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A new standard for banking equality

Ayu Aziz
THE establishment of the Islam c Financial Services Board (1FSB) paves a
| ess bunpy road for devel opi ng countries headi ng towards gl obalisation

I sl am ¢ banki ng has reached another mlestone with the inauguration of
the 1FSB in Kuala Lumpur recently. The board will enable Syariah-based
financial institutions to offer products at internationally accepted
standards. The International Mpnetary Fund, the Islam c Devel opnent Bank
central banks and ot her standard-setting bodies from Saudi Arabi a,

Mal aysi a, Bahrain, Kuwait, |ndonesia, Pakistan, Iran, Lebanon, Sudan and
the United Arab Emrates, are responsible for the setting up of the |IFSB

The I1FSB's nmain purpose is to nonitor, regulate and provi de consi stency
to all Islam c banking products offered by financial institutions
wor | dwi de. Wth the | FSB governing |Islam c banking products and services
wor | dwi de, such products and services could be a better alternative for
devel opi ng nati ons seeking financial assistance. It allows themto grow
accordingly and conpete freely in the global arena - in the future at
| east .

"There is recognition that narkets are subject to excesses, including
del i berate mani pul ati on, which generally work against the interests of
devel opi ng countries,' said Prime Mnister, Datuk Seri Dr Mhathir Mhanmad
in his keynote speech at the |aunching of the IFSB. ~We (devel opi ng
countries) would like to benefit fromthe process of globalisation and
liberalisation. W would like to trade nore, open up markets and enjoy the
hi gher incomes and i ncreased welfare that globalisation is supposed to
deliver,'q he said.

At the nmoment, many of these countries are facing econonmc turnoil with
billions of dollars worth of bad debts because the current financial
systemthrives on interest. It is alnost inpossible for themto pay up
debts and pull thenselves out of their economc and political predicanent.

Interest (usury) is forbidden in |Islambecause of its oppressive nature.
In fact, Islam c finance forbids any involvenent in anything that is
noral | y questionable, such as ganbling and specul ati ng.

Cal l'ing such countries “debt slaves', the Prime Mnister said Islamc
banki ng woul d free devel opi ng countries fromthe conti nued oppression from
rich countries where many of the international banks that they borrow
nmoney from are based. He added that the managers of these financial
institutions only aimto make profits for thensel ves and their
corporations. “The welfare of society is not the concern of these
managers,' stated Dr Mahathir.

According to him devel oping countries need an international financial
systemlike the IFSB which is fair and rewards hard work rather than
specul ative activities that take advantage of the weak and ill-infornmed.

"The I FSB can play the role of an international financial regine that
pronotes nore bal anced growth, including greater equity in the
di stribution of incone, less disruptive capital flows and relatively nore
stabl e financial nmarkets,' he added.

No doubt, the creation of the IFSB is a positive step towards creating
gl obal economic stability because, unlike its conventional counterpart,

I sl am ¢ banking is based on the noral elenments of justice, honesty, public
i nterest, noderation, kindness par excellence, patience and spending to
nmeet social obligations.

This is not to say that these noral qualities are totally absent from



t he conventional system but the devel opnents in the currency market which
caused chaos in Southeast Asia in 1997 and the near collapse of
transparent corporate governance in the United States have left a negative
i npact on the current financial standards.

Perhaps the answer lies in the strict noral standards of Islamc
financing principles. In fact, it is w nning consuner confidence in
banki ng services slowy but surely. By 2010, Bank Negara Ml aysia (BNM is
targeting to achieve a target of 20 per cent of total Islam c banking
assets fromthe current eight per cent.

However, gaining the world' s confidence in Islamc banking falls into
the hands of the IFSB and informng the non-Miuslimworld community will
definitely take tine. ~A greater understanding of Islamc banking and
finance on the international front would contribute towards our efforts to
reinforce the on-going international initiatives towards fostering greater
gl obal financial stability,' says BNM Governor Tan Sri Dr Zeti Akhtar
Azi z.

Adding that Islamic finance is a "mrror of the sea', for until and
unless it is explored with courage, the treasures that reside within wll
never be recovered. Therefore, Islamic financial institutions nust put
nmore effort in explaining their products and services to the world.

No doubt, it is a huge challenge for themto get non-Mislins to consune
their products because currently Islam c products do not generate
conpetitive profits.

Al though still in its infancy and currently worth only about US$ 200
billion (RW60 billion), Islamc banking is expanding at the rate of 15
per cent per annum G ven the potential wealth of the gl obal Mislim
community, the future certainly |ooks bright.

Nonet hel ess, with the | FSB established and the strengthening of Islamc
banki ng products and services, it will have better credibility and will be
abl e to garner consuner confidence of both Miuslinms and non-Mislins alike.
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