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COMMENT

Despite South East Asian economic crisis,

Labuan is set on becoming world's
premier Islamic financial centre

m ANY in tiie offsiiore
m # 1 i'^dustiy believe that
m# I
economic slowW I down in the South
East Asia has left Malaysia's offshore jurisdiction in a state of
paralysis. The director general of
the Labuan Offshore Financial services Authority (LOFSA), Datuk Zamani
sees a proactive approach as the
key to recovery in the jurisdiction.
Datuk Zamani assumed the job
as director general of LOFSA on the
15th of December 1998, replacing
Dr Awang Adek Hussin. The new
director general has not been
deterred by the financial turbulence
experienced in 1997 and 1998 seeing such economic cycles as inherent in the working of the market
economy and short term in nature.
He suggests that they merely temper steady growth that the Labuan
international offshore finance centre (lOFC) has had since its establishment in 1990.
LOFSA foresee a definite improvement in the regions economic fortunes in the immediate future and
have not lost sight of and remain
committed to the jurisdictions longterm goals. Preparations are, therefore, underway to ensure that
Labuan is ready to serve the region
when the economy recovers.
High on Datuk Zamani's list of
priorities is commitment to the aim
of establishing Labuan as an International Islamic finance centre.
There are intentions to add comprehensive range of offshore services,
to the jurisdictions, by focusing on
developing the offshore mutual
funds and insurance industries.
Liberalisation measures, over
the last two years, in the insurance
sector have helped facilitate significant expansion in the offshore
insurance industry in Labuan.
2
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Consequently, insurance companies
are now able to sell life insurance
to high net worth Malaysian indi-''
viduals as well as use banks to
market bank assurance products.
With regards to offshore mutual
funds, the Labuan Offshore securities Industry Act 1998 - effective
from April 1999 - set up the necessary legal infrastructure for the
establishment, management and
administration of offshore investment funds. Although the number
of players is still small, LOFSA
believe it will increase once investor
confidence in the region returns.
LOFSA's proactive approach also
includes positive steps towards
adding greater flexibility to the regulatory framework. The Labuan Trust
Companies Act is to be amended to
broaden the scope of business conducted by trust companies in the
jurisdiction. This is in addition to the
amendments in 1998 of the Labuan
Offshore Financial Services
Authority Act 1996 and the Labuan
Offshore Business Activity Tax Act
1990 (LOBATA). The LOFSA Act was
amended to enhance the supervisory role of LOFSA so to bring it into
line with other offshore supervisory
authorities and to reflect the policy
changes of the government.
The Act was also amended to
eliminate existing ambiguous provisions which have impeded the
effectiveness and efficiency of
LOFSA in undertaking its function
as a one -stop regulatory authority.
Other amendments also enable
LOFSA to make recommendations
to offshore financial institutions on
matters relating to policies, manner
and methods of carrying on business, prudential practices, or any
other maters relating to the supervision and regulation of the offshore financial industry.
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The LOBATA was amended to
broaden the scope offshore business that can enjoy the favourable
tax regime under LOBATA. By
expanding the definition of offshore activity, several new offshore
businesses such as money broking
and leasing can now be taxed using
the preferential tax rates in the A c ^
LOFSA believe that Intemation y
institutions are attracted to setting
up a base in Labuan primarily
because of the jurisdictions reputation for efficiency and its competitive fiscal regime.
Labuan currently has 1,870 offshore and supporting companies,
compared with just 12 when it was
first established in 1990. While the
total number is relatively small, it is
worth noting that the number has
increased fairly quickly in recent
years. Datuk Zamani suggests
Labuans success in attracting
world-class offshore banks is comparable to what has been achieved
in other centres in the world.
It seems that with e c o n o n ^ ^
recovery of the region, Labuan is"
well poised to regain its status as
one of the world's important offshore centres. In terms of LOFSA's
aspiration of establishing Labuan
as the leading International
Islamic finance centre, they are
strongly supported by government, which plans to establish the
Alternative Money Market (AIM)
on the Island.
The AIM is expected to be a catalyst for the Islamic Money Market
that will help to create a firmer
cash flow scenario for Islamic
Institutions world-wide. To expedite the efforts to bring Labuan to
bring Labuan on to the International platform, the government
plans to promote the Island more
aggressively. •

FINANCE

Revisiting Islamic Financial Products

W

HEN Islamic financial
products made their first
appearance on the market, in the early 80's, Islamic institutions were eager to introduce them
and the Muslim community showed
a keen interest in them. However,
these products were rewarded with
only limited success. The situation
was not specific to Europe, but was
also being experienced in the Middle
East, where Islamic life assurance
products did not gain a significant
share of the market. Considering the
^^ize of the Muslim community, in
oth the Middle East and in Europe,
this lack of success may look surprising, but, in fact, a combination
of several factors hindered the
development of the Islamic financial
services industry.
The following factors had a significant impact on the industry:
a) Mushms did not understand the
products offered to them, and
Islamic financial institutions did
not allocate sufficient resources to
educating their potential market;
b) there was hardly any regulation
within the European Union on
the sale of Islamic financial
products, and thus a lack of trust
in these products;
^ t h e distributors were not offered
competitive remuneration packages and, as a resuh, it was not
possible to develop and maintain
appropriate distribution channels;
d the products being offered covered only some of the needs of
potential customers;
e)the investment performance of
these products was not as attractive as that achieved by Western
savings products.
The above list of factors is not
exhaustive, but clearly shows that
the Islamic financial institutions
did not exploit their opportunities
to the full extent. What can be
done in future to enhance the
interest of the Muslim community
in Islamic financial products? In
fact, many steps can be taken and
some of them are described below.

3. Investment performance can be
enhanced through investment in
longer-term assets. It is commonly known that long-term assets
yield better returns than short-term
assets. This principle may seem
difficult to apply in the field of die
Islamic financial services industry
owing to the restrictions required
by Islamic principles. However, a
possible solution would be to
invest in the shares issued by local
Muslim entrepreneurs, in particular
where Islamic principles do not
hinder aggressive investment
strategies. Although this type of
investment would involve higher
risks to the investor, it would generate a higher reward potential and
would contribute to the development of the market. In addition, in
order to increase the faith of
Muslims in Islamic financial products. Islamic institutions and countries should form a central Sharia
board to give a commonly agreed
interpretation of Islamic financial
principles as well as a central
supervisory regime to regulate
Islamic financial services.

IKRAM SHAKIR

1. It can be observed that nowa
ays, more and more customers like
to go to large supermarkets, where
they can purchase products to
cover most of their needs. This is a
general trend, which also applies to
the financial services industry.
Therefore, it might be useful to create a financial "supermarket" offering, under one roof, a range of different Islamic products such as
house-purchase schemes (loan
facilities and mortgage insurance
cover), savings products with and
without insurance, lump-sum and
regular savings, vehicles for retirement benefits, etc.
2. It is commonly known that
insurance products are being sold
rather than bought and this highlights the need for a committed and
well-structured distribution network. One way to retain good distributors is to offer them higher
rewards, but this process should be
closely monitored as it may ultimately increase the cost to the customer and therefore reduce the
competitiveness of the product.
Another possible method may be to
carry out promotional campaigns
in specific areas with a high concentration of Muslims, which can
be achieved at low cost.
Another alternative is telemarketing where potential customers
are first contacted by telephone
and, once an appointment is made,
experienced sales people are sent
to conclude the sale. Finally, why
not take advantage of technology
by using the Internet? More and
more people are linked to this
medium and every day we see
commercial and financial institutions offering products on it. This
can be a very powerful marketing
tool, which can reduce office
expenses and increase the return to
the customer.

...it might be useful to
create a financial "supermarket" offering, under one
roof a range of different
Islamic products such as
house-purchase schemes
(loan facilities and mortgage
insurance cover), savings
products with and without
insurance, lump-sum and
regular savings, vehicles for
retirement benefits, etc.
4. On the product side, one type of
product, which is gaining strength
in Western countries, is the retirement plan, which is designed to
help people save money for their
old age. Since the population is
ageing, and because of budgetary
constraints, governments are finding it difficult to keep their promisNewHORIZON
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es for retirement benefits, and
more and more people are turning
to financial institutions for retirement saving schemes.
In the Middle East and South
East Asia, in the absence of social
security systems, the situation is
even worse and most old people
rely solely on their own resources
or immediate family. By promoting adequate retirement plans.
Islamic financial institutions would
not only increase their volume of
new business, but would also provide a service to the community.
In fact, as more people save, there
would be more investment capital
available and this would boost the
economics of those countries.
This has been observed in Chile
where, following the introduction of
compulsory funded retirement
schemes (AFP's) in 1981, the national savings rate increased from under
10% to about 30179 in 1996 and the
economy increased from 3% a year
to 7% a year between 1984 and
1996. It is interesting to note that,
in developing countries, funded
pension schemes can also help in the
stabilisation of financial sectors.
For example, during the financial crisis which recently hit
emerging countries in South East
Asia; Malaysia and Singapore
weathered the storm better than
their neighbours did. It is considered that this was partly due to the
fact that these two countries had a
well-established funded pension
system (with assets representing
about 50% of their GDP).
Conclusion

Because of the prejudices and discrimination of the non Muslim
community, the new generation of
Muslims living in Western countries is closer to its cultural values
and religion and expects to be able
to meet its financial needs in line
with its religious beliefs. If the
shortcomings of the past can be
overcome and products and services can be improved, there is a
brighter future for all institutions
offering Islamic financial services
and products in the West as well as
in Islamic countries. •
4
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Shariah Scholars

Forum

August 1999

Discussing issues related to Islamic
IVIutual Funds 8t Indexes
Screening Western companies and Shariah financial ratios
Shariah rationale on debt, accounts receivable, and impermissible income ratios
Internet companies (source of revenue is advertising)
Airlines (minor income from sale of alcohol)
Debt/Asset v.Debt/Market Cap
Healthcare industry
Derivative instruments (exchange traded products)
Companies that do not quantif/ all sources of revenue
Purification of impermissible income
Islamic Charities (Mosques/Centres in the West)
...and more

Opportunities in
Islamic Investment in Indonesia
^October 1999

Proposed speakers from Indonesia
DANAREKSA FUND MANAGEMENT
The President Director

Danareksa Fund Management is the leading fund Management
Company that was established 20 years ago by the government.
It is active in Islamic equity investment management.

BANK MUAMALAT
The President Director or the Chairman of the Shariah Board

Bank Muamalat is the first Indonesian Shariah compliant bank
established in 1994.
BANK INDONESIA (The Central Bank) The Director in Charge of
Islamic Banking Regulations

Bapepam (Indonesian Securities and Exchange Commission) Head
of Regulations
Note: priority for attendance will he given to Institute members
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DJIMI

^First Quarter (1999) Perfromance
Benchmark

*DJIM
DJIA
DJ World
DJ US Market
SP 500
NYSE Composite
AM EX
Value Line
Russell 2000
Nasdaq Composite
MSCI EAFE (Prelim)
MSCI World Index

March 31,'99
Close

% Change
from 31/12/98

1903.24
9786.16
208.48
1220.04
1286.37
603.59
710.30
409.26
397.63
2461.40
1419.5
1187.50

+5.83%
+6.6%
+2.8%
+4.3%
+4.6%
+ 1.3%
+3.1%
6.40/0
5.80/0

Second Quarter (1999) Perfromance
Benchmark

June 30, '99
Close

*DJIM
*DJIMTech.
*DJ1M US
DJIA
SP 500
Russell 2000
Nasdaq Composite
MSCI EAFE (29/06)
MSCI World Index (29/06)

2019.79
3307.80
2375.20
10970.80
1372.71
457.68
2686.12
1458.2
1234.3

% Change
from 31/12/98
+ 12.31
+23.60
+ 10.57
+ 19.49
+ 11.67
+8.47
+22.50
+3.8
+7.3

+ 12.30/0
+ 1.000/0

+3.3

*DJIM is a price only ndex, not dividend reinvestment
Source: Wal 1 Street Journal (01/07)

*DJIM is a price only index,.not dividend reinvestment
Source: Wall Street Journal (01/07)
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MARKETING

Where does research come from?
arketing research has
been defined as - The
objective gathering,
recording and analysis of all facts concerning problems
relating to the transfer and sale of
goods and services from producer
to consumer. And Market Research
itself is research into the actual and
potential markets of the firm.
Market research is clearly a
powerful and useful tool in both
developing financial instruments
and products, and in pitching them
at the relevant market segments but how do you go about getting
market research information?
It is through market research
that you can clearly identiiy the
common traits of the components
of any particularly market segment
and as such, highlight sub-groups
that actually use the service, do not
use the service or use a similar service from a rival organisation.
Digging deeper you can establish why a particularly pattern of
behaviour is followed along with if
and how it can be influenced. You
may also be able to spot any other
factors that may lead to a dramatic change to a particular segment a shift in the primary local industry for example.
The product or service can then
be measured against the research to
see whether it fully meets the clients
needs or whether it needs to be further developed in some way. It
could also be measured against
competitor services while the rate of
repeat business or a factor of customer loyalty would demonstrate its
customer satisfaction quotient.

IVI

The sources

Market research data can either be
collected by the organisations
themselves (primary information)
or by outside resources such as
market research companies (secondary information). The former
could be finely tuned to produce
6
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SHAHZAD SHEIKH

the exact information needed,
while the latter would usually work
out cheaper and quicker but may
not be entirely relevant.
Since any form of market
research can never be 100 per cent
accurate, several sources should be
employed. And of course the
greater the sample used for the
research, the greater the accuracy,
although so to then are the costs.
Primary information

As already suggested, the advantage of DIY market research, is like
DIY carpentry. You can build
exactly what you want, the way
you want it, to fit in exactly the
slot you want it to - rather than
having to rely on pre-defined factors chosen by others.
That is to say you can collect
data that relates as closely as possible to the research that you need.
A rather obvious example would be
that Islamic financial organisations
cannot rely on the data gathered
by Western financial institutions
alone. Since their services and
products are unique the data they
require is unique.
However as with the carpentry
analogy, doing it yourself can be
slow and ultimately costly (you
will have to buy all the tools and
will not get raw materials at trade
rates). You will also have to learn
on the job, as research is a specialist area and financial organisations
are not traditionally equipped to
cope with this.
A professional carpenter would
of course have his own tools, have
access to cheap raw materials and
would be quick and efficient due to
his expertise and experience.
This however, does underline
the need for organisations that can
accurately gather market research
data for Islamic market segments
world wide. The information they

Rabi-al-Thani 1420

accumulate could prove vital not
only to financial institutions but
other industries - Halal food,
Islamically correct clothing, charities, marriage bureauis etc.
Such an organisation could in
fact be initiated by an Islamic
financial institution itself as a dedicated Market Research and
Development Unit thereby killing
several birds with one stone.
Its worth remembering again
that accuracy of the data relies
upon the size of the sample that
has been tested - the larger t'***^
sample the greater the accuracy'."
However the larger the sample the
greater the cost, so somewhere
along the line a trade-off will have
to be made of cost versus accuracy.
a) Probability sampling
Involves testing the reactions
of a number of individuals
selected at random from
throughout the market segment. Costs are reduced by
Selecting from within a particular area or areas to avoid
regional variances distorting
the picture.
b) Quota sampling
This is a good method for
reducing costs although accur^iSi
cy naturally suffers. It involve^
selecting sample components in
proportion to the actual components of the market segment.
For example you select a set
number of men, women, car
owners, home owners, blue
collar workers, white collar
workers etc.
c) Internal records
This involves a detailed analysis of in-house information
and records kept about existing clients and customers,
which of course leads to the
possibility of cross-selling new
services and products to old
customers. Often a branch
manager will consult his customer records to identify
potential customers for a new

service or even an existing service tliey are not currently
using. Tlie difficulty in this
form of research is that detail
customer information is often
dispersed amongst branches
and not centrally stored at HQ.
However a way round this
would be to get the branches to
flag up certain items of client
information to be forwarded
onto a central database, and
with computerisation this
becomes even more feasible,
d) Consumer research
The most common and most
direct type of research tool
available to contemporary
Market researchers. How often
have you been stopped in the
street and asked for a few minutes of your time to answer a
few questions, or been sent a
market survey through the post
offering a free prize draw in
return for your answering the
questions?
Consumer research involves testing
a select sample of individuals for
their response to a series of questions or where possible, by practical tests. In the case of market surveys and the clip-board jockeys
mentioned above, a great deal of
technical skill is involved in selecting the questions, ordering them
^ n d even the exact wording
mvolved, all tailored to evoke the
required response and thereby
gather the exact data required.
A key problem is getting people
to answer questions truthfully,
rather than giving a response that
they believe to be the correct one,
or which they think the questioner
wants to elicit.
How these tests are conducted
also play a big part in the accuracy
of the data. Personal interviews are
ideal for their reliability and the
judgement of the questioner personally. However these can be
time-consuming and expensive.
One way around this could be
to incorporate such interviews into
personal financial analysis sessions with established customers.
This would have the added bonus

which could prove invaluable when
planning local marketing or advertising campaigns. An ideal source of
inspiration when looking to develop
business opportunities, something
all would be entrepreneurs may also
find worth looking into.
Having planned a campaign
that is targeted at specific areas of
the business community, good
sources of contacts are trade directories, although these are sometimes out of date. The fact is market researchers should exhaust
every source of information available to them, not forgetting to
study research done by other
organisations where it is available
them, for example, from the
Chambers of Commerce and trade
publications.

of providing a better service making the client feel that the bank is
genuinely interested in making
sure his finances are working for
his own benefit, which of course
would help bring about customer
loyalty. It would also be an opportunity to cross sell other products.
However this method does limit
research to established customers,
which is far less than sufficient
market research.
Surveys by direct mail are a lot
cheaper but can be hit and miss as
a large percentage will immediately be seen as junk mail and discarded. Telephone interviews may
appear the best compromise but
presupposes the target market has
a phone, and there is some resistance to phone interviews as some
subjects regard it as an invasion of
their privacy.

Types of research

The term, marketing research, is
all-encompassing and can be broken down into categories. Exploratory research for example is exactly as it sounds: tentative, probing
etc. This could be in the form of
Qualitative research that involves
small numbers and is more impressionistic rather than definitive, or
Motivational research which is
designed to discover why specific
behavioural patterns are followed.
Its often used as a precursor to a
full Quantitative research which
uses large and carefully selected
samples to throw up a good degree
of statistical reliability.
Survey research, as discussed
above, relies on the use of questionnaires, although it is usually a
lot smaller than a census survey
that covers the entire population of
the area being studied.
Audits measure the flow and
distribution of materials rather
than people and Panels are a stock
sample of subjects that can be
referred to quickly and regularly or
over a period of time.
Social research studies environmental affects and social attitudes
and the behaviour patterns of people, which is similar to Attitude
research. And finally. Opinion
research, as the name implies seeks
test subjects opinions. •

It is through market
research that you can
clearly identify the
common traits of the
components of any particularly market segment
and as such, highlight
sub-groups that actually
use the service, do not use
the service or use a
similar service from a
rival organisation
Secondary information

Secondary information, or desk
research, takes advantage of the
piles of publicly available informafion. In most cases this information
will be accessible through a local
library. Otherwise you can contact
information bureauis or record
keeping services in government
departments.
In fact in most countries the
government tasks its various
departments with keeping extensive records that are occasionally
collated and published by the
Central Statistical Office.
Local authorities and governing
bodies keep information on development plans and electoral registers
NewHORIZON
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READERS FORUM

If a company sells merchandise for
a delayed payment and seeks to
retain possession of the goods as
security until the buyer has paid in
full, is this lawful?

Mohd bin Abdullah Ismail
Malaysia

Such an arrangement will be lawful only if both parties agree to it.
In doing so, the buyer will be
foregoing his right to take immediate possession of the merchandise, in return for the deferred
payment. The goods may be considered security for the purchase
price. If the goods are destroyed, it
will be the responsibility of the
seller, who is the pledgee, and
who will pay either its value or its
price, whichever is lowest. The
reason for this is because the hand
of the pledgee on the security is
the hand of the guarantee,
because he was satisfied with the
possession of the goods, as a
guarantee that what he was owed
would be paid. This opinion is
based on the Hanafi school.
Is it permissible for a bank or
finance house to open letters of
credit for the importation of
women's clothing, which may not
be modest?

Mohammed Dalloul, USA

Such clothing is not in itself prohibited. Rather, the prohibition is
for its use in ways that do not
accord with the Sharia, for example lewdness, or in the display of
beauty to those for whom that
display is not permitted. Since it is
not possible to say with authority
that the clothing will be used in
ways that are not pleasing to the
Almighty, it will therefore be lawful to open such letters of credit.
8
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As a bank executive, my work
takes me to different parts of the
world, what is the lawfulness of
consuming foods such as beef,
chicken and other foods prepared
with their by products in nonIslamic countries?

j

Mubarak Usman
Ukraine

The general principle with regards
to food products particularly in
Jewish and Christian countries is
that they are lawful unless there is
reason to believe that they have
been tainted by pork or anything
else that is unlawful for consumption by Muslims. In Communist
and atheist countries, however, the
general principle is that it is
unlawful to consume food products unless there is reason to
believe that they are halal and
have been slaughtered in accordance with Sharia teachings.
Could you kindly explain to me
what the term Musharaka is all
about and what circumstances
would cause its termination?

Suraiya Zubair
London, UK

Musharaka is a word of Arabic
origin, which literally means sharing. In the context of business and
trade it means a joint enterprise in
which all the partners share the
profit or loss of the joint venture.
It is a relationship established by
the parties through a mutual contract. It is an ideal alternative for
the interest-based financing with
far reaching effects on both production and distribution. In the
modern capitalist economy, interest is the sole instrument indiscriminately used in financing of
every type. Since Islam has pro-

Rabi-al-Thani 1420

hibited interest, this instrument
cannot be used for providing
funds of any kind. Therefore
Musharaka can play a vital role in
an economy based on Islamic
principles. Therefore, it goes
without saying that all the necessary ingredients of a valid contract must be present here also.
For example, the parties should be
capable of entering into a contract; the contract must take place
with free consent of the parties
without any duress, fraud or misrepresentation, etc., etc. However
there are certain ingredients which
are peculiar to the contract of
"Musharaka". They are summarised as follows:
1) Distribution of Profit

^

a) The proportion of profit to be
distributed between the partners
must be agreed upon at the time
of effecting the contract. If no
such proportion has been determined, the contract is not valid in
Shari'ah.
b) The ratio of profit for each
partner must be determined in
proportion to the actual profit
accrued to the business, and not
in proportion to the capital
invested by him. It is not allowed
to fix a lump sum amount for any
one of the partners, or any rate of
profit tied up with his investment.
If a lump sum amount or a certain
percentage of the investment has
been agreed for any one of the
partners, it must be expressly
mentioned in the agreement that
it will be subject to the final settlement at the end of the term.
Meaning thereby that any amount
so drawn by any partner shall be
treated as 'on account payment'
and will be adjusted to the actual
profit he may deserve at the end
of the term. But if no profit is
actually earned or is less than
anticipated, the amount drawn by
the partner shall have to be
returned.
2) Ratio of Profit

On this issue the question that
arises is, is it necessary that the
ratio of profit of each partner
conform to the ratio of capital

invested by him? According to
Imam Malik and Imam Shafi'i, it
is necessary for the validity of
Musharaka that each partner gets
the profit exactly in the proportion of his investment. Therefore,
if A has invested 40% of the total
capital, he must get 40% of the
profit. Any agreement to the contrary which makes him entitled to
get more or less than 40% will
render the Musharaka invalid in
Shariah.
Imam Abu Hanifa's view is that
the ratio of profit may differ from
the ratio of investment in normal
conditions. However, if a partner
^ h a s put an express condition in
he agreement that he will never
work for the Musharaka and will
remain a sleeping partner
throughout the term of
Musharaka, then his share of profit cannot be more than the ratio
of his investment.
3) Sharing of Loss

But in the case of loss, all the
Muslim jurists are unanimous on
the point that each partner shall
suffer the loss exactly according
to the ratio of his investment.
Therefore, if a partner has invested 40% of the capital, he must
suffer 40% of the loss, not more,
not less, and any condition to the
ontrary shall render the contract
invalid. There is a complete consensus of jurists on this principle.
4) The Nature of the Capital

Most of the Muslim Jurists are of
the opinion that the capital
invested by each partner must be
in liquid form. It means that the
contract of Musharaka can be
based only on money, and not on
commodities. In other words, the
share capital of a joint venture
must be in monetary form. No
part of it can be contributed in
kind.
Imam Malik is of the view that
the liquidity of capital is not a
condition for the validity of
Musharaka, therefore it is permissible that a partner contributes to
the Musharaka in kind, but his

share shall be determined on the
basis of evaluation according to
the market price prevalent at the
date of the contract. Therefore the
share capital in a Musharaka can
be contributed either in cash or in
the form of commodities. Imam
Malik's view is simple and reasonable and meets the needs of the
modern business. Some Hanbali
jurists also adopt this view.

may compel other partners on the
liquidation or on the distribution
of the assets themselves.
This situation seems to be justified, and it can be supported by
the general principle laid down by
the Holy Prophet (PBUH), in his
famous hadith.
"All the conditions agreed upon
by the Muslims are upheld,
except a condition which allows
what is prohibited or prohibits
what is lawful."

Termination of Musharaka

Musharaka is deemed to be terminated in any one of the following
events:

What is the Sharia ruling in regard
to an advance received from a
client in return for his/her binding
agreement to buy goods from the
bank and to be consistent in
repaying his instalments. Further
also that the amount advanced
will be kept in a current account
until such time as all responsibilities in regard to the shipment of
the goods have been met.

(a) Every partner has a right to
terminate the Musharaka at any
time after giving his partner
notice to this effect, whereby the
Musharaka will come to an end.
(b) If any one of the partners dies
during the currency of Musharaka,
the contract of Musharaka with
him stands terminated. His heirs
in this case, will have the option
either to draw the share of the
deceased from the business, or to
continue with the contract of
Musharaka.
(c) If any one of the partners
becomes insane or otherwise
becomes incapable of effecting
commercial transactions, the
Musharaka stands terminated.
(d) Termination of Musharaka
without closing the business
If one of the partners wants termination of the Musharaka, while
the other partner or partners
would like to continue with the
business, this purpose can be
achieved by mutual agreement.
The partners who want to run the
business may purchase the share
of the partner who wants to terminate his partnership, because
the termination of Musharaka
with one partner does not imply
its termination between the other
partners.
However, the price of the share
of the leaving partner must be
determined by mutual consent,
and if there is a dispute about the
valuation of the share and the
partners do not arrive at an
agreed price, the leaving partner

Yusuf Schenker
Germany

Such an advance given to the
client is what is called 'urbun, and
is actually a price paid by the
buyer in order that he may have
the option for a certain period of
time to either continue with the
deal or pull out. Where the buyer
decides to continue with the deal,
the advance becomes a part of the
price. In the event the buyer
decides not to go through with the
deal, the advance becomes the
right of the seller, and is forfeited
by the buyer. Before the contract
of sale is completed, or in cases of
a pledge to purchase (such as
Murabaha), the advance given by
the purchaser is not called 'urbun,
nor does it have the same legal
properties. Rather it is an amount
given by the purchase pledger so
that if he fails to live up to his
end of the contract, the amount
advanced may serve to recompense the bank for its expenses. If
there is a remainder, after the
bank is recompensed, it will be
returned to the client. If the
advance is insufficient as recompense, the purchase pledger
should pay the rest. •
NewHORIZON
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MB! DISCUSSION FORUM

Islamic Funds in Europe

T

Nasr-Eldin Ayoub-Bey

he rapid development of
Islamic banking has led to
the growth in the range and
number of Funds dedicated to
Islamic ethical investment evidenced by amongst other things
the wealth of information available on investment vehicles and
products offering Shariah compliance. Although this process is
still largely in its infancy it has
reached an important juncture in
its development.
It was with the intention of
facilitating a process of communication between those interested in
assisting the future development
of Islamic banking, that the
Institute of Islamic banking and
insurance convened a Discussion
Forum on Wednesday the 23rd of
June 1999. The forum focus was
to consider the recent developments and outline the future
direction of the Islamic Fund
Industry in Europe.
Chair of the proceedings was
Mr. James Clayton, Hume
Executive Director of Clayton
Hume Associates, a Management
Consultancy providing a wide
range of advisory services to
banks and financial institutions in
Eastern Europe, USA, Switzerland,
Egypt and the UK.
Mr Hume has worked on the
development, project management
and launch of the Islamic MultiInvestment Fund on behalf of
American Express bank Ltd and
Faisal Finance Switzerland. He has
also developed and introduced an
Islamic Equity Index on behalf of
an Islamic investment Group.
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The Challenges and
Pitfalls of Offering
Islamic Investment
Products
PRESENTED BY JOHN BAUER,
Marketing Director, Samba Capital
Management International Ltd
(SCMI), which is a wholly owned
by Saudi American bank established in 1998.
Samba wide assets under management were $ 4 billion as of 31st
December 1998, primarily in discretionary portfolios for institutions and HNWI with the balance
in mutual funds in Luxembourg
and Saudi Arabia.
Mr. Bauer has been a senior
executive for nearly 30 years in
major financial institutions around
the world. He joined SCMI in April
1998 and managed the establishment of Samba Asset Management
S.A in Luxembourg, an Islamic
Investment company.
Mr Bauer's presentation
detailed the opportunities, advantages/disadvantages and issues
that need to be addressed by commercial banks and fund managers
when structuring and offering
Islamic investments. Some of
most significant factors are outlined below.
In terms of opportunities Mr
Bauer suggests that the size of the
Islamic investment market is large
and growing. The size in Saudi
Arabia alone is estimated at nearly $80 billion. Islamic investment
product offerings currently, however, are limited and do not fully
meet the needs of investors.
Mr Bauer stated that the
Islamic markets offers Commercial
Banks and Fund Managers a potenRabi-al-Thani 1420

tial new client base. Since
Commercial Banks have good distribution networks, it would be relatively easy for them to tap into
this market if they have the right
products.
Sources of funds for Islamic
Investments can potentially come
from non-interest bearing bank
deposits. Islamic bank customers,
investment groups, traditional
leasing and equity funds, etc.
The pitfalls identified by Mr
Bauer include perceptions t h a t ^
Commercial banks do not h a v ^ ^ ,
Shariah expertise as many traditional banks and fund managers do
not have a Shariah Board and
therefore, any Islamic investment
launched may lack credibility in
the market.
Thus it is imperative that a
Shariah Committee be formed and
Fatwas written prior to any new
product being structured.
In establishing a Shariah
Committee, there are many issues
that must be addressed, for example the duties and responsibilities,
remuneration, etc. Furthermore,
selection of the members is critical
since it is desirable to have members whose views are compatibl'
and can work together.
Mr Bauer said that regulatory
issues could also pose a potential
roadblock, especially if the regulators in the country of registration
do not fully understand Islamic
investments and principles. This
may impede obtaining approval of
new products.
Additionally, employees of
commercial banks may not have
the skill sets to sell Islamic investments. Therefore, distribution by
the bank must be carefully thought
through and only employees who
are properly trained be appointed
to deal with Islamic clients. It is
best if the bank has its employees
focus primarily on marketing of
the Islamic investment during the
launch period.

The belief is that this fund
family is flexible enough to
meet the diverse needs of
investors throughout the Islamic
world. Mr Khattab clarified the
factors making IMIF unique,
some of the most important
being:

The Forum panel, from left: Ibrahim Thompson (Al Safa), Stephen Cook (City Financial),
Nasr-Eldin Ayoub-Bey (IIBI), James Clayton Hume chairperson (Clayton Hume Associates),
Akram Khattab (Faisal Finance), John Bauer (SAMBA Asset Management)

Many commercial banks offer
Islamic investments. Some examples are National Commercial
Bank, Citibank, The Gulf Bank,
Kuwait, Riyadh Bank, Emirates
Bank International, Saudi American Bank, and many others.
The most successful to date has
been NCB with its Global Trading
Equity Fund that has raised over
$600 million.
Mr Bauer concluded that while
many opportunities exist, offering
Islamic investments requires banks
and fund managers to bring in
expertise in the Islamic field with
^^propriate contacts therein.

The Islamic
Multi-Investment
Fund Family in
Luxembourg
PRESENTED BY MR AKRAM
Khattab, Manager, Faisal Finance,
Asset Management Et Investment
Group Switzerland. Mr Khattab
joined the dynamic Asset Management a Investment Group of Faisal
Finance Switzerland in 1995. He
currently heads the Mutual Funds

et Alternative Securities sections
were the main task is product
development (mainly mutual
funds) and institutional relations.
Faisal Finance is a financial
services company that offers private financial services to its clients,
which include high net worth individuals, commercial companies
and financial institutions.
Faisal Finance is a subsidiary of
one of the largest financial groups
in the world, Dar Al-Maal Al-Islami
(DMI), and works in close collaboration with the network of DMI
group of companies based in various locations throughout the world.
Faisal Finance develops a wide
range of high-quality products that
conform to Islamic Shariah principles in recognition of the fact that
although in today's global markets
choice is almost limitless, individuals with special investing requirements may still find it difficult to
fulfil their needs.
Faisal Finance recognised that
some investors are more selective
than others, preferring to screen
their investments based on such
factors such as risk, geography,
industry, religion or any combination of these. Faisal finance philosophy is reflected in their collaboration with American Express Bank
Ltd to CO sponsor such an investment vehicle - The Islamic Multi
Investment Fund (IMIF).
NewHORIZON

• It is the first investment product offering multi asset allocation between different asset
classes. This "one stop shopping" approach enables the
fund to cater for most client
profiles, ranging from: Risk
adverse (PPSC), moderate risk
with fixed income (Trade
Finance) moderate to high risk
(Global a Emerging Market
Equity) and high risk/high
yield (options).
• The Multi Investor Fund also
offers a great degree of flexibility by enabling the client to
switch from fund to fund
without charge.
• First major venture between a
major genuine Islamic financial institution (Faisal Finance
SA) and a major conventional
financial institution (American
Express Bank Ltd).
• One of the very few fully operating Islamic Money Market
Funds included (PPSC)
• Competitive pricing
• Good track record 1998
• Domiciled in Luxembourg, Mr
Khattab indicated that Faisal
Finance are particularly satisfied with the legal breakthrough obtained from the
Luxembourg authorities for
this highly reputable domicile.
Authorisation of IMIF marked
the first time that several
Islamic Funds other than equity were authorised by the
Luxembourg authorities.
Up until the arrival of IMIF
only a number of Islamic equity
funds have been domiciled in
Luxembourg. IMIF contains the
first Islamic Money Market fund
(PPSC), first Islamic fixed
income (Trade finance) and of
course the first Islamic options
fund.
July 1999
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IIBI DISCUSSION FORUM
The Rationale
behind the
Development and
future aspirations
of Al Safa
Investment Fund
AL SAFA INVESTMENT FUND
was conceived approx. 4 years ago
by STZ, a Muslim partnership
based in Harley Street, in recognition that there were few long-term
retail investment vehicles offering
Shariah compliance. The investment objective of the fund is therefore to provide capital appreciation
through investment in a diversified
portfolio of UK equities acceptable
under Shariah.
The authorised Corporate
Director is City Financial Managers.
The City Financial Group is responsible for the administration of some
50 authorised unit trusts and open
ended investment companies.
Greig Middleton a Co Ltd is the
chosen investment advisor due to
their wide experience of working
within ethical guidelines. Their role
includes preliminary assessment of
the suitability of companies for
investment in accordance with the
Shariah restrictions and ongoing
management of the portfolio.
Mr Stephen Cooke, Director,
City Financial informed the forum
that City Financial, who brought
the scheme into existence and
Greig Middleton the Investment
advisors were delighted to be associated with Al-Safa investment
Fund. Both companies felt an
Islamically acceptable mainstream
UK fund was long overdue given
the Importance of the Muslim community in the UK.
Ibrahim Thompson of STZ further clarified that what, in their
opinion, separates Al Safa from
other Islamic Funds is its total
rejection of Interest. The industry
has commonly accepted gearing
ratios of 30 percent debt to equity
in recognition of the fact that it is
12
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Participants at the IIBI 'Islamic Funds in Europe' discussion forum

difficult to totally avoid interest.
These ratios are tolerated provided
a proportionate percentage of profits are cleansed through distribution to charitable causes.
Ibrahim Thompson recognises
that Al Safa is also not operating in
an ideal world and that the stock
universe structured by Greig
Middleton based on the FTSE 100
and 200 will invariably include
companies with gearing ratios of
some sorts. The Al Safa Shariah
board will, therefore, only choose
companies that have less interest
involvement and gearing ratios.
Companies that are geared will not
be included.
Mr Thompson believes that
Muslims should be able to invest
their money, enjoy the same
returns and investor protection as
every one else investing in the UK
and not have to compromise what
they believe. In response to criticism from a certain section of the
industry Mr Thompson states:
We have been criticised by one
or two Muslims as being 'naive'
because "Muslims are shrewd
investors and would not be willing
to give up the 'guarantees' interest
supposedly give". The Koran on the
other hand states:
"As for those who persist in
usury, they incur Hell, wherein
they abide forever". Also"0 you who believe, you shall
observe Allah and refrain from all
kinds of usury, if you are believers"

Rabi-al-Thani 1420

We agree that Muslims a
shrewd investors and should be
willing to give up interest because
of the guarantees it actually gives.
In terms of Al Safa's future
aspirations, Mr Thompson said that
it is now possible for Muslims to
invest in pensions, via Merchant
Investors, use off shore products
with Scottish Provident and invest
into Al-Safa direct. He also stated
that, "until recently none of these
options were available to Muslims
wanting an Islamic fund, hopefully
other projects we have in mind will
also come to fruition."
It is a fact that to date there is
only a scattering of retail Islamic
funds the world over, a situati''^
that Funds such as Al Safa as wen
as others are attempting to address.
Such efforts need therefore be
commended, and if the need for
criticism arises it should at least be
constructive.
The discussion forum highlighted many important issues and
ended by participants agreeing that
this is an area that still requires
continued effort and development
to ensure that more efficient and
competitive Islamic financing
institutions are set up to cater to
the Muslims ever growing financial
needs. They also acknowledged the
need for more dialogue, interaction
and co-operation among experts in
the field of Islamic finance in order
to enhance the quality of future
products. •

Developing, Marketing
Selling
Islamic Financial Products
20th a 21 St October 1999

A practical Seminar 9: Workshop, relevant to all levels of
management, providing hands-on experience in
product development, marketing and sales processes

Venue: Institute of Islamic Banking 8t Insurance, Belgravia, London
Organised by The Institute of Islamic Banking and Insurance in co-operation with Clayton Hume Associates Ltd.
Participants should include those involved at all management levels in the production of Islamic financial products.
Senior executives will gain a wider perspective of the various processes necessary to build an efficient, profitable portfolio of
products and clients. Middle managers will enhance their skills in identifying the issues and managing the process,
while more junior managers will add to their understanding of the specific steps to be taken at each stage of the
product development process.
All the participants will have the opportunity to build their own 'best practice' techniques and procedures, confronting
real-life obstacles and reflecting relevant local conditions and imperatives. They will have an excellent opportunity to learn
from the experience of others and to put their own viewpoint and to gain a wider and more detailed perspective of the place
of Islamic financial products in today's marketplace.
For further information ft booking forms, please contact
Institute of Islamic Banking and Insurance
16 Grosvenor Crescent, London SW I X 7EP, United Kingdom
Phone: +44 (0) 207 245 0404 Fax: +44 (0) 207 245 9769
e-mail: icis@iibi.demon.co.uk
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CORPORATE PROFILE

Islamic Development Bank
Financial 6t Business Analysis for year to 28 April 1998
" An increase in operations financed, but room for
improvement in project implementation and follow-up "

Exchange Rate 28 April 1998
1 Islamic Dinar (ID) = 1 SDR
1 SDR = USD 1.3714

FINANCIAL TRENDS

Financing Approved (Amount)

Ownership and Legal Status

The Islamic Development Bank is an international financial institution established
in December 1993 with the purpose of fostering economic development and social
progress of member countries and Muslim communities in accordance with Shari'ah
law. The Bank participates in equity capital and grant loans, provides financial
assistance for economic and social development and operates special funds for specific purposes. Subscribed capital is 4 billion Islamic Dinars.

ID million

93/94

I I I I
94/95

95/96

96/97

97/98

The Year in Brief

The Bank's net income was ID 59.6 million, which, with shareholders' equity gave
ID3.3 billion (US$4.5 billion) in total financial resources at year-end. The total volume of approvals was ID 1.15 billion consisting of project financing and technical
assistance; trade financing and operations from the Waqf (Special Assistance)
Account. There were 57 projects and 27 technical assistance operations with a total
value of ID 442 million, up by 7% from the previous year, benefiting 38 countries,
of which 14 were lesser developed countries. 27 operations related to social sectors
(32% of the total), 23 in the public utilities sector (27%) and 15 in the agricultural
sector (18%). Other operations related to transport and communications (12%),
industrial (6%) and financial (5%).
56% of the Bank's net income came from deposits for investment (ID 59 million).
Income from import trade financing operations was ID 19 million; leasing and
instalment sale financing ID 13 million. Overall return on total assets was ID 105
million or a 3.1% yield on the Bank's net assets (compared with a 3.9% yield on 12month SDR-composite LIBOR).
Business Highlights

• The Waqf Fund was established during the year, funded by ID885 million of assets
from the Special Accounts. Disbursements were ID 22.4 million and repayments
were ID 3.9 million.
• 21 projects were post-evaluated during the year, with the majority found to be
successful or partly successful. Those where the stakeholders were involved were
the more successful. However, more benefits would have been obtained from
(i) closer interaction between the Bank and the beneficiaries during conception
(ii) more regular project implementation follow-up
(iii) better support given to executing agencies
(iv) more attention to remote projects and budgetary provisions to undertake adequate maintenance for road transport projects.
• The establishment of the IDB Infrastructure Fund was approved, with the main
objective to raise US$1.5 billion (US$1 billion in equity, US$0.5 billion mezzanine
Islamic finance). The Fund will focus on power, transport, telecommunications, oil
and gas, natural resources development, water treatment and distribution systems,
environmental services and other infrastructure-related services.
• Procurement procedures were revised to ensure transparency and to facilitate
faster implementation of projects. The amended procedures are intended to harmonise with those of multilateral financing institutions that the IDB Co-finances
or co-operates with.
• The Bank approved guidelines for financing rehabilitation of infrastructure projects to the extent that (i) a projects original usefulness has passed or the technology involved is obsolete, (ii) that throughout its useful design life, the project
provided the services for which it was intended and (iii) the beneficiary guarantees the future maintenance of the facility.
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Member's Funds
ID million
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Sectorial Distribution of Projects
Agriculture £t Aqro-lndustry
Transport £t Communication
Social Services
Industry/ ft Mining
Public Utilities
Others

7%
14%
270/0
20%
310/0
10/0

Sources of Income ID millions
Deposits for Investments
Participation in Equity Capital
Loan Service Fees
Leasing Et Instalment Sale
Import Trade Financing
Others (incl. Mudarib Fees)
Total

59
7
3
13
19
4
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Syarikat Takaful Malaysia

Exchange Rate 10 June 1998
1 US Dollar = RM 3.8005

(Syarikat Kumpilan BIMB Holdings (Berhad)

Financial £t Business Analysis for year to 30 June 1998

FINANCIAL TRENDS

"Sharply increased volumes of business,
but a loss for the year after provision for investment losses"

Balance Sheet Footing

Ownership and Legal Status

Syarikat Takaful Malaysia Berhad is a financial institution specialising in Takaful
transactions (Islamic Insurance). The basis of the Company's operation are the
principles of Syariah which aim to provide complete Takaful facilities and services to the ummah and citizens of Malaysia 65.57% of the Company is owned
by BIMB Holdings Berhad, with the rest of the shares widely held.
The Year in Brief

The company operated in an extremely difficult economic environment in
Malaysia, and suffered from a steep fall in the stock market. Thus, while total
gross Takaful contributions in both General and Family businesses were sharply
higher, returns on investment, particularly equity investments were lower. Profit
before zakat, tax and exceptional items was RM 14.2 million, down by 22.65%
from RM 18.4 million in 96/97, on operating revenues of RM 72.9 million, up
12.46% from 64.8 million in 96/97. However, a provision of RM 21.3 million
(96/97=0) required to reflect the reduced value of quoted shares and unit trusts
resulted in a loss after zakat and taxation of RM 8.2 million against a profit in
96/97 of RM 12.5 milhon.
The combined total net assets of the General Takaful Fund, the Family Takaful
Fund and the Shareholders Fund before provisions rose to RM 425.3 million,
28.2% up from RM 314.5 million in 96/97. However, the provisions required to
reflect the reduced value of investments, the combined total was reduced to RM
323.0 million, 2.7% ahead of the 96/97 figure.

Operating Revenue

Profit after Tax/Zakat

Business Highlights

In General Takaful business, total gross Takaful contributions increased by 24.6%
to RM 99.1 million. In the Family Takaful business, contributions increased by
51.4% to RM 99.68 million.
The Maga Risk and Risk Management Department was created to strengthen
the General Takaful Division, enabling enhanced involvement in Takaful services
for mega-risk projects.
The Company continued the ongoing program of improving services, with
five Takaful desks within branches of Bank Malaysia Berhad being upgraded to
full branches. Additionally, ten new Takaful desks were opened in Peninsula
Malaysia and East Malaysia. At year end, the Company had a total of 19 branch
offices and 60 Takaful desks covering all major and secondary towns nationwide.
Specific measures were taken during the year to build technical skills, and to
improve professionalism and a better work ethic. Special training programs were
specifically designed and conducted with the Institut Technologi Mara. Total personnel strength at year end was 470 (199 executives, 271 clerical), up by 24%
from 380 in 96/97.
Despite a gloomy economic scenario, the a Government projected 2% contraction in GDP for 98/99, the Company projects improvements in its business.
Prospects are especially good for the Family Takaful business in view of a large
untapped market particularly among the Bumiputra Muslim population, coupled
with increasing popularity and acceptability of the Takaful business as a whole
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Family Takaful Refund Balance
250 RM million
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Group Family Takaful Refund Balance
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USA
Selling Takaful
policies to nonMuslim countries
South Africa, France, the UK, and
Germany are some of the majority
non-Muslim countries, which have
been identified as possessing
potential demand for Takaful
(Islamic Insurance). Mr Omar
Clarke Fisher of Takaful USA, the
first company to offer Islamic
insurance in the USA indicated
that such demand was based on the
growing population of Muslims in
those countries. In France for
instance, there are about 3.5 million Muslim population, followed
by the UK with 2.5 million,
Germany 1.5 million and South
Africa 1 million.
In his working paper on alternative insurance in non Muslim
markets Mr Fisher suggests that
there is also potential demand for
Takaful in North America, which
include the US and Canada. He
Stated, "Takaful demand in North
America is pushed by Muslim population growth in the region".
According to Mr Fisher, the
population of Muslims in North
America stood at 8 million in 1996
and this is expected to rise to 10
million next year and 14 million by
2010.
On estimates of future non life
and life Takaful annual gross premiums, Mr Fisher said South -East
Asia is expected to register a 23 per
cent market penetration which will
amount to an estimated US $ 2.52
Billion by 2007 - 2010.
Countries from the Gulf Cooperation region are projected to
chart a 20 per cent penetration or
US 1.01 billion, while the market
16
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penetration in the US/Canada is
expected to be at 0.29 per cent or
US $ 600 million.
On the future challenges of the
Takaful and Retakaful industry
world-wide, Mr Fisher claimed that
that these include shortage of
human capital, in terms of skilled
and dedicated Muslims such as
underwrites, treasury and risk
management. He said, "the industry players should also come out
with product innovation to better
match cover to risk exposure".
Additionally, he outlined some of
the Key elements of Takaful and
reasons supporting Muslim choice
of Takaful insurance rather than
conventional insurance.

BAHRAIN
Investcorp takes
largest Islamic
facility of the year
Investcorp the Bahrain based investment bank, is to secure the largest
Islamically structured loan since the
start of the year. The $75 million
facility, priced at 60 bases points
over libor with a two year tenor. Has
been arranged by arranged by the
Bahrain based Islamic Investment
Company of the Gulf (HCG). This is
the first Islamic financing that
Investcorp has sought.
The facility has been underwritten by ABC Islamic Bank, Bank of
Bahrain ft Kuwait (BBK) and IICG.
All three are also acting as agents
in the syndication. BBK's Farid
AlmuUa says that syndication has
been offered only to Middle East
banks, both Islamic and conventional, and that the response has
been strong. "We are looking for a
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50 per cent sell-down and there
are a number of banks that feel
this is their best chance to get
exposure to investcorp this period, "says Almulla. "The Islamic
banks in particular are seeking to
book some high-quality assets."
He adds that the syndication
books are expected to be closed
on 18th June.
Another Bahrain! banker
involved in the deal says that, by
taking an Islamic facility, Investcorp is seeking to tap a new market
and expand its relationships in the
Islamic banking sector. "Inves
corp is opening its investor base
and gaining experience of a new
type of funding, which may lead to
a new type of investment," the
banker says.
" They are gaining access to a
new niche in the market." He adds
that the Investcorp facility will also
give a boost to the fast-growing
Islamic banking sector: " The
involvement of a high-profile
company will attract attention to
the sector and the benefits of
Islamic instruments.
Middle East Economic Digest

BRUNEI
Local bank ventures into Islamic
finance
Brunei's fledgling Development
Bank is venturing into Islamic
financing system on export business in its efforts to widen the
products and services it offers to
its growing community of customers.
The Development Bank of
Brunei Berhad (DBB) reached this

new milestone at the signing of an
agreement with Jeddah-based
Islamic Development Bank at the
beginning of June. The agreement
it signed with the Islamic
Development Bank was for an
"Export Financing Scheme". This
scheme was introduced to facilitate the export business of customers of both banks. "This will be
the start of our venture with other
foreign banks. There is a plan now
to expand the scheme into import
business," said a bank official.
Dato Paduka Haji Selamat
Munap, the Permanent Secretary at
the Ministry of Finance, witnessed
the signing of the agreement.
Signing on behalf of DBB was Dk
ijah Urai, the Managing Director
of DBB while the Islamic Development Bank was represented by its
senior official from Kuala Lumpur.
Borneo Bulletin

SAUDI ARABIA
Malaysian minister
seeks closer ties
ith the Kingdom
Malaysian Finance Minister Dato
Mustafa Muhammad said that his
country wants to see trade with
Saudi Arabia accelerated, especially in portfolio investments and
tourism, where Malaysia's share of
visitors from the Kingdom remains
very low. Out of the estimated
three million Saudis who travel
abroad each year, only 8,000 go to
Malaysia.
"There is a huge potential to
further develop economic relations
between the two countries," stated
the Malaysian minister. He added
that his country has recovered
from the devastating effects of the
Asian financial crisis and managed
to regain international confidence.
The negative economic growth

of 6.7 percent in 1998 has been
reversed to a one- percent positive
growth this year. Next year, growth
is expected to be five percent.
Dato Mustafa said that he does
not believe the ongoing trial of the
former deputy Prime Minister and
minister of finance, Anwar Ibrahim,
will affect the country's economic
reform or erode world confidence.
The Malaysian finance minister was
in the Kingdom to discuss bilateral
relations and promote the Malaysian
Island of Lauban as an international
Islamic-banking centre.
The Island, off the coast of
Borneo near Brunei Dar Al-Samal,
was opened as an international offshore centre after being developed
over a period of 10 years.
"Conventional banking is progressing very well, and we want to
develop the island as an Islamic
banking centre. We decided to go
international and seek support
from Saudi Arabia."
During his visit, he met with
officials at the Islamic Development Bank (IDB) in Jeddah, where
he serves as member of the board
of governors, and briefed them on
the Malaysian financial crisis and
lessons that Muslim countries
could draw from it.
The minister also met with
Prince Sultan, second deputy premier and minister of defence and
aviation, to whom he conveyed the
well wishes of the Malaysian government and people for the recovery of Custodian of the Two Holy
Mosques King Fahd.
"Prince Sultan was very interested to know what was going on
in Malaysia as an Islamic country
and promised to support whatever
we do to promote co-operation
among Muslim countries."
Last year, Malaysian exports to
the Kingdom totalled SRl.l bilhon
against Saudi imports of SR905
million. In 1997, the figures were
SR829 million and SRI billion
respectively. Malaysian exports
include vegetable oil, electronics,
wood and furniture while imports
consist of crude oil and petrochemical products.

Arab News

DUBAI
Affluent investors
offer opportunities
for banks
There are about 120,000 high net
worth individuals in Saudi Arabia,
. J i and 59,000 in the UAE holding foreign assets estimated at $400 billion and $160 billion respectively.
This offers an exceptionally
rich opportunity for private banks
to tap this private wealth, says
Jeddah-based National Commercial
Bank. "GCC banks might be better
positioned to channel and manage
the GCC outward portfolio investment if they acquire prime investment institutions," it said in a special issue on the structure of Gulf
banking and the effects of globalisation and financial liberalisation.
"In the Gulf, while significant
challenges may arise from further
liberalisation in financial services,
significant benefits too are likely to
arise. Liberalisation will enhance
competition, improve sectoral efficiency leading to lower costs, better quality and more choices of
financial services, improve financial inter-mediation and investment opportunities through better
resource allocation across sectors
and through better means of managing risks and absorbing shocks.
The report pointed out that the
liberalisation of GCC financial
markets would induce governments to improve macrocosmic
management, policy interventions
in credit markets and financial sector regulations and supervision.
Liberalisation of financial services
aimed at attracting of foreign
direct investment and the repatriation of GCC citizens' investments
from abroad can have positive
effects on income and growth.
Economic gains of liberalisation must be underpinned by
appropriate supervisory and regu-
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latoiy regimes, as macroeconomic
instability and inadequate regulation and supervision can undermine the benefits of liberalisation.
Liberalisation of financial service
trade can, in some circumstances,
exacerbate pre-existing financial
sector difficulties. However, it is
important that GATIS allow members to take prudential measures to
protect mvestors and ensure the
integrity and stability of the financial system. GATTS permits the use
of temporary non-discriminatory
restrictions on payments and transfers in the event of serious balance
of payments and external financial
difficulties. This benefit from signing the GATTS agreement, through
market access and national treatment commitments, can accrue to
countries without compromising
their ability to pursue sound macrocosmic and regulatory policies.
The medium term outlook for
GCC banks are not necessarily discouraging provided that institutions
can adapt to new niche opportunities they have - be it Islamic banking, project finance or consumer
finance. In private banking, GCC
offers an exceptionally rich opportunity for tapping private wealth of
high net worth individuals.
The report added that with the
slump in oil prices, a slowdown in
economic growth, the opening of
domestic markets to foreign competition, and the flight of deposits
into non-traditional financial
products, the handsome returns of
the 1970s and 1980s may be under
downward pressure. In adjusting to
these new conditions, leading GCC
banks have diversified their operations, besides their traditional retail
banking and trade finance business, into new services such as
Islamic banking, investment services and project finance.
With international competition
and privatisation programmes
underway, the high investment
outlays needed to acquire newer
information technology systems,
the need to achieve economies of
scale and to gain expertise in the
lucrative business of portfolio
management, are destined to push
18
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GCC banks toward consolidation,
albeit at a slower pace than in
international markets.
To promote expansion and
regional consolidation, GCC authorities have taken steps to encourage
intra-Gulf-banking growth by
allowing banks to open branches in
other countries of the GCC.
Looking to the future, the report
said, GCC banks will have to make
more choices in terms of products/
services to see where they can
expect to win a commanding market position. The limited physical
size of the region, coupled with the
presence of so many well capitalised and aggressive competitors,
may inevitably put pressure on
bank revenues and in the long term
eliminate less successful rivals.

Gulf News

Company opened its East Asian
regional office in Labuan this year.
Arig is among the top 73 reinsurers in
the world. Abdulla said, both Bahrain
and Malaysia could share each other's
experience in Islamic banking and
finance as well as in industries such
as oil and petrochemicals.
He also said the Islamic financial market is worth US$650 billion.
Bahrain has only a modest share in
it and sees good potential for both
countries to develop it further.
Encouraging the movement of capital between both countries, he said
Bahrain will, soon see the establishment of a US$1.5-billion Islamic
fund in infrastructure development
and hoped Malaysia, being a m e m ^
ber of the Islamic Developmt^
Bank, will utilise this fund.
In an effort to boost tourism
between the two countries, Abdulla
said a dialogue is underway to
increase fiight frequencies of their
respective national carriers.
Asia Intelligence Wire

MALAYSIA
Ongoing talks on
financial services
between Bahrain
and Malaysia
Discussions are currently ongoing
between Bahrain and Malaysia to
enhance financial service co-operation in an effort to develop
Labuan into an Islamic financial
centre, said Second Finance
Minister Datuk Mustafa Mohamed.
He added, officials from Labuan
have discussed specific issues on
the matter with officials from the
Bahrain Monetary Authority.
However, the discussions were still
preliminary, he told reporters, after
attending a meeting between
Bahrain's Minister of Finance and
National Economy, Abdulla Hassan
Saif, and Prime Minister Datuk Seri
Dr Mahathir Mohamad here today.
Bahrain enjoys a presence in
Malaysia after Arig Reinsurance
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PAKISTAN
IDB raises Pakistani
credit ceiling
Islamic Development Bank (IDB)
has raised the credit ceiling of
Pakistan to $380 million from
$300 million in April 1999, said
Advisor IDB DM Qureshi.
IDB board of directors also
approved US$100 million loan to
enable Pakistan to buy crude oil
from Middle East. The loan would
be paid back in 18 months' time,
he disclosed this while talking to
newsmen after briefing them about
IDB activities in promoting Islamic
mode of financing in the world. He
said Pakistan State Oil (PSO) has
already opened two Letter of
Credits (LCs) of $25 million each
out of $100 million loan, for the

NEWS MONITOR
import of crude oil from Middle
East. He said Pakistan has been one
of the top five nations who never
delayed payment of dues to IDB
rather the bank paid it rebate for
the timely payment of dues.
Pakistan faced a difficult period
after the nuclear tests in May 1998
which forced her to make payments to IDB with a small delay.
But IDB was the first to get dues
from Pakistan when things improved.
About the $1.5 billion fund for
Pakistan that failed to materialise
after the nuclear test, DM Qureshi
said, the rate of return on the fund
was negotiated by a high-power
Pakistani team including the then
^^nance Minister of Pakistan, with
B officials, but the negotiations
were called off by Pakistan, as some
multilateral financial institutions
refused to release the loan on the
assets being sold by Pakistan to the
IDB-Pakistan Funds and did not
agree to grant the position of a "preferred creditor" to the Pakistan Fund.
He said a mark-up of 5 per cent
above 12-month LIBOR had been
agreed between the government of
Pakistan and the representatives of
the Islamic banks against three
main over-riding conditions:
Pakistan had raised money
before the nuclear test for the
short-term at rates ranging between
4 percent and 4.5 percent above
'^SOR, the credit-rating of Pakistan
was severely downgraded in the
international market after the blasts
and during the same period, the
Turkish treasury raised the fund
rates at 6 percent above Libor.
He said, IDB played the role of
a facilitator and arranger and provided comfort and confidence to
the market by committing $200
million to the Pakistan fund of 1.5
billion dollars, acting as the market-maker. He said, the Islamic
banking industry is growing at a
very fast rate. As against a growth
rate of 7 percent per annum recorded by the global financial series
industry, Islamic banking is growing at rate of 10-15 percent per annum
and accounts for 50-60 percent of
share of the market in the GCC and
Middle East.
Asia Pulse

Forth coming
ISLAMIC BANKING CONFERENCES
1999

Asia Pacific conference: 8-10 July 1999

The International conference centre, Grand Bay, Mauritius

•
•
•
•
•
•
•
•
•
•
•
•
•

Positioning Mauritius as Regional Financial Services Centre
Recent developments in the South African Double Treaty network
Offshore structured finance opportunities
International Tax Structure
International Tax planning opportunities through Mauritius
U.S Estate planning for the International investor
New Zealand Offshore Trust n Factor Fiction?
Review of International anti-money laundering legislation and techniques
Exploitafion of intellectual property using double taxation treaties
Mauritian structures in European tax planning
Mauritius as an emerging captive insurance domicile
Islamic Banking opportunifies in the Asia Pacific Region
Fund administration in the Asia Pacific region

- a multi-disciplinary international
organisation which seeks to provide the highest possible standards in developing educational programmes in offshore financial subjects, and a forum for the interchange of information on common
issues facing practitioners and governments in offshore jurisdictions.
Conference organised by the Offshore Institute

For further information and details on the conference contact:

Honeyfield Communications Ltd, P.O.Box 484, 3 Old Street, St. Helier, Jersey
Channel Islands JE$ 5SS

Seminar on Islamic Banking and Finance
(Overview) 2-3 August 1999
Holiday Villa Hotel Alor Setar, Kedah Malaysia
Objectives:

• To sharpen and enlighten the understanding on the basic principles and
practices of Islamic banking and finance from the practitioners' point of view.
• To disseminate accurate and hands-on information pertaining to Islamic mode
of banking and finance
Seminar benefits Differentiate and distinguish the essential characteristics of
Islamic and conventional banking and financial instruments. Consolidate their
grasp of fundamentals and practices of Islamic banking and finance system
Share the experience of running an Islamic Commercial Bank in Malaysia
Seminar Content Designed for bankers and non-bankers, featuring:
Islamic Banking Framework Modes of Operation of Islamic Banking Deposit Mobilization
Equity Financing Leasing Trade Financing Facilities Other Banking Facilities Islamic
Accounting System Legal Aspects of Financing Quantitative Methods and System
Requirement Issues on Islamic Banking Practice
Conference organised byBIMB Institute of Research and Training Sdn Bhd
TO REGISTER: Telephone: +603 - 291 0719; 293 5993; 293 2936

Fax: +603 - 294 0178; 291 0453
Address: Seminar Secretariat, BIMB Institute of Research and Training Sdn. Bhd.,
Tingkat 5 ft 6, Wisma Bandar, No. 18 Jalan Tuanku Abdul Rahman,
50100 Kuala Lumpur, Malaysia. E-mail: birt@tm.net.my
NewHORIZON
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Islamic Economics in the
21st Century

The Islamic Economic, Banking 8t
Finance Orientation Seminar 99

9-12 August
International Islamic University of Malaysia,
Kuala Lumpur, Malaysia

23rd-27th September
Islamic Foundation Makelsfield, Leicester, UK

Shariah Issues

Third Harvard University Forum
on Islamic Finance

• Islamic Banking, Finance and Fund Management
• Islamic Banking practices and experiences in Muslim
countries
• Regional Groupings, Globalisation and Development in
Muslim countries
• Macroeconomic models, Monetary policies and role of
Central banks in Islamic countries
• New approaches for managing waqf, Zakah and other
Islamic institutions for socio-economic development
• Islamisation of economies and related areas
• Ethics and management of Financial institutions

1-2nd October 1999
Cambridge, Massachusetts, USA
Islamic Finance: Challenges ft Global Opportunities

Topics at the Forum will span several disciplines including:
• Venture Capital and Partnership finance
• Waqf • Regulatory environments
• Indexation • Questions of Shariah compliance
.'•^
Conference organisers and sponsors:

Conference organised by The International Islamic
University Malaysia (HUM) and The Islamic Research Et
Training Institute (IRTI) Islamic Development Bank

Harvard Islamic Finance Information Program; Centre for
Middle Eastern Studies; Harvard Legal Studies Program;
Harvard Islamic Society

Further information from:

Harvard Islamic Finance Information Program
Tel: (617) 496 22 96; 496 2297
1350 Massachusetts Avenue Fax: (617) 496 2373
850 Holyoke Centre Email: HYPERLINK mailto:hifip@fas.harvard.edu hifip@fas.harvard.edu
Cambridge, MA 02138 U.S.A
Website: HYPERLINK http://www.hifip.harvard.edu
www.hifip.harvard.edu

For further information contact:

Muhammad Anwar, Department of Economics,
International Islamic University Malaysia, Jalan Gombak,
53100, Kuala Lumpur
Tel: (603) 203-4639; 203-4649, Fax: (603) 203-4850
email: HYPERLINK mailto:ieconf99@iiu.edu.my
ieconf99@iiu.edu.my

Islamic lnvestments'99
16-17 September
Le Meridien Hotel, Piccadilly, London

•
•
•
•
•
•
•
•
•
•
•
•

Islamic investment indices
Islamic equity investment
Islamic funds today
Shariah considerations and fatwas
Marketing and realities
The latest developments in the IIBU funds and portfolios
Developing Islamic retail investment ft financial services
Benchmarking fund performance
Islamic finance: restructuring and Shariah issues
Innovative Islamic investment products
Application of Islamic financing-project ft asset financing
The International Finance Corporation

The conference is organised by AiC Worldwide Ltd, and
endorsed by New Horizon
For further Information contact:

Ms Lindsay Wooderson AiC Worldwide Ltd, 2nd Floor,
100 Hatton Garden, London ECl N BNX, UK
Tel: +44 (0)171 827 5984 Fax: +44 (0)242 1508
Website: HYPERLINK http://www.AiC-UK.com
20
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International Atlantic Economic
Conference
7th-1 oth October 1999 Montreal, Canada

Sessions on International Finance with a special focus on
Islamic Banking and Finance
Main objective

To introduce the recent developments in Islamic Banking
and Finance to the International economics community
with a possibility of opening up a dialogue between
Western and Islamic economists
Conference organisors

Dr Humayon A. Dar, Research Fellow; and
Prof. John R. Presley, Professor of Economics,
Department of Economics, Loughborough University, UK.
For further details contact: Dr Humayon Dar,
Loughborough University, Loughborough, LEll 3TU, UK
Tel: +44 1509 22 2709 Fax: +44 1509 223910
Email: HYPERLINK mailto:M.H.A.Dar@Lboro.ac.uk
M.H.A.Dar@Lboro.ac.uk -orProf. John R. Presley, address as above.
Tel: +44 1509 22 2702, Fax: +44 1509 22 3910
Email: HYPERLINK mailto:J.R.PresIey@Lboro.ac.uk
J.R.Presley@Lboro.ac.uk

DIVERSITY IS
OUR STRENGTH
Our Growth soeaks for itse
Ip* 18 companies
. 6500 employees
• Taka 2.5billion tumover
. Total assets exceeding
Taka 1 billion
. 3.5% of Bangladesh's
LWLUI t / V ^ W I l
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Marine food export

We welcome
co-operation
with other
technological
joint ventures, and
for investment
in new activities

Shrimp farming
Industrial manufacturing
and International trading
Pharmaceuticals
Agro-chemical
Garments
Computers
Soil investigation

• Foundation & piling works
. Deep tubewell drillings
. Bridges, Superstructures
and road constructions
. Hydraulic structure and
general construction, and
. The world's largest
jute yarn manufacturer

BEXIMCD

Manufacturing Industrial & International Trading

307 Finchley Road, London NW3 6EH, UK

Tel +44 (0)171 435 4943 • Fax +44 (0)171 794 7086
Telex 8956871 BEXIMCO G

DAR-AL-MAAL
AL-lSLAM I (DM I)
Banking, Investment & Insurance (Takaful)

Progressive
DYNAMIC
Ethical

84 Avenue Louis Casai 1216
Cointrin, Geneva, Switzerland
Tei+22 791 7111
Fax+22 791 7298/7299
Telex 415 648 DM-CH

