Summer is here, and no doubl many of you will Tlee the country in the next couple of
months, Bul banking doesn't stop, something NBAD'S recent smart card launch proves.
One bank has finally taken the first step to implement chip lechnology, and maybe
‘mate will follow in months to come. NBAD is also the first hank to teature In our new
section - Focus - this month, s Lake a peek into Uhe bank's retail and investment
banking departments. And for those who do decide to run away from the heat, have a
nice holiday!

ﬁ%&_ et

ILUL OVRLULAR

Islamic
1 Banking

Delphi Risk
Management’s CEO
Warren Cdwardes

CAMDLINL LR
AR W2

DU FULNIES

IR AR
i

i A
PHLLIA HOWARTSI oiio
PP DIFC's COO,
i — Hussain
WACEEM F al Qemzi

Wb Usigher
TROY MAATMA |

Phatocgipter
UETLANA BREINEVA

st Suterpin
BAVED HMEHAD

Opinlon
z 8':[[] of the
year, ABC's

Sael al Waary




BISLAMIC BANKING

The Islamic banking

ALTHOUGH ISLAMIC BANKING HAS RISEN GREATLY IN

THE LAST FEW YEARS, THE INDUSTRY WILL STILL FACE
SOME CHALLENGES IN YEARS TO COME.

o o prctises

than on

HILDE OVREBEKK WENT TO SPEAK
TO WARREN EDWARDES, CEO OF
LONDON-BASED BANKING
INNOVATION AND RISK CONSULTING
PHI RISK MANAGEMENT.
HE IS THE AUTHOR OF THE
BESTSELLER "KEY FINANCIAL
INSTRUMENTS: UNDERSTANDING
AND INNOVATING IN THE WORLD OF
VATIVES," WHICH INCLUDES AN
APPENDIX ON ISLAMIC BANKING.

Banker Middle East: What do you see
in the future of Islamic banking?
Edwardes: Aside from the inerol
dynamic of the Tstamic Fimnee secior,
I see evidence of o political weighting
nfluencing the curmene developmene
ollslumic flnance, | envisage a rapid
develupinent of euro denominared
Indamie funds, a trend away from the
heavy concentranion of llamic money
in LS dollar assces and & growing
demand for gold and eura
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of the industy will he
anraction.

king up or looking
nking a5 another ¢
st ple is the Malaysian

denominated equiry funds, on
prounds related to the evenes in
Palestine and the intention w
penctically profile 100,000 LS
residdents of Middle Fast origin

Banker Middle East: What ara the
current issues in Islamic banking?
Edwardes: Tleie ls a noticeable
change in sentiment amongst Islamic
parttalio managers away from the
US Dollar to the curo on political

grounds relared o evenrs in Palestine

us well as security from seraure anid

diversificution In terms of curmency

:lll"ll‘;. ihis dn o pe witted in
i pocthalios as

s repanded as
arrar (specularion). However,
currencles have to be bought and
sold spot to cffeer investments or
purchase real assers. Denvanves are
not lnoked upon fvourbly on (wo
grounds - speculation and e
connection with inveress, But lios
suchas Thelphi are devising
Islumically acceprable forms of
derivatives. 20 years ago packages of
investments in a currency ar Un
coupled with a forward sale atan off
markit forward rare were
commonplace. Bor just as fscal aml
regulatory wuthorities no langer
resgned wero coupan bonds as
penerting wapital galng 0 also have

Jusw T

ernment bood, which was done

entirely an Islamic finance.
haakrunner tor this boned was
traditionally conventional bank
Direcror and Head of G

«, HSBC A Fionce,

vy, called o I illl!mll:llli

v lick of liquid producis,
d by it ng Fiann e
ol l"”'l‘l‘“L'-’ the

s it these banks could

ger the upper hand.

such devides been crivicised dind ey
are no longer Ilamically sccepiabile.

afial {the act ol a group of
people neciprocally guarniceing s
other) is an acceprable Tslamie borm
of insurance, options for delivery ot
commoditics by a producer of such a
commadity should be acceptable. So
also should options or farward
dertvitive eontracts on any of the
Ishamic financial insmmenis be
permissibile. Let's wlk about Financial

Taaful fnstend of Ihnic dedvatves,

Banker Middie East: What about
trading of debt?

Edwardes: | he trading of debt is
controversial und whilse it s
sceeprable in prgmane Mudaysii, o
mmber of Midille Euse based Shai'ah
scholars hebieve it w0 be Hagan,
Perhaps a solurion wauld be o tollow
the practice In the currency swaps
inacket and adopt a process of
Movatlon.

Banker Middie East: What neads to be
done to Imprave the knowledge and
understanding of Islamic banking?
Edwardes: Tslinic Banking needs m
Dre denystified. Juse as In dny other
lie al Lusines there ts a a great deal
af jarpon. Derivatives talk about
Burtertlys and Beras, Ilamie bankers
have Istisn'as and Ijaras. Arabic is

For imore news upidatas, iog on o
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ISLAMIC

challenge

approprate when dine g T
in Arabic. Bur when Ibamic lanking
by discussed Tn Tnglish the wse of
Arabie can be Just o befuddling as the
wine ol Chrech i derdvatives. Replacing
Arahic terminalopy, such as "'
with "leasing” or “Musharalah” with
“equity participation”, will el 16 4
greaer understnding of the Ihamic
bunking system

Banker Middle East: What are the
malar limitations of Islamic banking,
and how can they be solved?
Edwardes: The problem for Islamic
branking practice is thar it is by and
larpe less based on principles bur on
preceddent in the mididle age. This
makes produce develnpment dillicule.
There needs wbe a mpad
developiment of dual mualified
|I|lr|<:~.--i|:.'|.ll:. schooled in bath
Shiari'ah and Hoanee, not necessarily
experr in bath but sufficiently versed
in both disciplines ro be able convene
with bankers and Shari'sh. There aie
fiir too many Islamic hankem who
prefuce their conmnents with T am
it Shini'al espet " It may sound
comradicaony, but there s 2 need for
hith srandardisation and innovation,
Srandardisation of plain vanilla
products such as Murahaha (cost pfu-
financing or sale on a profic hass)
along with their English spelling,

would ald negatiability and much
needed liquidity. And standard
documentation along the lines of
1510 should be ugreed upon
Innovation is required o et e
unfilled nesds of bormwes, such as
for owerdiali finanee and for
Elindeally acceprable derivarive
||lnn]m. ia s that real world risks such
ax exchanpe rare and commodity nsks
can be negared.

THE PROBLEM FOR

BANKING ®

of uncerminty. Bur even hefore
‘ii'llu'mh:'l Il L',|uli.l”\ branded
aned raed linaocial Instrucions
ware increatingly providing Islamic
Anance dirctly or in partneeship
with regional distributors. Just ay
Internet-only banks soon faced
l:‘,f“}‘(.'lll]{," rl"l" |.”||\-l.'||||‘ll||.|‘

barnby, s nlso will Talwmic bunks.

Banker Middie East: What Is the

ISLAMIC BANKING

PRACTICE IS THAT IT IS BY AND LARGE
LESS BASED ON PRINCIPLES BUT ON
PRECEDENT IN THE MIDDLE AGES.

Banker Middle East: Do you think
there is a future for conventional
hanks who do Islamic banking? Do
you think it 15 wise for
eonventlonal banks to take up
Islamic banking?

Edwardes: Glven a chotce between
a pure lslamic bank and a highly
rared repurshle internationul bank
providing the sime service, u dien
would rather go ro the ane thai
hus a bnd pame than rhe ane
chsnt ]luwitl\:n i'\-l.uu'tc‘thlil,l services
without the biund aame, Vhere 15
always a Hight ro quality in times

ditference between rish in
cenventional banking and Islamic
banking? How can Islamic banks
best manage risk?

Edwardes: | here are numernns

common risks bevween Taliimni

hanking sl conventional banking,

Gaven thar mverything is acceprable
in conventinnal hanking, Islamic
bunking is a special case of
conventional banking, Bur the
major spocial features are property
operational, commodity, equity,
liquidiey risks and strmngely
enough, interest rane risk.

[HANKER MIDDLE EAS

Warren Edwardes is the
CEQ of Delphi Risk
Management, a Landan-
based financial
Instrument innovation
and risk manggement
consultancy. Prior to
founding Delphi he was
on the board of the
Dritish merchant bank,
Charterhouse Bank as
Director for Financial
Engineering. He has also
worked for the Cquitable
Life, the Government
Actuary's Department
and the treasuries of
firitish Gas, Barclays
Bank and Midiand Dank
a5 4 strategist, dealer
and assel/Tiabilily rish
manager. Cdwardes has
applied his skills as a
financial innovator to
Islamic Banking since
1985, He Is a frequent
conference chalrman
and speaker on a range
of hanking and financial
topics araund the world;
from Islamic banking,
derivatives, risk
management Lo finangial
praduct innovation. He is
Chairman of the London
Business School alumn
finance group, Fellow,
anil was recently
appointed honorary
publications adviser of
the Institute of Islamic
Banking and Insurance.
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