11/ 04/ 1997

Boost for Islam c banking

THE Prime Mnister's call for Islamc countries to start seeking a
consensus on matters pertaining to Islan c banking and finance should be
gi ven serious thought. Foll owthrough action nust be taken and taken soon,
and if other countries are hesitant Ml aysia nust take the | ead. For as
Datuk Seri Dr Mhathir Mhanad said, there have been doubts about whet her

I sl am ¢ banking in Mal aysia and ot her countries really conformwith
Islamic | aws. Sone said the doubts were cast by those driven by "politics
of envy" but then, going by Islamc principles, all doubts must be cleared
in the path of the devout.

Failure to answer the critics and help clear the doubts could lead to
serious consequences. In Egypt where there are three |Islamc banks, the
Egypti an nmedi a has been on the attack claimng that |Islanic banks were
t aki ng advantage of people's religious convictions to amass wealth. At the
World Islam ¢ Banking Sunmit in Kuala Lunpur |ast Septenber and again at a
two-day fund managers' neeting on Islam c banking | ast nonth, questions
were rai sed about Mal aysia's own |Islam c banki ng operations. Although
nobody was attacking the Islam ¢ banking operations in this country, steps
must be taken to ensure that |Islamc banking in general is explained
before anynore obstacles are thrown in its way.

Mal aysia is keen to ensure that |slam c banking operations do not fail
Al though it has only one Islamc bank - Bank |slam Mal aysia Bhd - 49
financial institutions throughout the country are already offering the
i nterest-free banking scheme the Governnent introduced in 1993, 10 years
after Bank |Islamwas set up. Total deposits nobilised under Ml aysia's
| sl ami ¢ banki ng system |l ast year rose 47.5 per cent to RW.3 billion while
financing increased by 75.9 per cent to RVM6.1 billion. The authorities
have successfully extended the principles of Islamc banking into
i nsurance, pawn-broking and other related financial activities. The Labuan
International O fshore Financial Centre is expected to carve a niche in
I sl ami ¢ banking i nstruments. Bank Negara Ml aysia, neanwhile, is in the
final stages of establishing a Syariah Advisory Council, which will act as
the sole authoritative body to advise the central bank on Islanic banking
and finance. Even on the Kuala Lunmpur Stock Exchange, there is an Islamc
i ndex conprising sone 300 conpani es.

I slam ¢ banking and finance in Ml aysia has operated well in paralle
wi th conventional banking and is accepted by not only Mislins but non-
Muslinms as well. Conpanies fromthe West borrowed fromthe Islamc bank in

Mal aysia. But there is nore at stake here than just the Malaysian Islamc
banki ng operations. Wrl dw de, according to a Dubai-based Islanic journal,
the funds of Islanmic financial institutions stand at sonme US$152 billion
(US$1 = RW.50). If Islamic countries can work together and ensure a
systemati c approach, these institutions can only grow and strengthen.
Certainly, it will not be too | ong before Islanm ¢ banking and financia

i nstrunents beconme an alternative to conventional instruments.

The Finance Mnistry has already identified sone weaknesses in Islamc
banki ng that need to be i nproved. These include Iinitations on interest-
free banking units in undertaking functions; snall allocated budgets; |ack
of coordi nation between units in participating banks; shortage of
personnel familiar with Islam c banking; and | ack of innovation in
financi ng products. Experts have also identified the two opposing sides
within the |slamc banking operations - on the one hand, those who are



anxi ous and determ ned that Islam c banki ng advance through i nnovative
products and marketing; and, on the other, those who prefer to argue every
step to ensure every nmove is "correct”. Wiat needs to be done nowis for
the authorities in Islamc countries to sit down and conme to a consensus.
Dr Mahathir has said that |slanic banking should not be so restricted that
it fails altogether. If Islam c countries do not take the |lead and do
somet hing about it, the West will certainly not.
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