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CONCLUSION:

SUSTAINING THE GROWTH OF THE ISLAMIC FINANCING
INDUSTRY

At the end. I would like to add that the role of Islamic finance in
pooling financial resources is particularly evident from the fact that the
assets of the Islamic financing institutions have rapidly grown in the
past 30 years.

With greater market reforms and liberalization of financial sector in the
emerging economies, Islamic banks are expected to grow further in the
coming years.

To this end. however, these banks would need to further refine and
diversify their products to attract more businesses trom the growing
private sector in these economies. The Islamic banks could also play an
important role in poverty alleviation in developing countries. There is a
long tradition of specialized endowment funds targeting worthy causes
and community-level assistance to the needy. which could be
strengthened to mobilize additional resources for poverty alleviation.

and these would be the focal points on the future out look on the role of

Islamic banks on the world economic secene. -ENDS-
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. Country-wide Islamic banking and finance

. Islamic banks in the private corporate sector working in a
mixed environment '

. Islamic financial institutions other than banks

J Islamic  banking practices by some . conventional
commercial banks and non bank financial institutions

. International financial institutions

COUNTRY EXPERIENCES

Pakistan adopted Islamic banking system in 1985 in which all the
banking labilities were to be based on Profit and Loss Sharing (PLS)
system. On the assets side, it developed 12 different modes that
included a mixture of Equity. Credit Purchase and Leasing modes.
However, the dominant feature of the system was financing based on
mark-up under buy-back arrangement. Iran started Islamic banking in
1983, which was applicable to the economy as a whole. It also
developed a number of new modes of Islamic finance in addition to
those practiced in some other countries. Some of those modes are still
being debated in terms of their compliance with the principles of
Islamic finance. Sudan initiated Islamic banking in 1984 and
reactivated the same by a more comprehensive law in 1992, An
important feature of the Sudanese experience is that it also extended to
eliminate interest from the public borrowings. To this end, the
government has launched specific funds to mobilize resources on
equity and profit-and-loss sharing basis. for the public sector. Malaysia
adapted a system of parallel Islamic and conventional banking. This
allows the establishment of Islamic banks as well as Islamic banking
windows by other commercial banks. The government of Malaysia is
also involved in developing different institutions related to the
strengthening of Islamic finance and banking industry.

ISLAMIC BANKS IN THE PRIVATE CORPORATE SECTOR

Currently. there are nearly 100 Islamic banks functioning in the private
sector apart from those in Pakistan, Iran and Sudan. These institutions
are spread in 35 countries and mange more than US$30 billion of
assets. Studies show that their performance is highly competitive in
terms of return on assets. similarly, as a group they met - if nor
surpassed - the banking performance standards set for the major banks
in the world. There are, however, significant variations observed in the
performance of individual banks.
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INTERNATIONAL FINANCIAL INSTITUTIONS

The islamic Development Bank (based in Jeddah. Saudi Arabia) is
recarded as the most important component of Islamic financing
industry at the International level. on account of the leading role which
this institution has played in promoting Lslamic banking industry and
enhancing its relevance to the world economic scene.

THE FUTURE ROLE OF ISLAMIC BANKING IN THE WORLD
ECONOMIC SCENE

The current state of Islamic banking shows that there is a growing
demand for the services of the Islamic financial industry in different
parts of the world. Given the rapid growth of the industry in the past
few decades and the fact that it has been able to overcome some of the
initial misconceptions due to its prefix “Islamic”, Islamic banking
could play an important role in the world economic scene. This role
could be in the form of providing alternative financing options or
complementing the existing banking practices and thus expanding the
set of financing choices available and contributing to the global efforts
to mobilize resources for investment and growth.

The President of DB has rightly said in the recent past that the success
of Islamic Banking in the future, however, would depend on
developments in the following five main areas:

. How successfully Islamic banking would overcome some
of the mis-conceptions and practical challenges facing the
industry?

. The impact of the new institutions created to improve

regulatory standards and integrate Islamic banking in the
global financial system.

. Effective utilization of future market potentials for
Islamic banking.

. The effectiveness of the role of IDB as multilateral
development financing institution.

. Cooperation of the global banking community in

correcting misconceptions about Islamic banking and
allowing its smooth integration in the international
banking and financial system.
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