuala Lumpur to explain their countries' decisions and what was clear
here was the pressure these Western

Budget Highlights:
• Incentives to develop
Malaysia into dynamic financial centre including introduction of a overthe-counter (OTC) market for shares
of high technology companies and
introduction of a benchmark bond.
• Special incentives to promote
development of Multi-Media Super
Corridor.
• Incentives for multinational
companies and small and mediumscale industries to participate in
industrial linkages scheme.
• Removal of sales tax on inputs
used to make selected consumer
goods exempted from the tax, e.g.
milk products, computers, and pharmaceutical products.
• Poverty reduction programme
- RM2.4 billion.
• Conservation programmes for
environment - RM265.4 million.
Incentives to promote use of natural
gas vehicles.
• Infrastructure and public utilities - RM5.1b. Roads and brides RM2.9b.
• Allocation of RM92.lm to
combat inflation.
• RM294.5m allocated for
tourism. Target to achieve 9.5m foreign tourist arrivals next year.
Investment tax allowance or pioneer
status for five years for private sector tourism projects.
• Local companies organising
conference bringing in at least 500
foreign participants will be given
income tax exemption up to year
2000.
• Rm200m more for Shipping
Fund.
countries were applying.
He said: "If there is international
tender, we go by tender. Sometimes,
it is through negotiations...these are
state decisions."
Dr Mahathir also said the
Malaysian businessmen were going
into other developing countries, some
of which were still dominated by the
European countries.
But he said the Malaysian
Businesses were only going into areas
where they have the expertise and
know-how.
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AMFB Awaiting Approval for Tier-One Status

A

rab-Malaysian Finance Bhd
(AMFB) is awaiting approval
from Bank Negara for its Tier-One status application.
Its deputy chairman Datuk Azlan
Hashim said the application was submitted recently.
"From our point of view, we have
met with all the criteria required for
Tier-One status," he said after the formal launch of the company's latest
interest-free product, Afdhal, yesterday.
On the Afdhal investment
account, Azlan said since its soft
launch a few months ago, over RM100
million had been deposited by corporations.
He said the account, based on
Islamic banking principles, was similar to the conventional fixed deposit
account except that it had a more flexible time frame for withdrawal.
"An account holder has to keep at
least RM50,000 with us and withdrawals can be made anytime after 30
days," he said.
Azlan said advertising and pro-

motions would be carried out at all 85
AMFB branches nation-wide to attract
more individuals, clubs, societies and
other business enterprises.
"As it is an interest-free account,
its internal rate of return (IRR) is comparable to the conventional fixed
deposit account," he said, adding that
the current IRR was seven per cent.
On the company's 10 other interest-free products, Azlan said although
their contributions to profit were still
very small, their growth rate was
encouraging. "Our hire-purchase
facility for motor vehicles, for example, has chalked up over RM100 million," he said.
He said the Islamic banking
scheme would pick up as more people
became aware of its benefits.
"Bank Negara's objective to
achieve a five per cent contribution
from Islamic banking operations to all
banking activities by the year 2000 can
be realised if the Islamic banking sector maintains an annual growth of 10
to 20 per cent," Azlan said.
- Star

Shariah Advisory Council to Support Islamic
Capital Market Growth
he Shariah advisory council (SAC)
is expected to play a significant
role in the development of benchmark
bonds for the ringgit bond market.
The Securities Commission (SC)
said yesterday that in line with the
1997 federal budget proposals, the
SAC would fulfil Islamic principles
with Murabaha and Bai' al-dayn features.
The SAC, which held its inaugural
meeting in August, was formed to
advise the SC on matters relating to
the Islamic capital market. Among its
noteworthy initiatives are efforts to
analyse and scrutinise products and
issues such as call warrants, transferable subscription rights, asset securitisation, and Bai' al-dayn.
SC chairman Datuk Dr Mohamed
Munir Abdul Majid said the SAC

T
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research and advisory roles would
encompass matters relating to the
development of new instruments, and
drafting of regulations.
The SAC is expected to assist the
SC in educating and enlightening
members of the industry on the
prospects of Islamic investment
instruments and their potential as
alternative means of investment.
It will also serve as the focal point
of reference on all issues relating to
Islamic capital market and Shariah
such as Islamic unit trusts and other
related products, schemes and institutions.
Seven Shariah scholars have been
approved by the finance ministry as
members of the SAC. Two consultants
were also appointed to the council.
- Bernama

Bank Negara Man
Named IMF Director
tp
• ank Negara assistant governor
UZamani Abdul Ghani has been
appointed executive director of the
International Monetary Fund (IMF)
for a two-year term effective Nov 1,
1996.
Zamani will represent the members of the South-East Asian voting
group, namely Malaysia, Singapore,
Thailand, Indonesia, Brunei,
Cambodia, Laos, Myanmar, Vietnam,
Nepal, Fiji and Tonga.
Bank Negara said in a statement
yesterday that Zamani's portfolio
would be taken over by its other
assistant governors.
The insurance regulation department will be placed under the supervision of the deputy governor, banking department under Dr Zeti Akhtar
Aziz, currency operations and mint
department under Datuk Abdul
Murad Khalid and general services
department under Rafiah Salim.
- Star

RM2b Syndicated
Finance Facilities
for Putra

Drojek Usahasama Transit Ringan
1 Automatik Sdn Bhd (Putra) yesterday signed a RM2 billion syndicated Islamic/conventional project
financing facilities with 27 Malaysian
financial and non-financial institutions for its Light Rail Transit System
2 (LRT 2) project.
The finance facilities was led by
joint arrangers Commerce
International Merchant Bankers Bhd
(CIMB), Bank Bumiputra Malaysia
Bhd (BBMB), Commerce MGI Sdn
Bhd (CMGI) and Bank Islam
Malaysia Bhd (BIMB).
A joint press statement from the
four banks said the project capital
expenditure for the LRT 2 system was
estimated at RM4.35 billion and is
part financed by equity, the syndicated Islamic/conventional project
financing facilities and from Putra's
internal funds.
The Islamic tranche of RM1 billion is arranged by CIMB, CMGI and

BIMB while the conventional tranche
of another RM1 billion is arranged by
BBMB.
According to the statement, the
Islamic tranche of financing is undertaken in two stages - an Istisna facility
during the construction stage and a
conversion of Istisna into a Ijara facility after the construction stage.
The two facilities will be provided
by the Islamic financiers through the
medium of special purpose vehicle
company (SPV).
The SPV structure has been intro-

duced to facilitate securitisation or the
issuance of Islamic asset-backed securities in future.
The conventional tranche totalling
RM1 billion is arranged by BBMB, the
response was overwhelming with an
over-subscription of RM627 million.
The tenor of financing is for a
period of 15 years which include a
five-year grace period.
The syndicated Islamic/
Conventional project financing facilities are provided by EPF, United
Malayan Banking Corp Bhd, Perwira

Affin Bank Bhd, Allied Bank (M) Bhd,
Bank of Commerce (M) Bhd, DCB
Bank Bhd, Eon Bank Bhd, Hock Hua
Bank Bhd, Public Bank Bhd, BIMB,
Arab-Malaysian Merchant Bank Bhd,
Arab-Malaysian Bank Bhd, Commerce
International Merchant Bankers Bhd,
Overseas Union Bank (M) Bhd, BBMB,
Oriental Bank Bhd, Perwira Affin
Merchant Bank Bhd, Bumiputra
Merchant Bankers Bhd, Amanah
Merchant Bank Bhd, Hock Hua Bank
(Sabah) Bhd, Asian International
Merchant Bankers Bhd, and Syarikat
Takaful Malaysia Bhd.

Takaful Expects RM1.8m PAKISTAN
Restoring Credibility to Pakistan's Economy
Premiums From New
Service
hile the sacking of Prime ment. They are also expected to call

S

yarikat Takaful Malaysia Bhd, the
general and family takaful services provider, expects the newly
launched Asian Takaful Group's
retakaful pool to contribute premiums worth RM1.8 million in the first
year of operation.
Its general manager Mohd Fadzli
Yusof said the pool venture launched
early this month to handle fire risks,
was represented by regional takaful
operators - one from Indonesia and
two each from Brunei and Malaysia.
"Another 14 takaful companies
world-wide especially from the
Middle East have also cited strong
intention to join the retakaful pool
venture," he said after the company's
AGM in Kuala Lumpur last Saturday.
(Retakaful means re-insurance
based on the Shariah principles
where the risk underwritten by a
takaful is minimised by spreading the
coverage with other insurers.)
Fadzli said the pool was also
studying the possibility of introducing the family takaful product under
the aegis of the Asian Takaful Group.
Asked about the formation of a
specialist takaful company to cater to
the Asian region, he said: "All will
depend on the success of the retakaful pool venture.
"The specialist company would
be jointly owned by regional takaful
companies and likely to be incorporated in Labuan."
Syarikat Takaful Malaysia is a
subsidiary of Bank Islam Malaysia
- Star
Bhd.

W

Minister Benazir Bhutto's government and the dissolution of
Pakistan's National Assembly last
month by President Farooq Leghari
evoked mixed reactions in political
circles, the country's business community greeted the news with a sigh
of relief.
With investor confidence having
reached an all time low and the
impact of the recent mini-budget still
fresh in people's minds, this change as probably any manner of change
would have been - was more than
welcome.
After the initial skyrocketing of
sales of traditional celebratory sweets,
concerns surfaced about the recently
concluded International Monetary
Fund (IMF) agreement, under which
the fund agreed to release US$160
million of a stalled US$600 million
standby loan. The funds are seen as
crucial to beefing up Pakistan's
depleted foreign exchange reserves
required for external debt payments.
And after last month's events,
fund sources said that they would
continue talks with the interim government for reviving the loan
arrangement. Other sources said the
final verdict depended on the outcome of talks between the new
finance managers and fund officials.
Fund representatives were quoted
as saying that they would seek assurances from the caretaker government
that it would implement the agreement reached with the ousted govern-

for a formal signing of a deal with the
interim government.
In his speech after the ouster of
the government, however, Leghari
did say the government would launch
a drive to cut spending by reducing
the size of the federal government
functionaries.
What seems to be encouraging is
the inclusion of World Bank vicepresident Shahid Javed Burki in the
interim government. Having officially
taken charge of his duties as adviser
to the Ministry of Finance on finance,
economic affairs and planning, Burki
will be the government's anchor on
finance as there will be no finance
minister in the Cabinet.
Aside from anything else, it is
expected that he will personally
restore or ensure a high level of credibility with both the World Bank and
the IMF. With some uncertainty still
surrounding the IMF agreement, this
is viewed by many as a positive
move.
In his first press conference held
in Islamabad, Burki said the new
team would aim to "bring about significant structural change to avoid
hic-cups every two to three years".
His plan included significant
reform in the banking sector including the recovery of 113 million rupees
(US$2.82 million) of bad loans, the
accelerated privatisation of United
Bank and Habib Bank and greater
authority as well as a strengthened
regulatory role for the country's cenNew Horizon December 1996 17
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tral bank.
The agenda of the new government is yet to be officially announced,
but in an article published some
months ago, Burki discussed what he
perceived as the problems of the
economy, and described his primary
concern as the budget deficit.
"Fiscal imbalances have been
around for a while but the point has
been reached where they cannot be
sustained at their present level for

much longer," Burki said. He said
there were two ways of handling budget deficits - to borrow from markets,
which would result in a crowding-out
effect, or to print money which would
further fuel inflation.
Seeing as the budget deficit is
indeed a pressing concern, there is at
least the hope that with Burki in the
picture, something would be done
about it.
- Naween A Mangi, Asia Times

IMF-WB and The World's Poor

I

t was for Malaysia's Mahathir
Mohammad to take on the multilateral lending agencies. He did so during his address to the United Nations
recently
General
Assembly
(September 20) by disclosing that the
World Bank collected some $7.2 billion from the poor 'aid' recipients last
year in debt repayment, and earned
thereby a net profit of about $1.5 billion.
According to him, the other
Bretton Woods sister, the
International Monetary Fund (IMF),
"has now become an enforcer of the
dictates of market lenders and is
assuming the role of a global rating
agency".
This is what a successful statesman of the Third World has said
openly in a world forum, with which
some people may disagree. But,
according to the World Bank's own
Annual Report, relating to its lending
performance last year, released about
a fortnight ago, the obvious conclusion that it leads to is that after interest and other repayments by developing country borrowers, the Bank is
taking in more funds from Third
World countries than it lend's.
The net transfer of around $1.7
billion in its favour in 1995-96 financial year, shown in the said report, tallies with the figure of net profit given
in the Malaysian Prime Minister's
address to the UN General Assembly.
The image of the International
Monetary Fund and that of the World
Bank in the Third World countries is
no longer that of a saviour or an economic messiah, particularly after the
failure of its prescription in the classic
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case of Mexico, which had "done
everything right, privatising stateowned companies, opening its capital
markets to foreign investors, running
a tight fiscal budget and pegging the
peso to the dollar" to quote a leading
American business weekly which had
penned its obituary, in March last
year, on the economic prostration of
that country, when its peso looked
very much like our own paisa, a valueless thing.
That country recovered, because
its rich and powerful northern neighbour bailed it out, not for any altruistic reason but for a purely selfish
motive, to save the huge investments
and other financial interests of its own
nationals.
Another instance. Indonesia's
rupayyah had taken a plunge, much
lower than our present down- sliding
rupee. That country also recovered
and now stands proudly beside the
young South-East Asian 'tigers'. The
miracle happened, not because it
drank the elixir of Bretten Woods
brand, but by reordering of its priorities and re-distributing the national
wealth which, according to Francis
Bacon, is "like muck, not good unless
it be spread". Not GNP per capita but
GNP per poor.
Malaysia had done the same thing
earlier, thus blazing the trail for other
Southeast Asians. This re-distribution
of national income has created economic classes, the high wage and low
wage groups, replacing the rival ethnic groups - Chinese, locals and aliens
- at loggerheads with each other, and
making national integration impossible.

The trouble with the IMF and
World Bank is that their focus is fixed
entirely on fiscal targets, like increasing government revenues, narrowing
budget deficit, abolishing wellintended subsidies and exemptions,
devaluing the currency (and thereby
breaking the central bank's printed
promise implying indirectly that the
currency note will retain its worth).
The be-all and end-all is 'growth' or
increase in national income, not individual income. The former is like a
wedding cake, 'not to eat but to
dream upon'. The latter is like the
pudding whose 'proof lies in its eating'.
The IMF-WB recipe may be bitter
even for the establishment to swallow, but it is seen as poison by the
middle and lower income groups, as
it over-burdens them with taxes and,
shorn of subsidies, food becomes
costlier. Their economic plight worsens. This is what they feel. This is
exactly how the poor Jordanians are
feeling for whom the price of bread
has doubled after abolition of subsidy.
Our latest budget could have
been harsher for the common man
had the IMF's entire package been
honoured by the... (former government). It had proposed imposition of
tax even on the ridiculously small
amounts of pension paid to the senior
citizens of the country.
It had also proposed a much
higher level of taxation on those who
have been meekly paying. The IMF
never made it a pre-condition to sanctioning loan that the agricultural
income should also be taxed, and to
the same extent as other incomes. So,
it has done nothing tangible to curry
favour with the common man.
Every one out of 36 million people living in "absolute poverty" in
this country (according to the Asian
Development Bank's report on 'social
indicators' - 1994) and also those who
are a little above the poverty line,
blame all their ills on the multilateral
agencies, who are perceived to be
functioning as the real architects of
the (previous) government's economic framework, a kind of stranglehold
from which the deprived ones want

to escape, even as a part of the lifeless
baggage on board a PIA flight from
Lahore to New York, or reach the
next world by jumpin g into the
swollen waters of the Ravi from the
decking on Shahdara bridge.
For an objective and unbiased
verdict on the IMF's and World
Bank's role in alleviating mass poverty in developing countries, the laudable aim of establishing these institu-

tions, one should read the conclusion
arrived at by one, Peter Brooke of
London School of Economics, in his
comprehensive study of 'foreign
assistance' by IBRD and IAD (the former's affiliate), published last year:
"Aid does not significantly increase
investment and growth nor benefit
the poor ... but it does increase the
size of government".
- Jafar Wafa, Dawn

UAE

UAE Misses its Asian Workers

T

he economy of the oil-rich United signs of a recession and inflation, I
Arab Emirates and especially its don't know what are," a Dubai busicommercial capital, Dubai, was nessman told the Gulf News newspadescribed as "booming" a few months per.
According to Major Saeed alago. But this month, the retail sector is
reporting a 40 percent decline in busi- Suwaidi, director of entry and resiness, the construction and mainte- dence permits at the UAE General
nance companies complain of a 100 Directorate of Naturalisation and
percent rise in costs, food prices are Residence, under the new Residence
up and economists warn of an Law, any employer using an Asian
labourer sponsored by someone else,
impending recession.
The main reason for this sudden or any sponsor "lending out" his
turn around is the precipitous depar- employees, will face up to three years
ture of some 250,000 illegal Asian in jail and US$3,000 iri fines per workworkers. Until their exodus two er
The assistant under-secretary for
months ago, these workers comprised
some 10 percent of the UAE popula- legislation at the UAE Ministry of
tion and almost 20 percent of the Justice, Ali Ibrahimal-Hosani, discountry's work force. Even now, UAE missed the business community's
citizens make up less than one-third complaints that the draconian new
restrictions were hurting the economy
of the country's residents.
The workers, most of whom came and driving away foreign investment.
"The practice of sponsoring peofrom India, Pakistan and Bangladesh,
fled in the wake of a new Residence ple to come to the UAE and then
Law which imposes stiff criminal allowing them to work wherever they
penalties on illegal immigrants. Many wish creates a lot of security problems
of these immigrants had been brought and health and economic burdens for
in by a legitimate sponsor, but then the UAE. Preventing these problems
they either "absconded" for better- is more important than personal interpaid jobs elsewhere or were "lent" by ests," said al-Hosani.
Few people in the UAE, which is
the sponsor to other employers.
Such a practice, while technically a federation of seven absolute monarillegal, was instrumental in creating a chies, dare to criticise the new immipool of flexible cheap labour required gration rules openly. The closest to
by the retail, construction and hotel expressing such criticism was Richard
Briggs, an attorney with Al Tamimi
industries.
Until now, some 30 percent of the and Co. "It would not assist UAE
UAE's work force was employed in business in the modern competitive
construction. All activity has stopped world if demand for labour exceeded
at many new projects because of supply," he said.
Another UAE businessman, who
labour shortages, construction companies say. "If these are not the first wished to remain anonymous, said:

"The people who left... might have
been breaking the immigration laws
of the country, but they were part of a
strong work force and were essential
to the country's development."
Meanwhile, neighbouring Saudi
Arabia is waiting to see if the UAE
will be able to cope without the immigrant workers and if economic reality
will force it to back down.
- Yaroslav Trofimov, Asia Times

Shaikh Tahnoon Heads
First Gulf Bank's
Restructured Board

T

he board of directors of the First
Gulf Bank has been restructured
with the election of Shaikh Tahnoon
bin Zayed Al Nahyan, Chairman of
the Private Department of the
President of UAE, as chairman of the
bank and the board.
Hesham Al Sayed Ahmad Al
Hashemi has been elected vice-chairman and chairman of the executive
committee of the board. Ahmad Saif
Al Nasseri will be the bank's managing director.
The other members of the board
are Shaikh Duaij Jaber Al-Ali Al
Sabah, Dhafer Sahmi Al Ahbabi,
Mohammad Abdul Jalil Al Fahim,
Rashid bin Oweidah, Fawzi Musaed
Al Saleh, Jawad Ahmed Bukhamseen,
Mishari Khalid Al Zaid and
Mohammad Abdul Mohsin Al
Sayegh.
The new board, whose term will
be three years, was elected by the general body of the shareholders on
October 10. The quorum consisted of
more than 83 per cent of the total
membership of the general body.
The first meeting of the new
board took place last week under the
chairmanship of Shaikh Tahnoon
where the responsibilities of the board
members and the executive committee were allocated.
Shaikh Tahnoon who addressed
the meeting expressed confidence in
the ability of the new board to take
the bank to greater heights of excellence. He also expressed appreciation
of the support received by the bank
from the Central Bank Governor and
other officials.
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The First Gulf Bank is presently
headquartered in Ajman and has
branches in Abu Dhabi and Dubai.
The bank founded in 1979 is owned
by public shareholders in the UAE
and investors from the AGCC countries.
Hesham Al Sayed, the vice-chairman, expressed the confidence that
the bank would grow into one of the
country's strongest banks in the near
future. The task of the new board of

directors is to capitalise the future for
the growth of the bank, he pointed
out.
He said the bank's growth plan
would focus on open competition in
the marketplace and seek its due
share by providing quality products
and services.
"The bank will provide whatever
a strong and growth-oriented banking
institution is supposed to do,"
Hesham said.
- Khaleej Times

KUWAIT

New Insurance Law Being Enacted

A

new insurance law is expected to
be enacted by the beginning of
1997 to develop the Kuwait insurance
sector in order to keep abreast with
international requirements, Ayedh Al
Dhulaiei, Insurance Controller at the
Ministry of Commerce and Industry
(MCI) revealed.
Speaking to a local Arabic daily,
he highlighted the salient features of
the proposed law. He said that this
law stipulates that the financial standing of the insurance companies must
be at least 10 per cent of the premiums or equivalent to the paid up capital.
"Besides, as per the new law,
each insurance company would
deposit a guarantee amount of
KD100,000 instead of KD30,000 with
the MCI for covering general insurance policies, in addition to another
guarantee of KD150,000 instead of
KD40,000 for covering life insurance
policies," he added.
Al-Dhulaiei who represented
Kuwait at the Second Conference
dealing with the International ReInsurance Market Changes held
recently at Cairo, said that Kuwait's
participation was aimed at upgrading
the Kuwaiti insurance market and
exchange experiences with the global
insurance sector.
Al-Dhulaiei, replying to a question over the possibility of privatising
the national insurance sector, said
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that there were 17 insurance companies operational in Kuwait in addition
to four local companies.
Of the local companies, there are
two private companies, one state
owned and the fourth, Gulf Insurance
Company (GIC) is going ahead with
the privatisation process, he revealed.
GIC, he added, recently floated 20
million shares for public subscription
valued at 630 fils each share on par.
He disclosed that local insurance
firms accounted for as much as 86 per
cent of the insurance business while
the remainder was handled by foreign and Arab insurance companies
in the country.
Referring to the amendments
incorporated in the Insurance Law in
1995, he clarified that according to the
amendment, a foreign partner in the
insurance company may hold up to
49 per cent of the company's paid up
capital.
Besides, he added, expatriates
would be allowed to subscribe to the
shares of privatised insurance firms.
Stressing on the importance of
enhancing insurance services in the
Arab world, he said that an international agreement makes it binding for
all Arab insurance firms to improve
its financial standing as well as to
eliminate obstructions impeding coordination between the various insurance firms. - Arab Times

DIVERSITY IS OUR STRENGTH
IDB, Wamy to Finance
New Islamic Varsity
in India

B

enevolent institutions in Saudi
Arabia have expressed willingness to partly finance the proposed
construction of an Islamic University
in Noida, new New Delhi.
The Jeddah-based Islamic
Development Bank (IDB), the World
Assembly of Muslim Youth (WAMY)
and Dr Abdullah Omar Naseef, the
vice-president of the Shoura Council,
voiced support for the project which
is estimated to cost over SR136million.
This was disclosed at a press conference in Riyadh by Syed Hamid,
the visiting former vice-chancellor of
Aligarh Muslim University and
chairman of the All India Education
Movement (AIEM) and Amanullah
Khan, secretary of AIEM and an IDB
representative in India.
They said they were called upon
by the Saudi officials to discuss the
details of the project.
The IDB has so far disbursed
around SR14million as scholarships
to Indian Muslim students, Khan
said. "IDB presently sponsors scholarship programmes for deserving
medical and engineering students or
related disciplines from as many as
50 countries, including India," he
added.
The IDB has allocated another
$30 million which it releases in phases to the Muslim organisations for
the building of education institutions
in India, Khan added.
The university will provide educational assistance in disciplines such
as the sciences, technology and management. In sciences, the emphasis is
on the applied aspects and high-technology areas.
As planned, the university will
be in operation by July 1998. "The
University, is to be constructed over
an area of 100 acres annually over the
next 10 years," the visiting officials
said.
Hamid said another 100 schools
and 200 industrial training institutes
and polytechnic colleges will be
opened by different Muslim organisations in the country.
- Saudi Gazette

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,
pharmaceutical, agro-chemical, garments, computers,
soil investigation, foundation and piling works, deep
tubewell drilling, bridges, superstructures and road
buildings, 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 technological
joint ventures and for investment in new activities.
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In the name of Allah,
the Beneficent, the Merciful
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