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COMMENT

New banking act in Indonesia-

provides the catalyst for a dual banking system
^ H E ECONOMIC crisis followed by the poUtical turmoil since 1997 has been a
blessing-in-disguise for the
Islamic banking movement in
Indonesia. After struggling for nearly
6 years to prove that Islamic banking
is a viable alternative to conventional banking and very much suited to
the Muslim-majority Indonesian population, Muslim activists now see
their chance to extend the Islamic
banking concept.
In October 1998, the Indonesian
parliament enacted a new banking
law (Law No. 10) an amendment of
the 1997 Law (No. 7) on banking.
Many in the financial sector see this
as the basis of a dual banking system
in Indonesia; where conventional and
Islamic banks operate in parallel. The
law was enacted to replace the 1992
Law (No. 2), which was legislated
during the Suharto administration
and seemed to accommodate the
Islamic banking principle. The new
law has opened up an unrestricted
arena in which Islamic banks can
operate and apply their products.
The new Governor of Bank
Indonesia, the Central Bank, took the
initiative in May 1998, after taking
into consideration suggestions to
amend the old law and following several complaints from the only Islamic
bank in Indonesia, Bank Muamalat,
which had claimed that it had persistently receive unfair treatment including from the Central Bank itself. Until
enactment of the new law all policies
concerning banking referred only to
conventional banks, whose number
exceeded 250 before the on set of the
crisis. The old law only differentiated
between public and rural banks, so
that treatment based on the mode of
operation was blurred.
Since the initiative, all parties
involved in the Islamic banking
movement such as the Indonesian
Council of Ulama, the council of
Indonesian Islamic scholars, whose
2
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workshop in 1992 on "Islam and Bank
Interest" became the cornerstone of
the establishment of Bank Muamalat
have met and discussed the bill.
Although many see the Indonesian
government as following Malaysia's
example in accommodating Islamic
banks, by enactment of the new law
which refers to Islamic banking practices, the Indonesian government's
approach differs to that of its neighbouring country in two aspects.
Firstly, Islamic banks in Malaysia
were established following an
"Islamisation" programme by the government, while in Indonesia such a
programme has never been seriously
pursued. Secondly, the Malaysian government proposed a separate bill called
the "Islamic Banking Act", which was
enacted by parliament and later
revised to allow conventional banks to
open "Islamic windows" and by doing
so establishing a dual banking system.
Indonesia has taken a different
route by revising the existing law so as
to accommodate the Islamic banking
principle. The outcome being that the
law itself is an integrated legal system,
even though it contains two different
banking systems. The 1992 Law (No. 7)
had hinted at Islamic banking practices, in a particular clause; "....or the
banks with other kinds of operations."
It was the government regulation (No.
72) issued in that same year, which
provides clarification to this clause. In
the new law the word Shariah -synonymous with Islamic' in Indonesia was included in articles relating to
conventional banks.
Another significant aspect of this
law is that it describes how tiansition
from conventional banks to Islamic
ones is to be brought about. Government-owned banks are allowed to open
an "Islamic unit". From many preenactment discussions it was concluded that the idea of an "Islamic unit"
meant Islamic branch. Governmentowned banks could, therefore, convert
certain branches into Islamic ones.
Jamadil Awwal
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Private conventional banks
where given two choices; to convert
totally into an Islamic bank or to
have an Islamic subsidiary, although
it was mentioned in the law itself
that a conventional bank may be
allowed to open Islamic branches
during their transition to an Islamic
bank. The term "Islamic unit" is
apparently a compromise between
those who support Malaysian style of
dual banking system on the one
hand with its "Islamic window" and
those who prefer a fully Islamic bank
on the other.
The on-going discussion, however, indicates that there are some
difficulties in translating "Islamic
unit" into "Islamic branch". Another
central issue of discussion, is how a
branch will be able to separate its
assets and liabilities from those of its
head office. A possible solution identified thus far is that the Islamic
branch should be a regional bank
with an independent system to that
of its head office.
It is only to be expected that there
are some teething problems given
Indonesia very recent economic and
political problems. The new law is
thus also a big move by government
facing student protests calling for a
tribunal of former president, Suharto
and the abolition of the military's
dual function which has resulted in
the military's Involvement in politics.
Nonetheless, given the wealth of
experience currently available in
Islamic banking resulting from the
constant development of Islamic
finance in the International arena and
bearing in mind that Indonesia is the
worlds forth largest populated country with over 190 million people the
vast majority of which are Muslim.
Collaboration between these two
factors would enable Indonesia to
benefit from the experience available
and open up a vast market that could
significantly enhance the global role
of Islamic banking. •

FINANCE

The Pakistani Riba case
Ayoub Chawdhry

T

^ H E GOVERNMENT of
Pakistan and some of the
commercial banks filed an
appeal against the judgement of the Federal Shariah Court
(FSC) delivered in 1991 in response
to 115 petitions. The FSC, at that
time, in addition to hearing the
petitioner's advocates, also invited
a number of experts to give their
views on the issues involved in
interpretation of the term 'riba'
and its application on modern
financial transactions.
It also issued a questionnaire
relating to the impugned fiscal
laws and sent it to distinguished
scholars, economists and bankers
in the country and abroad for their
opinions. The hearing lasted for
ten months and the FSC announced
its judgement in November 1991.
The FSC held that twenty laws
or provisions of laws involving
interest were found repugnant to
the injunctions of Islam.
The Federal Government dissatisfied with the judgement filed
an appeal to the Shariah Appellate
Bench of the Supreme Court of
Pakistan. After a relief of eight
years, the Federal Government
applied to withdraw the case from
the Supreme Court and to refer it
back to the FSC in order that it
would come up with a workable
solution.
The Appellate Bench of the
Supreme Court unanimously
rejected this plea and started
hearing the case in February this
year. At the commencement of
the appeal, in addition to hearing
the arguments of government
representatives it also invited the
following scholars, economists
and bankers to assist the Court on
different aspects of the Riba
issue:

1. Dr. Waqar Masood Khan,
Director general Planning,
International Islami University,
Islamabad. Formerly, Deputy
Financial Advisor, Government
of Pakistan.
2. Dr. Arshad Zaman, Former
Economic Advisor,
Government of Pakistan.
3. Mr Abdul Jabbar Khan,
Ex President National Bank of
Pakistan.
4. Mr. Khalid M. Ishaq, Senior
Advocate, Supreme Court of
Pakistan.
5. Mr. Ibrahim Sidat, Chartered
Accountant.
6. Dr. Shahid Hasan Siddiqi,
Chairman, Institute of Islamic
Banking and Insurance.
7. Dr. M. Umar Chapra, Senior
Economic Advisor, Saudi
Monetary Agency.
8. Dr. Nawab Hyder Naqvi,
Ex Director, Institute of
Development Economics,
Islamabad.
9. Mr Muhammad Husain,
Chartered Accountant.
10. Professor Khurshid Ahmad,
Chairman Institute of Policy
Studies, Islamabad; and
Islamic Foudation, Leicester,
United Kingdom.
11. Mr Abdul Rahman Madani,
Lahore.
12. Mr Abdul Wadood Khan,
Chartered Engineer,
Saudi Arabia.
13. Mr Maqbool Husain,
Chairman, Al-Mal group of
Companies, and others.
The Appellate Bench of the
Supreme Court met at Islamabad,
Lahore and Karachi to hear the
arguments of the above mentioned
scholars. Dr. Waqar Masood Khan
expressed doubts about the effectiveness of the reformation of the
banking system by way of a court
judgement and suggested the
entrustment of the task to the legislature. He also presented a list of
NewHORIZON

laws that were not (suo motu) considered by the FSC.
Mr Wadood Khan advocated
the concept of time multiple
counter loans to replace interest
bearing loans advanced by banks.
Mr Abdul Jabbar Khan treated
the mode of present day mark-up
as an interest-earning device. He
found no difference between riba
and interest. He advocated the
financing modes proposed by the
Council of Islamic Ideology in
addition to indexation, buy- back,
and printing of currency notes.
Mr Khalid M. Ishaq claimed
that bank interest was not unIslamic because it was not oppressive and the borrowers willingly
accepted the conditions of loan.

Dr. Umar Chapra defined
riba as any amount of
excess over and above the
principal amount. He also
quoted from the Mishna
and the Talmud to prove
that interest was equally
prohibited in Judaism. That
Muslims, throughout history, have rejected interest
Dr. Umar Chapra defined riba
as any amount of excess over and
above the principal amount. He
also quoted from the Mishna and
the Talmud to prove that interest
was equally prohibited in Judaism.
That Muslims, throughout history,
have rejected interest.
Delineating the objects of
Islamic law. Dr. Chapra listed full
employment, equitable distribution
of wealth and economic stability as
some which needed to be achieved
without injustice and exploitation.
He also discussed the pros and
cons of different modes of interestfree financing and the safeguards
that were needed to avoid circumvention. Dr. Chapra did not find it
August 1999
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FINANCE
expedient to escape tlie obligation
of foreign debt and urged for creating an atmosphere conducive to
foreign investment.
Mr. Ibrahim Sidat criticised the
existing Mudaraba contracts as
deviating from their primary function and failing to pay dividends to
investors. He proposed the setting
up of a central religious supervisory board and introducing Shariah
audit and accounting system.
He also proposed that interestbearing funding should be made a
cognizable offence. Mr Maqbool
Husain also criticised the use of
Mudarabas in leasing and interestbearing transactions in place of
investing in trade and, industry
which was their real function. He
observed that change in the banking system required political will
and cultural change.
Dr. Shahid Hasan Siddiqi
observed that the present day
banking system was corrupt, inefficient and exploitative and was
not capable of handling the needs
of Islamic banking. He suggested
that fresh loans from banks and
DFFs should be undertaken only on
the basis of Mudaraba and
Musharaka. According to him the
Mudaraba currently practised by
banks violated the concept and
spirit of Islamic law.
He emphasised setting up a
model interest-free commercial
bank and an agricultural bank and
replacement of existing financing
instruments by interest-free instruments. Mr. Arshad Zaman suggested that the government should create a policy for debt retirement.
Professor Khurshid Ahmad
adduced statistics on the adverse
impact of interest on developing
economies. He referred to a French
Nobel Laureate who had proposed
a new concept of banking system
speciahsing in three sectors including banks accepting deposits,
investment banks and banks for
business purposes. In this way the
credit problem created throughout
the world could be overcome.
He claimed that governments in
Pakistan lacked political will and
neglected the work already done to
4

NewHORIZON

August 1999

switch over to an interest-free system. He explained that Islam
approved profit or loss sharing on
productive investment, ensured
distributive justice, stability and
growth.
He observed that credit creation
by banks was responsible for
inequitable distribution of wealth.
Citing the example of about 200
interest-free banks in 40 countries
the Professor revealed that 150/0 of
Kuwaiti and 5% of the Malaysian

Mr. Ibrahim Sidat
criticised the existing
Mudaraba contracts
as deviating from their
primary function and
failing to pay dividends to investors.
He proposed the setting up of a central
religious supervisory
board and introducing
Shariah audit and
accounting system
economy was based on Islamic
banking. He set aside the fears of
adverse impact on the economy in
case of elimination of interest.
He was, however, not in favour
of cancelling international commitments because the government
is morally bound to honour them.
In case of domestic debt he suggested one year to convert them
into new system. He rejected
indexation as a device to fight
inflation, which was caused by a
number of distortions that needed
to be corrected.
Dr. Nawab Hyder Naqvi warned
of the consequences of taking haphazard steps to set aside interest.
He was, nonetheless, convinced of
the need to change the existing
system and accepted that this may
call for compromise in the transitional period.
Mr.AbduI Rahman Madani presented the pros and cons of indexJamadil Awwal
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ation and gave his views on the
subject. Maulana Gauhar Rahman
sugested elimination of interest
through an ordinance. Mr. Aslam
Khaki contended that the existing
system was not based on riba.
Mr. Siddiq al-Farooq, Managing Director, House Building
Finance Corporation lamented the
moral standards of the entire society including the judiciary which
failed to fulfil the prerequisites of
implementing Islamic instruments
of financing. This called for allowing exemptions in enforcing
Islamic modes. He also advocated
for introducing indexation for as
long as it takes for the rate of
inflation to come down to zero.
Most important among the foreign representations was a sevenmember delegation from Islamic
Development Bank, Jeddah, headed
by its President Mr Ahmad
Muhammad Ali. The President
traced the history of IDB since its
inception. He also submitted
answers to the questions sent to
the IDB by the Court.
Mr. Ali informed the Court that
on Shariah issues the Bank was
guided by the legal opinions provided by its sister organisation, Fiqh
(Islamic law) Academy set up by
Organisation of Islamic Countries.
He also argued on the feasibility of
Islamic banking system on a
national level in any Muslim country. He further gave statistics of
interest-free banks in different
regions of the world relating to their
total deposits, assets, etc.
Mr Ali favoured Islamisation of
the financial system in different
phases so that transformation
becomes gradual and smooth. He
also advocated for changes in regulations, setting up of tribunals for
quick disposal of disputes, committees for evaluation of credit checks
and institutions for disseminating
appropriate information.
After the various presentations,
the learned judges of the Shariah
Appellate Bench gave time for the
counsels for defence to make their
submissions in writing after which
the court would then fix a date for
judgement. •

DJIMI

Wafra 8: Brown Brothers to Launch
Dow Jones Islamic Market Index Fund

W

AFRA AND BROWN Brothers
Harriman a Co ("BBHaCo.")
have announced the launch
of the Wafra/BBH a Co. - Dow Jones
Islamic Index Fund. This Index Fund
will be offered on a continuing basis to
investors outside the US and non-U.S.
citizens. This will be the first of a
group of funds being launched by
Wafra and BBHaCo. to provide
investors everywhere, large and small,
the opportunity to invest in the Dow
Jones Islamic Market Index on a cost
effective basis," said Dr. Mohamad
Khouja, Chief Executive Officer of
Wafra Investment Advisory Group.
Mr. John A. Nielsen, Brown
Brothers Harriman a Co.'s Partner in
charge of International Investment
Advisory clients, added "We will
shortly have retail distribution agreements for our fund in place for Islamic
Investors in the Kingdom of Saudi
Arabia and Kuwait. We expect to have
similar retail distribution relationships

in operation in other Middle East
countries by summer's end."
Institutional
investors
have
expressed keen interest in the fund not
only due to its low expense ratio but
also due to the experience of other
conventional indexed funds which
have generally provided superior
investment returns. We believe that
our index fund will expand the market
of Islamic investors because of the
credibility of the Dow Jones Index as
the industry standard benchmark for
Islamic investments."
"Wafra strongly believes that index
funds can play a vital role for the
Islamic investment community by
offering a highly diversified investment opportunity and by providing a
new benchmark of comparisons.
Wafra is pleased to note that the DJIM,
since its inception in February, has
outperformed most conventional global indexes," concluded Dr. Khouja.
Both Wafra and BBHaCo. point out
NewHORIZON

that the fund will only own stocks in
the DJIM - as approved by Dow Jones'
respected Shari'ah Supervisory Board
- and will attempt to track the index
as closely as possible. Initially, the
fund will allow purchase and sales of
units once per month. A version of the
fund eligible for U.S. investors is
planned for launch within the next
twelve months.
"Dow Jones Indexes is extremely
pleased and excited that Wafra
Investment Advisory Group and Brown
Brothers Harriman a Co. are launching
a Fund based on the Dow Jones Islamic
Market Index. This index was created
with the goal of establishing it as the
benchmark for Islamic based investments. Having these two premier
institutions come together in this
offering is a big step towards achieving that stated goal," said Michael A.
Petronella, Managing Director of Dow
Jones Indexes.
The Dow Jones Islamic Index is one
of 3,000 separate indexes created by
Dow Jones Indexes to track the stock
prices of more than 3,000 companies
from 33 countries, 10 world regions,
and nine market sectors containing
122 industry groups. •
August 1999
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MARKETING

The Customer knows best!
-m

m ARKETING IS NOT

SHAHZAD

SHEIKH

m tm J^^^ about advertising,
% / I identifying new mar- and shopping for them a confusing
W I kets or finding new and frustrating experience.
They want to get the best deal
customers. Marketing is also about
for
the safety and nurturing of
building customer relationships. It
their
hard-earned cash, yet most
inspires brand loyalty, builds a
financial
products seem deliberatepositive image and feeds WOM
ly
designed
to puzzle them and
(Word of Mouth) promotion.
send
them
scurrying
to financial
A lesson that perhaps not only
advisers!
Islamic financial institutions, but
Now even supermarket chains
also other Islamic organisations
are
getting in on the banking act.
and firms, have failed to fully
Who
is the consumer more likely
appreciate and comprehend is one
to
trust
- the stuffy old building
that the successful Western busithat
seems
to shroud his money in
ness community swears by - the
mystery
leaving
him too overawed
customer is king!
to
confidently
handle
his finances,
A changing economy has seen
industry and enterprise head or the household name where he
towards merger, bankruptcy or a buys all his groceries from and
high rent perpetual occupation of from which he appears to get not
the dreaded red zone so feared by only great quality but also value
for money?
accountants every where.
And as for the Muslim cusThroughout all this the contomer
looking for an account. Who
sumer has re-emerged as the ultiwill
he
bank with? The local
mate decider of fates. His buying
Islamic
bank
which offers only the
power alone decides who consoliunique
facility
that interest has
dates with growing sales and revenue, and who gets the cold shoul- been taken out of the equation, or
der treatment and fizzles out into the slick high street bank that
obscurity. Fortune 500 companies gives him a cash-back incentive, a
have made it a cornerstone of their welcome pack, a non-pig-skin
success, they know that good cus- leather cheque wallet and moneytomer relations is an essential part off vouchers for most leading
high-street shops - and calls him
of long-term competitiveness.
The idea is simple one, read it, up to remind him of his wife's
memorise it, and plaster it clearly in birthday!
How can we combat that kind
sight of all your marketing staff exceed customer expectations; of service? A bit of imagination is
give them more than the competi- all that is required. Open your
tion. Remember, if you donit your cheque account with us and we
will give you a free prayer mat and
rivals might.
You may think this is not rele- Makkah-directing compass, plus a
vant to banking or financial ser- free prayer timetable sent out with
vices - you'd be wrong. You may your statement every month, a
think it's unnecessary with an cheque book with different ahadith
Islamic client base - you'd be on every page, discount vouchers
for Hajj and Umra tours, a generwrong again.
The financial services has never ous interest-free overdraft during
been as cut-throat competitive as the Eid periods and a ready service
it is now, many find the sheer to funnel your finances into Zakat
breadth of financial products and sacrificial funds... etc etc..
available a bewildering statistic
6 NewHORIZON August 1999 Jamadil Awwal 1420

How to relate to customers?

Direct marketing is usually the
best method, both highly effective
and cost-effective, but make sure
it's subtle and barely noticeable.
Avoid awkward language,
pompous claims and 'us-great'
copy, it puts your customers right
off and alienates them from you.
It's not just about calling them
by name or sending them Eid
cards, though that certainly helps
in the relationship building, it's
about showing customers that you
care about them, that you under
their lifestyle and will look after
their families. It's about offering
them much more than they would
ever expect you to.
They may not bite, they may
not respond, but they'll be
impressed, and consumer who has
been impressed is a walking, talking advert far more persuasive
than any TV commercial and at a
fraction of the cost! Remember
each client will almost certainly
have at least a handful of acquaintances who share their socio-economic positions.
After all, it enhances their own
image - they want to tell their
friends how clever they are to have
found such an impressive banking
service. Don't underestimate WOM,
it can turn a business into a trusted household name or blast it into
the oblivion of bankruptcy.
Market research should tell you
about your clients and customers,
but don't allow it to totally substitute the process of getting to
known them first hand, of building
relationships with the community
from which they come.
Build a mosque, sponsor the
local team, finance the annual Eid
festival, promote their charities,
sponsor an ambulance and then let
them all know in a regular
newsletter. Connect with your customers and get yourself a friendly
caring image!

This is also how to retain customers. In US marketers spend
more on holding on to existing
customers than acquiring new
ones, they have to. Consumers are
being constantly bombarded with
ads and promotions that all claim
to offer the best service. You have
to keep reminding them that you
are still better than the rest - and
that they know you.
The consumer Is King and you
are the humble servant ready to
fulfil his wishes even before he
knows what he wishes for! •

Eight steps to good Customer Relations
the

respond politely, appreciatively and

promises t h e y mal<e a n d t h e i r a b i l i -

quickly - hopefully your attitude will

t y t o keep t h e m - i t is t h e o n l y w a y

far o u t w e i g h t h e annoyance

t o ensure l o y a l t y a n d repeat b u s i -

lead t h e m t o c o m p l a i n in t h e first

ness

place.

Is your company good at CR
(Customer Relations)?

See if you can answer yes to
the questions below.
• Do you get regular customer feedback?
• Is there an fast and effective procedure for handling
and responding to complaints?
• Is staff trained properly to
deal with customers, and
are they rewarded for good
customer services?
• Is there a detailed marketing plan and a respectable
budget?
• When overall profit dips is
the marketing budget usually the first to be slashed?
• Does the marketing department have a free-hand in
developing consumer-based
campaigns?
• Do senior management
fully understanding marketing, have any of them ever
worked in that department?
• If a good idea appears as if
it may force of major
rethink of established procedures, is it rejected?

are

from

judged

satisfied

on

customers.

that

It is estimated t h a t f i r m s

Broken promises can cripple a f i r m i s

responding t o c o m p l a i n t s retain 3 0

reputation - which f o r a banking

per

i n s t i t u t i o n w o u l d be a f a t a l mistake.

research

cent

many
about

2. Always t h i n k long-term
Aiming

CR-Friendly?

t h a t d o are d o i n g y o u a f a v o u r so

1. Keep your promises
Companies

for short-term

p r o f i t s is

nearly always m u t u a l l y exclusive t o
long-term
making
they

results. Invest

your

customers

are y o u r

time
feel

in
like

f a m i l y and t h e y i l l

keep c o m i n g back - a n d so w i l l t h e i r
future generations!

f r i e n d s and associates hear
an

unsatisfactory

solution

t h a n a satisfactory one.
6. Keep in t o u c h
Keep c o r r e s p o n d i n g

whether

you

are sending t h e m a n e w s l e t t e r or
advance

information about

products,

services

or

new

exclusive

offers, i t m a y seem t h a t Junk mail
always gets j u n k e d b u t f a c t s show

3. Appreciate their custom
Consumers love t o be t o l d o f t h e i r
i m p o r t a n c e - d o n i t w e all - t h e y f l l
appreciate

o f t h e i r customers, and
also shows t h a t t w i c e as

you for your

showing

t h e m a p p r e c i a t i o n . Itis also a g o o d
w a y t o foster personal relationships.
A president o f o n e US bank claims

t h a t d i r e c t mail o n a repeat

basis

b r i n g s e x c e l l e n t results.

7. Keep your ears t o the ground
Stay t u n e d t o t h e needs a n d w a n t s
o f y o u r core c l i e n t base. Read w h a t

t h a t his a n n u a l t h a n k - y o u n o t e t o

t h e y read, s h o p w h e r e t h e y shop,

a c c o u n t holders can be c o u n t e d o n

p r e f e r a b l y live a m o n g s t t h e m and

t o increase deposits by five per c e n t !

be o n e o f t h e m . K n o w a b o u t t h e i r
lifestyles,

Itis a sad f a c t t h a t some t o p m a n a g e m e n t are so f a r u p t h e y i v e lost
with

their

core

customer

base. B u t i f t h e y d o n i t k n o w t h e m ,
t h e y w o n i t be t o p f o r l o n g . The t o p
brass s h o u l d occasionally take t i m e
o u t t o come a n d w o r k o n t h e f r o n t
line t o m e e t and g r e e t t h e i r c u s tomers, or t o assess t h e i r o r g a n i s a t i o n s services by c o m i n g in i n c o g n i t o as a customer.
5. Respond p r o m p t l y t o complaints
cator, so address t h e issue i m m e d i Most

customers

Watch

changing

o u t f o r trends t h a t

normally

donit bother t o complain b u t simply
w a l k o f f t o y o u r nearest rival. Those

NewHORIZON

offer

product potential.
8. A better service outweighs cheap
prices
People are generally w e a r y o f d r a matic

price-cuts.

Sure

everyone

likes a b a r g a i n , h o w e v e r m o s t c u s tomers would

rather

pay s l i g h t l y

more f o r a b e t t e r q u a l i t y o f service
t h e n less f o r s o m e t h i n g t h a t c u t s
corners. This

A c o m p l a i n t is an early w a r n i n g i n d i ately.

their

e x p e c t a t i o n s a n d likes a n d dislikes.

4. Put yourself in their place

touch

note

m a y n o t appear

to

a p p l y t o t h e f i n a n c i a l i n d u s t r y as
prices are d i c t a t e d by t h e logistics
o f t h e service, b u t t h e p r i n c i p l e still
applies.
from

Customer

good

loyalty

comes

products, fair

pricing

a n d d e p e n d a b l e service.
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READERS

FORUM

Questions a

Answers

Does the Islamic Development

Bank offer any type of financing?

Aboumusa Ibrahim,

USA

Direct Financing

This type of financing is provided
only from the Portfolio's resources
and within the beneficiary country's ceiling. There is a financing
contract between IDB as Portfolio
Manager and the beneficiary.

The Islamic Development Bank
(IDB) does offer financing with a
view to promoting intra trade
among the Islamic countries. The
IDB and some Islamic banks and Joint/Parallel Financing
financial institutions have estab- The Financing takes place upon
lished an "Islamic Banks' Portfolio joint agreement among the donor
to achieve these objectives, besides institutions, but there are separate
serving as the nucleus of an agreements between each party and
Islamic financial market. This the beneficiary due to differences in
Portfolio's main objective is to mark-ups, repayment periods or
promote and co-finance intra- any other terms and conditions.
trade and instalment sale. It is also
an invitation to participate in the Syndication
promotion of trade links and This takes place under the manageexchange of benefits among ment of the Bank/Portfolio, which
Mushm countries.
invites the co-financing banks and
The (IDB) manages the opera- financial institutions. There are
tions of the Portfolio as a two agreements: (a) a "Mudaraba
"Mudarib" according to the agreement between the Bank/
Regulations of the Portfolio and Portfolio and the Financiers; and
decisions of the "Participants' (b) a financing agreement between
Committee", by making use of its the Bank/Portfolio, as Mudarib,
own facilities and human and the beneficiary.
resources and the outside assistance of experts in Islamic Modes of financing
Shariah, the Securities Market and To finance operations submitted to
other relevant technical fields, if it, the Portfolio adopts Shariahnecessary.
compatible modes of financing
The assets and liabilities of the like:
Portfolio are completely separate
from those of the IDB. Its accounts Murabaha: it is a sale contract at
are independent from the Bank's a price considered as the capital,
ordinary, accounts and are audited i.e. cost price plus a specific profit
every quarter of the Hijra year by based on the fact that the party
two external auditors. Net profits making the purchase order is getare distributed annually to partici- ting ready to purchase the item he
pants. The resources of the ordered. The first contract that
Portfolio are mainly oriented to proves the ownership has to
exporters and importers within the become effective before the second
private sector, besides the possibil- contract can enter into force and
ity of financing operations of the by virtue of which ownership of
public and government sectors.
the sold item is transferred to the
The different types of financing party making the purchase order.
The maximum period for this mode
the Portfolio are involved in are:
8
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of financing is 18 months according to the type of commodities,
which are mostly intermediate and
consumer goods.

Salam: This represents a purchase
or sale contract of goods or products to be delivered in the future
with advance payment of the price
according to Shariah Rules, which
stipulate that the price and maturity period should be known, and the
quantity as well as quality of the
sold item should be defined. The
maximum financing period here is
18 months, according to the type
of commodities which are mostly
intermediate and consumer goods.
Ijar (Leasing): Under this mode,
any asset owned by the Portfolio is
leased upon the order of the lessee
who finally owns the item after he
settles the final instalment of its
price. The maximum period for this
mode of financing is 7 years,
according to the type of commodities which are mostly machinery,
equipment and capital goods.
Instalment

Sale: This involves

the purchase of a commodity upon
the request of a beneficiary and resale of the item to him, with payment of the sale price in quarterly
or half-yearly instalments. Ownership of the asset is transferred to
the purchaser upon its arrival at
the port of the beneficiary country.
The maximum period of financing
under this mode is two years and
the commodities are mostly intermediate or capital goods.

Equity: The Portfolio may have

equity participation in the capital
of Islamic financial institutions as
well as industrial, commercial and
agricultural corporarions.
What is "Iqala" in Islamic finance?

Abubakr Yusof,

Australia

Iqala is an agreement between both
parties (the buyer and the seller) to
the cancellation of an existing
contract. It is the abrogation of a
sales contract between the two par-

ties to the sale, and represents a
new sale, with a new contract, in
regard to another. Iqala may be
resorted to by those who think they
might be harmed if the original
sale is allowed to continue. Each of
the two parties to a contract has
the right to iqala, or to refuse to
agree to it. Moreover, in the same
way that iqala applies to sales, it
may also apply to rentals.

business of that type. If he has
worked with negligence or has
committed dishonesty, he shall be
liable for the loss caused by his
negligence or misconduct.
• The liability of the partners in
Musharakah is normally unlimited.
Therefore, if the liabilities of the
business exceeds its assets and the
business goes in liquidation, all the
exceeding liabilities shall be borne
pro rata by all the partners.
However, if all the partners have
agreed that no partner shall incur
Please explain to me what the
any debt during the course of busidifference is between Mudaraba
ness, then the exceeding liabilities
and Musharaka?
Mrs Zuhour Ibrahim, London shall be borne by that partner alone
who has incurred a debt on the
Mudarabah is a special kind of business in violation of the aforepartnership where one partner, said condition. On the other hand,
gives money to another for invest- in the case of mudarabah, the liaing it in a commercial enterprise. bility of Rab-ul-mal is limited to his
The investment comes from the investment, unless he has permitted
first partner who is called "Rab-ul- the Mudarib to incur debts on his
mal", while the management and behalf
work is an exclusive responsibility • In Musharakah as soon as the
of the other, who is called partners mix up their capital in a
"Mudarib". Whereas Musharakah is joint pool, all the assets of the
a word of Arabic origin which lit- Musharakah become jointly owned
erally means sharing.
by all according to the proportion
of their respective investment.
Therefore,
each one of them can
The difference between Musharakah and mudarabah can be sum- front the appreciation in the value
of the assets, even if profit has not
marised in the following points:
• The investment in Musharakah accrued through sales. In the case
comes from all the partners, while of mudarabah it is different, here
in mudarabah, investment is the all the goods purchased by the
Mudarib are solely owned by the
sole responsibility of Rab-ul-mal.
• In Musharakah, all the partners Rab-ul-mal, and the Mudarib can
can participate in the Management earn his share in the profit only in
of the business and can work for it, case he sells the goods profitably.
while in mudarabah, the Rab-ul- Therefore, he is not entitled to
mal has no right to participate in claim his share in the assets themthe management, which is carried selves, even if their value has
increased.
out by the Mudarib only.
• In Musharakah all the partners
share the loss to the extent of the Kindly advise us as to the lawfulratio of their investment while in ness of a situation whereby a
Mudarabah, the loss, if any, is suf- department in an organisation
fered by the Rab-ul-mal only, purchases goods, like motor cars,
because the Mudarib does not invest from a patron who imported cars
anything. His loss is restricted to by means of a murabahah sale
the fact that his labour has gone in through the Insurance division of
vain and his work has not brought the same organisation. Further,
any fruit to him.
no previous agreement existed
However, this principle is sub- between the three parties. Does
ject to a condition that the Mudarib such a procedure constitute an
has worked with due diligence 'iynah' sale?
which is normally required for the
Khalid Ahmed, Algiers
NewHORIZON

The opinion of the Shariah Board is
that this procedure should be prohibited, so as to obstruct ostensibly
legitimate means to illegitimate
ends. This is because the financial
responsibility of each of the organisation's division is to be considered a single responsibility. The
deal in question must then be considered of the same nature as a sale
to one's self and that is clearly
prohibited.
Can human hair be lawfully traded

especially where it is to be used in

the manufacture of textiles?

Zeinab Hamza, Ukraine

The sale of human hair cannot be
approved even if it is to be used for
textile manufacture or any other
purpose, thus preventing the
unlawful from occurring by prohibiting the lawfiil out of fear of
opening the door to trade in
human organs and body parts.
Charitable organisations generally

present charitable projects to those

desirous of assisting them and of
establishing charitable trusts for

Muslims. Examples of such pro-

jects are the digging of wells in
African villages, or building

mosques, or the printing and free

distribution of books or the Qur'an,
and the like. Is It lawful for a

company to purchase these chari-

table services, and then sell them,

through Murabahah sales, to persons who want to buy them, the

main aim being to make a profit?

Ali Bhaimi,

Bahrain

What may lawfully be possessed
may lawfully be bought or sold; as
the possessions of an individual or a
group of individuals may be disposed of by the owner or owners as
he or they please; like the digging of
a well, and the like. Moreover, what
may not lawfully be possessed may
not lawfully be bought or sold, like
a mosque, or land bequeathed as a
religious endowment, or a similarly
bequeathed well, or anything else
that may not be bought or sold. •
August 1999
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Opportunities 8: prospects for
Islamic Finance in the US
Abdulkader Steven Thomas

CEO, North America,
Al Manzil Islamic Financial Services,
a unit of The United Bank of Kuivait pic.
Introduction

In the Fall of 1998, The United Bank
of Kuwait PLC determined that it
was time to expand a process begun
with the formation of the Islamic
Investment Banking Unit (IIBU) in
1991. They built upon their international experience to establish the
Al Manzil Units in London and New
York. Each of the Manzil teams
focuses on the specialized needs of
the small, but dynamic UK and US
Islamic populations.
The cornerstone of the Manzil
business is the crafting and delivery of Sharia'a compliant financial
service products. To this important
end, which governs the means,
Manzil managers join IIBU managers in quarteriy meetings with
our Sharia'a Board composed of
Sh. Mohammad Taqi Usmani and
Sh. Nizam Yaquby. The result of
these meefings has been the development of lease and installment
sales vehicles that are structured to
comply with UK or US laws as well
as to meet the requirements of the
Sharia'a.
Mr Thomas explains: "Today,
we apply these instruments on a
broad basis in support of Islamic
communities and Muslims in both
the UK and US. The focus of this
article is to examine the mission of
Al Manzil in the US. Readers of
New Horizon will already be aware
of some of the developments of Al
Manzil in its British context
through previously included articles and interviews with Al Manzil
UK personnel."
10

NewHORIZON

August 1999

Why Specialize

Mr Thomas further suggested that:
"Our services to Muslim Americans
are truly a natural extension of our
work in the Arabian Gulf. On the
one hand, we are applying the
Shariah and investment lessons
that we have learned over the past
nine years in the markets where we
are physically present. On the
other hand, we are, cycling our
international investors' dollars into
a new global sub-market, the
Muslim consumer."
Although the vast majority of
Muslim consumers are not yet
desirous or ready for Islamic financial services, the core group of
consumers who seek our assistance
is big enough and sophisticated
enough to merit financial services
that are defined 100% in congruence with the Glorious Shariah.
Unfortunately, these worthy consumers have either had to craft self
help programs, most of which have
been severely capital constrained,
or they have had to do without
solutions to important financial
needs like housing, transportation,
savings and retirement. Having
been on the cutting edge of Islamic
finance for many years, the Al
Manzil team feels well qualified to
transfer the technology to serve
this market.
Who is the Customer

Mr Thomas went to say: "Not only
have we done a fair amount of survey work, but we are finding that
our work corroborates well with
Jamadil Awwal
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previously done work and concurrent work of friends, competitors
and academics.
The profile of the Muslim who
seeks to have his or her financial
affairs structured in accordance
with the Shariah is very different
from what some people used to
think it would be. The typical
Muslim financial services consumer is young, well compensated,
well educated, and actively practicing his or her faith.
Quite some time ago, the
impression in New York was that
the profile was a less well educated, older immigrant, who might
be clinging to his or her old
ways. The emergence of the
dynamic younger person who is
as likely to have been born in the
US as to have immigrated at a
young age, changes everything.
Rather than a dying trend or
retrograde cultural habit, it
means that the concern to deal
with money in a manner consistent with the Shariah is likely to
be a growing trend among members of a faith that is itself growing faster than both natural
increase and immigration put
together.
In New York, we are serving
these clients in three distinct
groups. But, the primary characteristics of these groups are consistent across ethnic boundaries
and passports."
Institutional DemandDomestic

He continued: "The Al Manzil team
has a substantial amount of commercial real estate experience. The
first place where we are applying
this is to assist Islamic communiries to apply our commercial net
lease and installment sales contracts to acquire or expand
mosques or schools.

On a more limited basis, we are
working on some purely commercial projects. But, the number of
financially sound groups that are
renting inadequate facilities at
high rates is enough to require significant attention from our team.
Particularly with the commercial
ijara product, we are able to lower
the cost of occupancy and to provide a means for future acquisition
by the community."
Domestic Personal Demand

Mr Thomas further explained: "Al
Manzil licenses a form of ijara wa
iqtina contract from the Committee
for Islamic Home Finance. This
broad based community group
developed the legal documentation
that allows a Muslim to acquire his
or her home without the payment
of interest.
Our exclusive license extends to
the major states in which Muslims
are concentrated. The product
required two years of regulatory
review by the Office of the
Comptroller of the Currency which
regulates The United Bank of
Kuwait PLC in the US. Once complete, we conformed the process to
US consumer laws, and since April
of this year, we have been aggressively marketing the product as
Manzil USA(tm) in several states."
He continued, "As we develop
the Manzil relationships with
Muslim Americans, we are learning
a great deal about their personal
financial needs. Our hope is to see a
number of new product launches as
either research and development
phases end, or as regulatory
approvals are received (not all
Islamic products will need regulatory approvals as they may be covered
under our two path breaking regulatory approval letters from the Office
of the Comptroller of the Currency)."
Institutional Demand - Global

As noted earlier, Thomas says,"our
domestic Al Manzil business is an
outgrowth of the IIBU. Therefore it
should not really surprise anyone
that a very critical aspect of our
business is involved with the
clients of the IIBU.

This ranges from the structuring of investment product like the
IIBU Realty Securifies Trust to the
advisory work done on behalf of a
major GCC based waqf organization to endow the Islamic Cultural
Center of New York.
And, we are negotiating with a
significant inter-Islamic body to
join in our Islamic Schools
Acquisition ft Improvement
Program. The fact is that domestic
Islamic communities are growing
more rapidly than facilities are
found or built to acquire them. So,
these activities are expected to
occupy a substantial amount of our
capacity.
The commercial ijara acquisition program is being applied on
behalf of institutional and high net
worth investors in US commercial
real estate. This is a much more
cyclical business, in which we find
ourselves supporting a small cadre
of sophisticated Islamic investors.
Of course, the institutional is
accompanied by the personal. Not
a few of the institutional clients
have staff or friends of staff who
are applying for the Manzil
USA(tm) ijara home acquisition
program."
What does the Dow Jones
Index mean

As a US based unit of a major
Islamic financial services group,
many clients and the press ask
about the decision of the Dow
Jones Company to develop an
Islamic Index. From Al Manzil's
point of view this has two major
implications.
First, the determination of Dow
Jones to develop this product
means that the number of global
institutions who understand the
global presence of Muslims, our
financial capacity and sophistication is growing greatly.
Second, the index means that
clients whether through Al Manzil,
(in the future), or others, will be
able to participate in the global
equity markets. This is important
because Muslims outside of the
West tend to live either in capital
intensive economies where the
NewHORIZON

capital is government supplied or
capital deficit countries where
commercial risk is too high for
retirement savings.
Investing in the Western capital
markets gives the Muslim financial
consumer the ability to make more
suitable investment decisions
pending the invention or introduction of new, purely Islamic alternatives suggests Thomas.
When and Where to Learn
About the Trends

The local market in the US is
improving as a place to become
informed about Islamic banking
and finance. On October 2 - 3 ,
1999, we will, in sha'Allah, enthusiastically sponsor the Second
Annual Conference on Islamic
Banking and Finance. This will
take place in coordination with the
Harvard Forum on the same topic
in Boston. For more information,
please contact the conference division of the Islamic Society of North
America at tfahmad@aoI.com or
317-839-1819.
For information about similar
events in which Al Manzil and others plan to participate in order to
expand the public knowledge
relating to Islamic finance and
financial products check the Al
Manzil web pages www.iibu.com
and
www.manzilusa.com
Additionally, you can visit the
Institute of Islamic Banking web
site on www.islamic-banking.com.
Conclusion

"This is an exciting time for us at
Al Manzil. We are pioneering new
concepts within the US in service
of a small but meritorious client
base. The outgrowth of our global
business gives us a unique position
to serve those Muslim Americans
who wish to meet their financial
needs in a manner consistent with
the Glorious Shariah," concluded
Thomas.
Formerly General Manager of
the United Bank of Kuwait's
New York Branch, Mr. Thomas has
18 years of experience in the financial
services and is publisher of The
American Journal of Islamic Finance.
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CORPORATE PROFILE

FINANCIAL TRENDS

Al-Amin Company

for Securities and Investment Funds
Financial ft Business Analysis for the Year to 28 February 1998

Positive growth sustained. Profit only marginally ahead after excluding special items i
Ownership and Legal Status

Al-Amin Co. for Securities 8t Investment Funds E.C. (Closed) with variable capital
was registered in Bahrain in 1987, and is a member of the Dallah Al-Baraka Group.
The main activities of the company include issuance of participating shares in the
variable share capital which form the basis for financing and investment transactions and providing financial Instruments that are capable of being traded in accordance with the Islamic Shari'a.
The Year in Brief

Total Assets increased by 7.7% to US$289 million at 28 February 1998 (1997:
US$268 million), while Net Income for management shareholders Increased by
100% to US$13.6 million (1997: US$6.8 million). Of this sum, US$6.6 million represents the accumulated profits from the valuation of the Company's investment in
an affiliate. Investments at 28 February 1998 increased by 15% to US$135.4 million (1997: US$117.8 milhon). Of this increase, US$12.5 million relates to increased
investment in an affiliate, Al-Tawfeek Co. for Investment Funds Limited; the balance relates to increased lease contracts (US$13.4 million) and decreased Murabaha
contracts (US$-12.0 million). Return on equity for the year was 8.02% (1997:
8.26%). Expenses for the year were US$2.28 million, down by 0.6% from US$2.29
million in 1997. As a percentage of total income (less Mudaribs' share), expenses
were 28% (1997: 29%).
Business Highlights

• The Company celebrated its tenth anniversary during the year, and announced the
intention of the Dallah Al Baraka Group to offer part of the Company's management share capital in a private placement. The Company is confident that its perceived expertise and leadership in the Islamic securities market in the Gulf Region
and most other Arab Countries will ensure a successful placement process.
• Most of the Company's investments were executed and managed by Dallah Al
Baraka Holding Co. (an affiliated company) or Al-Tawfeek Co. for Investment Funds
Limited, for management fees agreed between the companies' management, deducted from the original income of the investment.
• During the year, the Company completed connecting all the geographic regions,
enhancing the speed and efficiency of services offered to customers. In creating the portfolio of participating shareholders' investments, the following principles were observed:
1. The investment portfolio includes various types of Islamic investment instruments.
2. The components of the investment portfolio are distributed among the Islamic
investment instruments so that the percentage of real assets exceeds the percentage
of monetary assets (i.e. Murabaha contracts).
3. The maturities of the investments in the portfolio of each issue match the liquidation date of each issue.
• The Banking module of the "Midas System" was amended to meet the needs of
Islamic investment, while MIS and the network linking regional offices with the
Company's headquarters was completed. Investment data can now be entered in
remote locations, with consequent improvement in speed and accuracy.
• Effective 1 March 1997, the Company changed its policy of accounting for the
investment in an affiliated company from the cost to the equity method, believing
this to be a more relevant and appropriate presentation. This resulted in an in an
increase in income of US$0.85 million for the financial year, and a cumulative effect
of US$6.58 million, presented separately in the income statement.
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Composition of
Shareholders' Investments
DESCRIPTION

Lease Contracts
Murabaha
Islamic Deposits
Accrued Revenues
Differed Revenues

1998 1997
45.6% 72.5%
29.1% 29.3%
26.1% 0.0%
0.3% 0.4%
-1.1% -2.20/0

COMPARISON OF PROFITS

Banks v. Islamic Issues
YEAR

BANKS

ISSUES

1987

7.97%

8.87%

1991
1992
1993
1994
1995
1996
1997

5.68
4.16
3.53
5.78
6.56
5.88
5.81

7.30
5.56
468
6.35
6.76
6.48
6.41

CORPORATE PROFILE

FINANCIAL TRENDS

DANAREKSA

Exchange Rate Indonesian Rupiah v. US$
31 Dec 95 2284 • 31 Dec 96 2362
31 Dec 97 544 • 29 Jun 98 6890=

1997 Financial SI: Business Analysis

Net Revenues
Rp billion

200
150

Solid performance in 1997, but a net loss stemming from Indonesia's economic crisis

I

100
50

Ownership and Legal Status

1993

PT (Persero) Danareksa was established in 1977 and is fully owned by the
Government of Indonesia. The objectives of the company are to carry out and support the Government program and policy related to the economy and national development by expediting the process of public participation in owning public shares
through capital markets, as well as increasing public participation through offering
and managing funds for the benefit of public needs.

1994

1995

1996

"1997"

1996

"1997"

Net Income (loss^

The Year in Brief

Total assets increased by 81.0 % to Rp 3418 billion (1996: Rp 1888 billion), of which
amount 81.5% represented liquid assets (1996: 59.5%). Net Revenues increased by
123.8% to Rp 174.1 billion (US$220.3 million) (1996: Rp 77.8 billion), however a net
loss of RP 72.3 billion was recorded for the year, as a direct result of the economic crisis in Indonesia that began in mid-year 1997 and the devaluation of the Rupiah.
Operating income doubled from Rp 39.3 million in 1996 to Rp 67.4 billion in 1997,
however translation loss on foreign exchange for the year was Rp 118 billion (1996:
0). Revenues from core activities in investment banking and investment management
generated Rp 470.8 billion (1996: Rp 226.0 billion). Income from interest and dividends
rose 124% to Rp 361.8 billion, reflecting efforts to expand treasury activity in the face
of mounting economic and business uncertainties. Gains on securities trading rose by
119.6% to Rp 63.9 billion, mainly as a result of an improved equity portfolio and an
active debt trading policy. Fees and commissions from investment banking, investment
management and securities brokerage increased by 27.5% to Rp 45.1 billion (1996: Rp
35.4 billion). Operating expenses increased by 177.4% to Rp 106.8 billion, 61% of total
net revenues (1996: Rp 38.5 billion, 49%), with material increases in salaries and training expense, systems expense, general and administration expenses and allowances for
doubtful accounts.
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Business Highlights

• Danareksa retained its leading position in the securities underwriting market in
Indonesia for both new equity and debt issues. The Company was named "Investment
Bank of the Year" by Asiamoney magazine.
• In equity markets, the Company underwrote 22 share issues and one rights issue, acted
as lead managing underwriter in two IPO issues, raising a total of Rp 1.57 trillion in the
process. The Company was the global co-ordinator of the IPO of Aneka Tambang, the
state-owned mining company, a Rp 603 billion equity placement successfully executed in
difficult economic circumstances. Equity transaction volume increased by 159% to 3151
million shares with a value of Rp 5.7 trillion (1996: 1213 million shares, Rp 3.7 trillion).
• In debt markets, the Company underwrote debt issues for 21 companies amounting to
more than Rp 6.3 trillion; lead-managed three fixed-rate bonds and two fixed/floatingrate bonds, raising nearly Rp 2.0 trillion in debt financing.
• The Company remained Indonesia's largest fund management firm with total assets
under management of Rp 1.46 trillion. Three new mutual funds were launched, bringing
the total number of mutual fund products to six. From a combined total of Rp 610 billion at the start of the year, the net asset value of mutual find products peaked at Rp 1.6
trillion in July 1997 before declining to Rp 925.6 billion at the close of the year
• In retail marketing, the Company executed a far greater number of equity transactions
through its Sentra Investasi Danareksa retail outlets in the fourth quarter of 1997 than
at any time prior to Asia's economic crisis. Transactions involving equities from the retail
franchise amounted to Rp 925 billion, approximately one-fifth of total equity transactions for the year
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MALAYSIA
Malaysian Islamic
commission
approves 541
securities
The Securities Commission (SC)
Shariah Advisory Council had
approved 541 securities on the
Kuala Lumpur Stock Exchange
(KLSE) said the Director of Policy
and Development Division, Dr Nik
Ramlah Mahmood.
She said the securities approved
in accordance with Shariah (Islamic
rules) principles included ordinary
shares, warrants and transferable
subscription rights (TSR).
Dr Nik Ramlah said that
Malaysia's success in developing
Islamic banking and insurance indicated the existence of a large number
of Islamic fiinds that could be channelled to the Islamic capital market.
The SC, aware of the potential of
these funds, had given some importance to the development of Islamic
capital in the country's capital market development, she added. "In
fact, efforts to develop the Islamic
capital market started as soon as the
SC was set up in 1993," she told a
seminar on the: "Introduction to
Islamic Capital Market,"
To date, the council has
approved instruments such as call
warrants, TSR, Crude Palm Oil
Futures Contracts, asset securitisation processing and securities listed
on the KLSE.
She also said that support from
institutional and retail investors on
the Islamic capital market had
increased lately. This was based on
the Shariah Index, which had risen
by 31 percent from 98.53 points at
its opening session on April 17, to
16
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129.21 points on July 6, Dr Nik
Ramlah said, adding that the number of Islamic trust funds had also
increased tremendously.
Up to May 31, there were 13
unit trust funds managed in accordance with the Shariah principles
with net asset value (NAV) of
RM1.2 billion and 226,316 investor
accounts. On the international
market, 52 Islamic funds are currently operating, of which 21 are
global equity funds.
"The total number of funds
(banks and capital market) and private assets from Islamic countries
are estimated at US$90 billion and
US800 billion, respectively. (US$1
- RM3.80) "We believe there is still
a lot more which could be done to
expand and develop Islamic capital
market in Malaysia, as it had a
good potential for expansion, not
only in the country but also at
international level," she said.

Asia Pulse

Malaysian shortterm Money Market
rates inch upwards
Malaysian short-term interest rates
inched up late Friday as a few large
local banks moved into the market
to sponge up excess liquidity in
addition to central bank intervention, dealers said.
"Liquidity is still very high but
a few big local banks intervened in
the market as well as the central
bank, which pressured rates
upward," one dealer said. He
declined to give details on the
identity of the banks or the amount
of buying on the interbank market.
One-week, two-week and threeweek term rates were around
2.700/0 to 2.950/0, unchanged from
midday, but above Thursday's
range of 2.6O0/0 to 2.8O0/0. The
overnight rate, which indicates the
Jamadil Awwal
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short-term liquidity situation, was
at 2.550/0 to 2.650/0, a bit higher
than Thursday's rate of 2.50o/o.
Earlier Friday, Bank Negara
Malaysia borrowed a total 6.5 billion ringgit ($1=MYR3.80) - MYR3
billion for two weeks, another
MYR3 billion three weeks and
MYR500 million for three months via competitive tenders at weighted average rates of 2.83o/o, 2.880/0
and 3.280/0 respectively.
It earlier forecast an aggregate
liquidity surplus of MYR 12.49 billion in the interbank system for the
day - MYR8.84 billion and MYR3.65
billion in the conventional and
Islamic banking operations, respectively. There was no fresh corporate news affecting bond dealings
Friday, traders said.
At 0905 GMT (5:05 a.m. EDT),
there were 230 trades on the threemonth Kuala Lumpur interbank
offered rate futures, according to
data provided by Bridge Telerate.
The most frequently traded contract was for December 1999, trading at 96.41, just up from its previous setting at 96.40.
Late Thursday, the central bank
said the country's banking industry
would be cut back to six financial
groups, with no more than one commercial bank, one finance company,
and one merchant bank per group.

Dow Jones International news

RM23B mobilised
by Islamic sector
THE Islamic Banking sector has
mobilised RM22.9 billion in
deposits, which amounts to 5.2 per
cent of total deposits in the banking sector. The sector's financing
totalled RMl 1.7 billion, or two per
cent of the total financing in the
country's banking system. Deputy
Finance Minister Datuk Mohamed

Nazri Abdul Aziz said.
the need for private banking arose
To date 31, 54 banking institu- in the early 1990s, when Iran
tions joined the Islamic Banking embarked on a privatisation drive,
scheme including 18 finance com- which had little success after conpanies and five merchant banks.In servatives blocked it.
addition, four merchant banks and
"Private banks go after potenthree finance companies had tially lucrative projects, which
opened Islamic Banking branches. have no problems and can quickly
The
Bank-Bumi-Muamalat turn a profit," said Salmasi, also
Malaysia, a merger between Bank chairman of the institutions' board
Bumiputera Malaysia Berhad and of directors. "This is one of the posBank of Commerce (M) Berhad, itive aspects of institutions like
was expected to begin operations ours. Our operations are characin October with 40 branches terised by speed and efficiency."
nationwide. "TheGovernment is
Economists said this was in
also in the midst of forming a contrast to large projects funded by
medium-term strategy to develop state banks, many of which
an Islamic Banking and Financial remained unfinished. Salmasi said
system," he said.
his institution, which currently has
only five branches, used 85 percent
New Straits Times
of its resources to rescue housing
projects left unfinished due to the
industry's severe recession. It
spends the rest in import-export
operations.
The institution, operating under
Central Bank guidelines, conforms
to Iran's Islamic banking rales. Like
Iran's banks, it pays "profits" on
IRAN
deposits and charges "fees" on
loans. The profit rate cannot be
fixed beforehand and is set accordIrans first private
ing to the institution's performance
at the end of the financial year.
bank aims to
"We do not provide loans in its
improve banking
usual sense. Our services have
direction and are controlled. We
services
sign an oath with our developer
Iran's first private credit institution clients to use their management
aims to improve banking services skills and our resources to the benand help lift the country's huge efit of all," Salmasi said.
property market from stagnation, its
He said the institution was
vice-president said. "We are after a allowed to offer some banking serbanking system without bureau- vices, such as savings accounts,
cratic red tape," said Shahram but not current accounts. It pays
Salmasi of the Credit Institution for account holders two percent more
Construction Development.
than state banks in annual profits
The institution, which specialis- and could raise this to four percent
es in property and housing, with Central Bank approval, he
emerged two years ago after Iran said. "We want to pay realistic
allowed the formation of "private profits to our account holders...
non-banking institutions" to com- They are always a part of every
pete with state banks, often criti- deal we engage in."
cised for offering poor services and
Still, short-term profits, in the
being inefficient.
12-16 percent range, are far below
Iran nationalised all banks after the 50 percent available on the
the 1979 Islamic revolution, and black market, and less that the
the country's constitution still bans country's 20-25 percent annual
private insurance and banking. But inflation rate. Despite that, the
NewHORIZON

institution said in a report customer savings had grown by 400
percent to 100 billion rials since
1997. The figure is equivalent to
$33.3 million at the rial's official
exchange rate, but a third of that
on the black market.
Its assets have also doubled to
10 billion rials and are expected to
reach 20 billion rials by early next
year, it said. Salmasi said his institution planned to expand to 50
branches, including banks in the
country's free trade zones.
Iran recently authorised private
foreign and domestic banks in the
zones, as part of a drive to attract
foreign investment. Bankers said
two other private institutions were
in the making, one to specialise in
property and the other in industry.
The Foundation for the Deprived
and the War Disabled, a large
state-affiliated economic conglomerate created after the revolution to
oversee confiscated properties,
already has its own credit institution. ($1=3,000 rials at the official
exchange rate)
Reuters

BAHRAIN
Infotech for Islamic
Banks to go on show
A specialist exhibition focusing
on information technology (IT)
solutions for Islamic banking and
financial institutions will be staged
in Bahrain later this year in conjunction with the World Islamic
Banking Conference (WIBC).
The Islamic Banking Information Technology Exhibition is one
of three specialist exhibitions that
will parallel the three-day WIBC,
which begins on December 4 at
the Gulf Hotel's Gulf International
Convention Centre. The show will
August 1999

Jamadil Awwal 1420

17

NEWS MONITOR
have international IT providers
specialising in the development of
services for the Islamic banking
sector.
It will include such product and
consultancy areas as e-commerce
systems, the implementation of
security and encryption processes,
the integration of electronic marketing tools for Islamic banking
products, and banking system
design and re-engineering.
Delegates, speakers and government officials attending the
event will have an opportunity to
see demonstrations of the latest
custom-developed IT products.
They will also have a chance to
discuss problem solving with key
specialist IT advisers, and to gain
valuable information on the global trends in IT research and development for the Islamic finance
sector.
"The exhibition will present IT
decision-makers in banks and
financial institutions with an
opportunity to network with their
counterparts from every Islamic
financial centre around the globe,
sharing experiences, knowledge
and expertise for the benefit of the
Islamic banking sector as a whole,"
said Joint Committee for Financial
and Banking Sector Promotion
chairman Dr Naser Al Belooshi.

Egyptian Gazette

New Islamic
Investment Fund
According to Al-Hayat newspaper,
the First Islamic Investment Fund,
based in Bahrain, recently signed a
contract with a foreign bank to
establishing a joint Islamic investment program in the United States.
The new program, in conjunction
with the Societe Generale Bank,
will bridge the gap in the Islamic
banking market. There are presently very few investment instruments
that are based on Islamic princples.
The minimum subscription value in
this investment fund is $5 million.
IPR
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SAUDI ARABIA
Islamic Banks prove
their viability
Dr. Najatullah Siddiqui, an eminent economist and winner of
King Faisal prize for Islamic studies, emphasised the viability and
success of Islamic banking while
addressing the Islamic banking
seminar at King Fahd Hospital
organized by the cooperative
office for call and guidance
(COCG) recently.
Dr. Najatullah said: "The growing number of Islamic financial
institutions and the opening of
Islamic banking counters by major
conventional banks proved that
Islamic banking is successful."
He commended the services
being offered by Islamic banks
assist in achieving market stability
and ensuring justice and security
in financial dealings, adding that
the Islamic banking system was
the best alternative for most disadvantages of the conventional
banking. "Islamic bank dealings,
which are based on interest-free
lending and mutual-sharing of
profit and loss, are more efficient,
stable and secure compared to
conventional banks.
"When a conventional bank
gives a fixed amount in loan to
start a business, the borrower has
to pay back the amount with
interest irrespective of the situation of his business. Sometimes,
the market may not be ready to
accept his goods. But the bank will
not be ready to bear with him
until the products are sold out.
"Such a situation ultimately
results in creating Instability and
insecurity in the market," he
added. At this juncture, Islamic
banks come forward to save the
entrepreneur by giving him a
grace period and sharing his loss,
thus ensuring security and stabiliJamadil Awwal
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ty of the market, Najatullah said.
Dr. Ausaf Ahmad, a researcher
at the Islamic Development Bank's
Islamic Research a Training
Institute and author of several
books, spoke on the history of
Islamic banking and its future
prospects, explaining the various
Islamic banking products. The
seminar was opened by Sheikh
Mazin Batterjee, director general
of COCG, and was presided over
by Sheikh Khaled AI-Rumaih,
director of lEF. K.K. Abdullah,
V.K. Jaleel, Dr. Abdul Rahman and
T.P. Ahmad also addressed the
seminar. Earlier, P.K. Ibrahim welcomed the guests.
Arab News

KUWAIT
Kuwait Finance
House records rise
in profits
Kuwait Finance House (KFH)
recorded a 4.6 per cent rise in
profit in the first half of 1999 to
KD52.5 million {$171 million),
said
Chairman
Bader Al
Mukhaizem.
KFH operates according to
Islamic banking principles. It
shares profits with depositors and
provides banking services, purchase and sale of properties, leasing construction and other trading
activities.
The Gulf Bank has made 18.02
million dinars ($58.69 million) in
net profits for the first half of this
year, up 17.5 per cent from the
corresponding period in 1998, the
Al Watan newspaper said. The
bank's assets grew by 1.5 per cent
to 1.83 billion dinars in the first
half of the year.
Gulf Economic Monitor

INDONESIA
Indonesia seeks to
boost Bahrain ties
An Indonesian delegation, comprising officials from investment,
finance, banking, tourism and
trade sectors, will visit Bahrain in
September to brief the Bahraini
investors about the investment
opportunities in Indonesia.
This was stated by the
Counsellor for Economic and
Commercial Affairs, Embassy of
the Republic of Indonesia, Deddy
Saiful Haddi, while talking to the
Tribune at the end of his three-day
visit to Bahrain.
During the visit Haddi met a
number of traders and investors
besides officials of the Ministry of
Labour and Social Affairs. I have
been encouraged by the outcome
of the meetings with people representing banking, investment and
trade sectors and now we hope to
send a big delegafion to Bahrain to
apprise the Bahraini traders about
the chances of investment in
Indonesia, he said.
Haddi said the Bahraini officials, investors and traders showed
a great deal of Interest in the
Indonesian economy but in most of
the cases traders dont know much
about Indonesia, he added.
He said that Indonesian economy, especially after the recent
economic crises was looking forward for the strategic partners in
the areas of trade, investment,
banking, tourism and manpower.
He said that he held an important
meeting with the Ministry of
Labour and Social Affairs officials to discuss the chances of
sending Indonesian manpower to
Bahrain.
We hope that maximum number of skilled and semi-skilled
workers will be adjusted in Bahrain
and other GCC states, he added. He

said that the currency crisis, which
hit the Indonesian economy very
badly, rendered about 20 million
skilled and semi-skilled workers
jobless and the Government would
try to get those people adjusted in
the Gulf states.
He said that the Government
was closely working with the countries having potential to invest in
Indonesia and for this purpose the
Government had liberalised laws
which allow holding of 100 per
cent ownership in different areas.
He said the Indonesian economy was recovering very fast from
the crises which gave us an ample
opportunity to invite Bahrain to
enter into the Indonesian economy
by means of direct investment in
joint ventures and co-operation in
monetary and banking sectors.
He said that the Indonesian
Bank Restructuring Authority
(IBRA) would hold talks with the
Government of Bahrain in this
regard. He said the IBRA was carefully evaluating the financial institutions and banks which were
damaged during the economic
crises in a bid to find them new
partners and capital injections.
He said that Indonesia was also
interested in inviting the institutions to invest in the Islamic-banking sector in Indonesia. He said
that even during the economic
upheaval when the entire banking
sector nose-dived, the banks working according the principles laid
down by the Islamic Shariah were
least affected.
We are expecting a very positive feedback from the medium and
small size of entrepreneurs in
Indonesia who are interested in
Islamic banking, he added. He said
that since Bahrain has a clear edge
in the Islamic-banking sector,
avenues of co-operation between
the two countries in this field can
be explored.
The Islamic Development
Bank has already requested the
Government of Indonesia to
explore the avenues of portfolio
business in Islamic way of banking, he added.
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FORTHCOMING CONFERENCES

The 6th Annual Islamic Banking it Finance Forum
13-15 November '99
Hilton Hotel, Abu Dhabi, UAE
Conference sessions

• Rating Islamic financial instruments and institutions
• Developing Islamic Private Banking
• Accounting practices for Islamic financial institutions
• Principles of asset management within Islamic finance
• Shariah advisory board regulations and activities
• Marketing strategies for Islamic financial institutions
Information and registration: visit the IBFF Website at: http://www.infocentre-dubai.com/ibff
or contact Infocentre at Email: ibff@infocentre-dubai.com
Tel + (971-4) 314552, Fax: (971-4) 31870

The 1999 World Islamic Banking Conference
Islamic Banking Et Finance
Charting a course for the 21st century
4 - 6 December ' 9 9
Gulf Convention Centre, Bahrain
Hosted by Bahrain Monetary Agency and Bahrain Institute of Banking a Finance
Topics to be discussed include • Strategic directions for the new millennium - Perspectives from Industry Presidents and CEOs.
• Shaping and developing tomorrowis Islamic Bankers fi A human resource perspective.
• Exploring the synergies between conventional and Islamic banks n The conventional bankers perspective.
• Merger and acquisition strategies to achieve competitive advantage.
• The future World order and its impact on the Financial Services Industry.
The World Islamic banking conference will also focus on the international growth of Islamic banking and finance
through the presentation of nine country focus sessions, each of which will feature a distinguished panel of
speakers from a specific country currently engaged in major global Islamic banking and finance activities.

For further information and registration details please contact

Victor Hawken Chief Executive Officer, MEGA Tel +973 827288 Fax +973 826 851
email HYPERLINK mailto:mega@batelco.com.bh mega@batelco.com.bh
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DIVERSITY IS

OUR STRENGTH
Our Growth speaks for itself
18 companies
6500 employees
Taka 2.5bil!ion tumover
Total assets exceeding
Taka 1 billion
3.5% of Bangladesh's
total export handler
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

BEXUVKD
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

Located in the heart of
fashionable central London
13-15 Westbourne Grove, London W2
Nearest Tubes- Bayswater and Queensway
HALAL FOOD ONLY
Parties catered for up to 200 guests.
Outdoor catering for all occasions at very competitive

price

Open seven days a week for Lunch 8t Dinners

Tel: 0171 727 5420

Fax: 0171 229 1835

