An-Najah Univ. J. Res. ( H. Sc), Vol.17(1), 2003

Islamic Banking in Palestine Challenges and Prospects : Hisham Jabr Department of Finance, Faculty of Economics & Administrative Sciences, An-Najah National University, Nablus, Palestine.

E-mail: Hjabr90@yahoo.com

Received: (17/6/2002), Accepted: (9/2/2003)

Abstract

This study aimed at investigating the challenges and prospects of Islamic banks operating in the Palestinian territories. The study starts by a historical background of Islamic banks. Four Islamic banks are now operating with 12 branches with total assets of about 261 million dollars as at the end of March 2001. The study shows the market share of Islamic banks of the banking market, Investments classification according to economic sectors. And challenges which face Islamic banks. The study ends with recommendations. These recommendations help these banks to prosper and grow.

. .

. :

.

.

262 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

1_{. Introduction and Purpose of the Study}

Banks are the backbone of the economic development of the country, whatever its economic system may be. A sound banking system helps to accelerate the economic development through its role, as an intermediary in the financial system between the units in surplus and the units in deficit.

In the last three decades, the world has seen the emergence of “Islamic economics”. Neinhaus(1986) defined Islamic economics as”the knowledge and application of injunctions and rules of Sharia”. This is a general Islamic law which prevents injustice in the acquisition and disposal of material resources in order to provide satisfaction of human beings, enabling them to perform their obligation to Allah and society.

Moslems are not free to do as they please; they have to abide by the ethical system of Islam in their way of life. Alassal and Abdelkarim(1977) defined Islam as: “a religion that provides an integrated way of life with prescribed codes for social, economic, cultural, civil and political aspects of the society.’ Thus, economic problems are viewed in the total framework of Islamic Ideology.

Banking services are vital and useful to any type of economy including Islamic economy(Uzair, 1977). Nevertheless, an Islamic economy requires the complete elimination of the concept of “Interest” from the banking system, and an Islamic economic system is impossible to be conceptualized without an Islamic banking system(Moutinho, and Jabr,1990). Thus, the study aims at analyzing the data about Islamic banks in Palestine in an attempt to discover some of the challenges facing these banks and the prospects of these banks.

2. Importance of the Study

The study can be considered as important due to the fact that these banks are newly established as other banks in Palestine, but the concept of Islamic banking is still ambiguous in the minds of many. This study is important because it gives the reader a historical background about the concept of Islamic banking, and how the theory of Islamic banking is put into practice. So this study attempts to discover the challenges facing the implementation of Islamic banking theory in Palestine. This study is expected to add to the literature bout Islamic banking in Palestine.

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

3. Methodology of Research

In order to achieve the purpose of the study, the researcher used data analysis method. Published data from several resources were used to collect the data. Then data analysis is used.

4. History, of Islamic Banks

The Islamic-banking concept goes back to the early stages of Islam. Activities such as deposits, transfers, and money change go back to the time of Prophet Muhammad (Peace .Be upon .Him). He was called the “Trustee”. Because people used to keep their deposits with Him. His followers (e.g.: Al Zubeir Ben Al A wwam) used to accept deposits and perform transfer of money. Others like Abdullah Ben Omar practiced money change. Special forms of checks were being used by Moslems in Halab (Syria) and Baghdad more than one year ago(Homoud, 1982). AlSarkhasi wrote about the concept of credit card in his book “ Al Mabsoout” more than 1000 years ago(Jabr, 2001a .P. 206-207) The first project to put Islamic banking theory into practice in these days began in Egypt in 1962. The 1970s could be described as the early years of establishment of Islamic banks. The number of Islamic banks exceeded more than 200 banks by the year 2000 scattered all over the world, with more than 175 billion dollars in assets. They grow at annual rate of 15 percent. (Jabr, 2001b. P.7). this success led many conventional banks to establish windows or branches for Islamic banking activities.

Islamic banks in the world nowadays can be classified into six categories. These are(Jabr, 2001b, pp. 7-9):

1. Islamic banks, which operate in a complete Islamic system like: Iran, Pakistan, and Sudan.

2. Islamic banks established by governments like The Islamic Development Bank in Jeddah.

3. Islamic Banks which operate in the Middle East. In which these countries allow both Islamic banks and conventional banks to operate.

4. Islamic Banks operate in non Islamic countries like Denmark Islamic Bank which was established in 1983. American Finance House which started operation on 1987 in California State, and now is operating in about seven states under the name: LARIBA (Los Angeles Reliable Investment Bankers Associates). In addition to many others.

5. Conventional banks, which opened branches for Islamic banking, like Cairo Amman Bank in Palestine.

264 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

6_{. Conventional banks own Islamic banks like The Arab bank, and bank of}

Jordan. Each of them owns an Islamic bank.

Islamic banks have to operate according to the following principles. These are: (Moutinho, Jabr, 1990) 1. The complete elimination of fixed interest in any form of their operation.

The use of several forms of profit and loss sharing schemes as the backbone of their practices.

2. The use of other methods of financing such as leasing. 3. The rendering of all banking services refined from Riba (interest) on the basis of commission rates rather than on a fixed interest.

5. Islamic Bankin g in Palestine

Like many other Moslem countries, Palestine, interested in the establishment of Islamic banks. The first attempt was in 1990, when some of the businessmen based on an idea from the author of this paper applied to the Israeli Authorities to establish an Islamic Bank in Ramallah; the military governor response was that he is not ready to discuss the Idea. This led those business men to apply for the establishment of a Finance company without mentioning that it will operate on an Islamic basis. The result was the creation of Beit Elmal Al Philistini, which was licensed on 22/2/ 1994 as a shareholding company.

Banks in Palestine nowadays can be classified into Islamic banks and conventional banks:

Conventional Banks constitute about 82.7 percent of the banking system, and more than 88.3 percent of the total branches; while Islamic banks constitute about 17 percent of the total banks and branches. Table 1 shows the classification of these banks. Table 1: Banking system in Palestine as at the end of May, 2000

Total Number of Branches

Total Number of banks

Conventional Islamic Type of Banks

48 9 6 with 39 branches 3 with 9 branches National 71 11 10 with 68 branches 1 with 3 branches Arab 4 3 3 with 4 branches None Foreign 115 23 19 with 103 branches 4 with 12 branches Total

Source: Adapted from Palestinian Monetary Authority, Statistical Bulletin. Issue 22, May, 2000. P.3.

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

6. Performance of Islamic banks in Palestine

Table number 4 shows that 2 Islamic banks are currently operating in Palestine. Of which two are shareholding companies, and two are established by conventional banks. Table 2: Islamic banks operating in Palestine

Established by Capital Date ofEstablishment Name of Bank

Shareholding company USD 10 million 15/5/1997 Palestinian Islamic bank Bank of Jordan USD 21 million 18/6/1995 Islamic Arab Bank Cairo Amman Bank JO.D.2.127 million

1995 Cairo Amman Bank (Islamic branches) Beit Elmal, The Jordan Islamic Bank, Dallat El Baraka.

USD 20 million 1/12/1998 Al-Aqsa Islamic Bank

Table 4 shows that four Islamic banks, with 12 branches are currently operating in Palestine. Two of these are shareholding companies, and two have been established by conventional banks. Out of the 22 banks with 115 branches. I.e. less than 10 percent of the total bank branches operating in Palestine are branches of Islamic banks. Table 3 presents the consolidated balance sheet of Islamic banks’ operating in Palestine. At the end of 1997, 1998, 1999, 2000, and 31^{st} of March, 2001 Table 3: Islamic Banks in Palestine Balance Sheet as at the end of 1997, 1998, 1999, 2000, and 31 march 2001 In Millions of US

Item 1997 1998 1999 2000 31/3/2001 Cash 2.47 4.22 5.39 5.4 7.53 Balances with PMA 5.95 10.61 14.23 22.1 22.05 Balances With Banks In Palestine 19.54 13.33 12.24 24.4 27.6 Balances With Banks outside Palestine

28.29 47.17 73.67 111.28 103.4

Murabaha & other Investments 8.61 26.72 52.66 62.67 65.29 Investments in Securities 17.53 17.45 26.47 26.97 27.17 Other assets 0.45 10.55 5.17 6.48 7.46 Total assets = Total Liabilities 82.74 130.05 189.44 259.3 260.5 Deposits from the Palestinian Local Authority

0.00 0.41 0.46 0.60 0.30

266 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

C_{ontinue table (3)}

Item 1997 1998 1999 2000 31/3/2001

Deposits (residents) 48.68 84.83 121.81 186.01 189.86 Deposits ( PMA) 0.00 0.00 0.05 0.16 0.52 Banks’ Deposits 10.52 0.00 1.46 24.82 24.60 Other liabilities 0.17 16.68 0.24 9.46 10.12 Capital and retained Earnings 23.3 28.14 45.89 38.25 35.10

Source: Palestinian Monetary Authority ( PMA).

Table 3 shows that total assets of Islamic banks reached about 260 million dollars by the end of first quarter of 2001, which represents less than 5 percent of the total banks’ assets operating in Palestine.

Islamic banks’ paid in capital and retained earnings reached about USD 46 million by the end of 1999, compared with about USD 246 million for all banks, of which USD 174 million capital and retained earnings of branches of Jordanian banks. This means that Islamic banks’ capital and retained earnings equal about 18.7 percent of the total banks’ capital and retained earnings, and about 26.5 percent of that of branches of Jordanian banks. While the number of their branches are less than 10 percent of the total banks’ branches, and about 10.8 percent of the Jordanian banks’ branches. 1. The solvency ratio (capital and retained earnings) of Islamic banks reached 38 percent, while this ratio for all banks was 8.7 percent, and for Jordanian banks’ branches 4.4 percent. This reflects the facts that Jordanian banks’ branches are not keeping sufficient capital to protect deposits and this may be due to the fact that they depend upon their head offices in Amman. Moreover, another indication is that Islamic banks have impact on the solvency ratio of all banks.

2. Total deposits with Islamic banks represent 64.2 percent of the total assets, of which 11.3 percent banks’ deposits. Deposits with branches of Jordanian banks represent 72.5 percent of their total assets. While, deposits with all banks constituted 73.3 percent of their total assets.

3. Credit facilities granted by Islamic banks were mainly in the form of Murabaha, and investments in securities. These represent about 41.6 percent of their total assets, of which Murabaha represented about 27 percent of the total assets. The same ratio of 27 percent was found of the credit facilities granted by all banks.

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

4. The ratio of credit facilities (Murabaha and other types of investments) to deposits was 43.2 percent, while this ratio for all banks was about 35 percent. This means that Islamic banks invest more as a percentage than other banks.

5. Balances with banks outside Palestine were about 39 percent of their assets, compared with about 56 percent for all banks. This reflects the inability of all banks whether Islamic or non-Islamic to explore opportunities of investment inside Palestine.

6. Islamic banks as well as all other banks maintain a very high liquidity ratio.

I.e. liquid assets to total deposits. For Islamic banks this ratio attained 73.4 percent by the end of 1999, while it reached for all banks 75.8 percent.

7. Table 4 shows Islamic banks’ indicators as a percentage of branches of Jordanian banks, and all banks.

Table 4: Comparison of some indicators between Islamic banks, branches of Jordanian banks, And all banks. By the end of 1999

All banks Jordan ian Banks Islamic banks Item

8.7 4.4 38 Solvency ratio % 73.3 72.5 64.2 Deposits/ Total Assets % 35 28.8 43.2 Credit facilities to total Deposits % 27 20.9 41.6 Credit Facilities to total assets % 56 70.8 * 39 Balances with banks outside Palestine to total Assets % 75.8 101 73.5 Liquidity ratio % 63.2 61 NA Deposits in USD to total Deposits % 2758 3857.49 189.84 Total Assets in USD million 115 101 12 Number of branches 23 9 3+ a window of conventional Bank

Number of Banks

Source: calculated by the Author based on:

1. Palestinian Monetary Authority, Statistical Bulletin, Issue 22 May, 2000. PP. 3, 8-9, 18, 20.

2. 2- Central Bank of Jordan, Thirty-Six Annual Report, 1999. P.78.

268 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

7_{. Islamic Banks Role in Economic DevelopmentIslamic banks in Palestine are newly established, they have not gained the}

necessary experience like other conventional banks. Islamic financial institutions began by the establishment of Beit El Mal Corporation in the early 1995 with a capital of JOD 10 million, at the time were the Islamic Palestinian Bank was in the process of establishing itself. This bank was licensed by the Palestinian Monetary Authority on 15 May 1997 with a capital of USD 10 million. Moreover, The Arab Islamic Bank had been established as a shareholding company in Jericho on 18 May 1995 with a capital of JOD 15 million. This capital was increased on 18 June 1997 to become USD 21 million. Meanwhile, Cairo Amman Bank has established several branches for Islamic banking transactions since 1995. Its head office supplied it with a deposit of JOD. 2127000 as a capital.

Lastly, Al-Aqsa bank was established on 1 December 1998 with a capital of USD 20 million. These banks did not start to operate until 1996, but proved to play a vital role in development in spite of being new in the country. They have to compete with very well-established banks, of which one, the Arab bank, has been in business for more than 70 years. These banks do not operate in a purely Islamic economic environment. Their activities include western –style banking activities, economic development and investment, they have to face tough competition from a superior number of conventional interest oriented banks in the profitable placement of funds. Islamic banks must be seen as profit centers, not charity institutions, although they assume the handling of social duties (Qasem 1986; Zuair 1982).

One of the main obstacles facing Islamic banks in Palestine is that Investment opportunities in Palestine are limited, and the present Palestinian market trends indicate that these banks have been experiencing tough competition. Indeed, from their inception they have had to face this environment of severe competition. They entered the market by devising new products and new methods of pricing. The new products are related to new types of investments, (i.e., Murabaha, Musharaka, and Mudaraba), and the new method of pricing is the profit and loss sharing principle (PLS), as well as the commission on the banking services, which is not based on the amount, involved but on the time devoted to render the service.

Islamic banks’ assets in Palestine increased at a rapid rate they were about USD 28.4 million in by the end of 1996, reached USD. 82.7, 130, 189.8, 259.3, and 260.5 millions by the end of 1997, 1998, 1999, 2000 and 31^{st} of March,

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

2001 respectively. As can be seen from table 5, Assets of Islamic banks in Palestine increased by about 5.75 times in a period of less than four years. While it's capital and retained earnings only doubled. Deposits in 1996 reached USD 14.9 million increased till it reached USD 121.8 million by the end of 1999, and to USD 186 million by the end of 2000. I.e., by more than 7 times, and by about 1.5 times of that of 1997.

Their investments in Murabaha and other investments increased from USD 8.61 million by the end of 1997 to USD 52.66 million by the end of 1999. I.e., more than 5 times. Table 5 makes a comparison between the growth rates in the performance of Islamic banks, Jordanian banks, and of all banks in percentage terms from 1997 to 1999. Table 5: Comparison between the relative growths of Islamic banks And Jordanian banks/ Performance from the end of 1997 till the end of 1999

All banks Jordanian banks Islamicbanks Item

26 times 1.3 times Assets .37 times 21 times 1.5 times Deposits .62 times .29 times 5.1 times Credit facilities .27 times 1.08 times 1.6 times Balances with banks outside Palestine

All the above indicators show that Islamic banks’ performance was very good compared to those of Jordanian banks, and of all banks. All their indicators increased at a higher rate than the equivalent rate of increase in Jordanian banks, and in all banks. This may be due to the fact that Islamic banks’ share of the market is less than that of others. Thus, any percentage increase they experience will be larger than the increase in the percentage of banks with a substantial share of the market like the Jordanian banks.

Islamic banks’share of the market is still very small, but their performance shows that it is increasing year by year. This is evident from table 6. Table 6: Islamic banks’ share of the market, 1997, 1998, 1999

1999 1998 1997 Item

0.049 0.039 0.028 Total assets 0.043 0.035 0.023 Deposits 0.053 0.033 0.014 Credit facilities 10.37 percent 7.5 percent 18 Percent Balances with banks in Palestine 0.037 0.028 0.018 Balances with banks outside Palestine

270 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

T_{able 6 shows that Islamic banks’share of the market is still very small,}

but is increasing year by year. It may be noticed that balances with banks in Palestine fluctuate from year to year. They constituted about 18 percent of the total balances in 1997, dropped to 7 percent in 1998, then increased again in 1999 to 10.4 percent. This reflects the difficulties of establishing Islamic banks. Most of them entered into operation in 1997, so, they had to maintain balances with conventional banks in Palestine, especially, as regards their paid in capital, Their balances subsequently dropped as their operations became more established, but increased again in 1999, when Al-Aqsa bank entered the market, and was required to keep its paid in capital with other conventional banks.

As regards the Islamic banks role in development, table 7 shows the classification of Murabaha and other investments according to economic sectors. Table 7: Classifications of Murabaha & other investments According to Economic Sectors in 000 USD

Sector 1997 1998 1999 2000 31/3/2001

Agriculture 35.47 111.76 125.72 159.4 127.2 Industry & mining 158.46 2004.15 1053.06 2010.5 4999.3 Construction 1328.6 4090.89 9522.01 9642.3 9602.04 Commerce 6286.88 4823.39 9813.92 13700 13507.41 Transportation 414.00 5212.40 7800.3 15519.0 14802.23 Tourism -- 364.55 406.0 0 0 Services -- 160.00 12129.6 6838 4915.2 Financial services - - - 53 51.98 4833.6 1833.57 Stocks - - 326.45 3131.93 3238.9 2949.53 Other 389.21 9617.60 3 326.25 9348.38 9935.43 Total 8612.14 26711.21 52658 65290.65 62671.91

Source: Palestinian Monetary Authority.

Table 7 shows that Islamic banks’ total investment is still very low, the total figure did not amount to more than USD 65 million by the end of 2000, i.e., more than double that of 1998, which were USD 26.7 million and USD 8.6 million in 1997. Investments by Islamic banks were increasing at a rapid rate, Islamic banks did not invest in services, including financial services and tourism before 1998. And only very small amount, about 3 percent of total investment, was invested in these sectors in that year. Moreover, the

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

unclassified sector entitled “others” constitutes the main investment area, and represents about 36 percent of total investment in 1998. The sectors of main interest to Islamic banks in 1998 were transportation, commerce and construction. These sectors account for about 63 percent of total investment.

The year 1999 is a good measure of the role of Islamic banks in Palestine. In that year, one third of the total investment of Islamic banks was directed to the service sectors. 19 percent to commerce, 18 percent to construction, and 15 percent to transportation; 6 percent was invested in stocks of other companies, and 2 percent in industry and mining. The above table shows that a large amount of money was invested in industry by the beginning of the year 2001.

8. Challenges fac ing Islamic Banks in Palestine

Islamic banks face a number of challenges In Palestine, of which the following are examples: 1. Islamic banks in Palestine still operate under the banking Law of Jordan of 1966, and the Palestine Monetary Authority law of 1997. These two Laws did not have any article showing the relationship of Islamic banks and the monetary authorities, which mean that laws applied to conventional banks, are also applied to Islamic banks. In 1999, the Palestinian Monetary Authority prepared a draft for a Palestinian Banking Law. But this law did not pay enough attention to the relationship between Monetary Authority and Islamic banks. The same rules and regulations are applied on both Islamic banks and conventional banks.

2. Another challenge facing Islamic banks is that they are always bound by Islamic Sharia’ in all their marketing mix efforts. They are not free to do what they wish. Therefore, conventional banks have an advantage over Islamic banks in that, the former can devise and offer banking services in addition to conventional services, while Islamic banks are not allowed to offer loans like conventional banks.

3. When were first established, Islamic banks’ depositors rushed to deposit with them. This led to the accumulation of too much money at the beginning when opportunities of investment were still very few. Thus, idle money was created.

4. Empirical studies showed that a large percent of clients do not know about the services offered by Islamic banks. They do not know the meaning of Mudaraba, Murabaha, and Musharaka.

272 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

5_{. The majority of people are unaware of the difference between Islamic}

banks and conventional banks. Many believe that the difference is only in the name.

6. Although Islamic banks succeeded in attracting deposits, they were not able to channel those deposits into long term investment, and the majority was invested either in Murabaha, or in the investment portfolios of banks abroad.

7. In many cases, Islamic banks rejected the possibility of dealing with profitable transactions, either because the Sharia controller committee was unable to understand the transaction, or the bankers were not able to create alternatives to the transactions, owing to their shortage of experience in Islamic Sharia.

8. Most of the Islamic banks’ investments were in the field of Murabaha, which depends mainly on sales on Installments. Islamic banks restricted their investment to Murabaha, which is a short-term instrument, and has proved to be an ideal tool to finance trade. This type of investment allowed Islamic banks to participate effectively in financing domestic as well as international trade, and is, moreover, a low-risk method of financing.

9. Other possibilities like Mudaraba and Musharaka were not made use of on a large scale, because top quality business firms resented having to give up part of their profit to their partner (Islamic bank). Moreover, Islamic banks in Palestine did not play a vital role in these areas of financing, because of the high risk involved in these two methods.

10. Existing bank laws do not permit banks to engage in business enterprises using depositors’ funds consequently, new legislation is necessary to deal with the basic characteristics of Islamic banks.

11. Islamic banks reports show excess liquidity. This is not due to reduced demand for credit, but due to the inability of these banks to find clients willing to be funded under the new modes of financing. This problem is further complicated by the inability of Islamic banks to offer high liquid and guaranteed securities.

12. 12. Conventional banks have a clear superiority as regards to the availability of technical resources and the utilization of advanced bank technology. Consequently, Islamic banks have to face tough competition from a large number of conventional banks in the profitable area of placement of funds.

13. Islamic banks have been obliged to recruit staff trained in traditional banking in order to sell the new services more aggressively.

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

14. Islamic banks are newly established in Palestine as a shareholding companies. The concept of corporation in Palestine is not clear in the minds of the boards of directors. They are still unable to separate ownership from management. This has led to the fact that it has been difficult for general managers of these banks to remain for a long period of time. Some have resigned very early before staying one year, and other banks are still unable to recruit a general manager. Only Cairo Amman Bank Islamic branches and The Arab Islamic bank have been able to recruit managers. This is due to the fact that managers of Islamic branches of Cairo Amman Bank were employees of that bank, and the same applies to the Arab Islamic Bank because it is an affiliate of Bank of Jordan. However Al -Aqsa Islamic Bank and the Palestinian Islamic Bank are facing this problem, because they are established as a Palestinian shareholding company.

15. Islamic banks should engage in devising new products

9. Conclusions and Recommendations

9.1. Conclusions The banking sector in Palestine has experienced several difficult periods.

Israeli Occupation closed all banks operating in the occu pied territories in 1967, then Israeli banks’ branches were allowed to operate in these territories, but failed to play a useful role in the development of the Palestinian economy. Several attempts were made to reopen the closed branches and to establish Palestinian banks. But they collapsed owing to Israeli restrictions. In the 1990s, closed bank branches started to reopen, and some Palestinian banks have been established, among them Islamic banks. Branches of Jordanian banks represents majority of banks operating in Palestine, they account for about 71.5 percent of the total assets of all banks operating in Palestine. They also have more than 60 percent of the total deposits.

Islamic banks still play a minor role in the Palestinian economy. Their assets represent less than half the percentage of total banks’ assets, they account for about 10 percent of the total number of banks’ branches.

Deposits with Islamic banks represent. Less than half a percent of all deposits with all banks, but increasing at a rapid rate.

Their main investments have been in the form of Murabaha. While, their investment methods have been of little importance. This is mainly due to the low risk involved in Murabaha.

274 “Islamic Banking in Palestine Challenges and Prospects”

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

T_{able 6 shows that Islamic banks’ indicators are not less than those of other}

banks. In fact, many of these indicators are better than other banks. Examples are: the solvency ratio, the ratio of credit facilities to total deposits, and that of credit facilities to total assets. Indicators of Islamic banks show very good financial position.

In spite of the fact that Islamic banks are newly established, and there is a misunderstanding about the Islamic banking concept, their growth rate is much higher than other banks. This can be seen from table 7.

Islamic banks’ credit facilities are mainly directed towards short -term financing, to services and commerce, and to financing the working capital of the construction sector, and transportation sectors as can be seen from table 9.

9.2: Recommendations The above results show that Islamic banks are newly established in an economy, which is dominated by well-established conventional banks. The Islamic-banking concept is misunderstood among many of the banks’ clients. The Islamic banks’ share of the market is still low, but is expected to increase in the future. Based on the study results of the study, the following recommendations can be made: 1. More effort should be made by Islamic banks to market their products.

Several promotional campaigns should be planned. 2. Internal marketing to their employees is of high priority. Since many of their employees do not know the difference between their products, and those of conventional banks. There is a misunderstanding of the concept of Murabaha.

3. Officials of these banks should play a vital role in educating the public about Islamic banking products.

4. The Palestinian Banking law should include articles dealing with Islamic banks, taking into consideration their nature, and field of specialization. Jordan banking Law of 2000 could be consulted in this regard.

5. The Sharia Control Committee of Islamic Banks, which is expected to be established by the Palestinian Monetary Authority, should include consultants in the field of finance and banking, in order not to give Fatwa based on a good understanding of some of the banking concepts.

6. Islamic banks should design training programs in the field if Islamic banking, and marketing, communication, among many other fields of management like human resource management.

An-Najah Univ. J. Res. ( H. Sc), Vol. 17(1), 2003

7. Islamic banks should devise new products, sell them aggressively. In this regard, there is a need for new mechanism to make financial instruments issued by Islamic banks accepted in the financial markets.

8. The Palestinian Monetary authority (PMA) should encourage these banks by taking their nature into consideration. For this reason the legal cash reserve ratio required by all banks to be maintained with the PMA should be less for Islamic banks. For instance, the ratio could be applied to demand deposits only, because other types of deposits participate in the risk of investments.

9. There is a need to find a way for depositors who participate in the risk of investment to participate in the management activity of Islamic banks.

References 1) Al-Aqsa Islamic Bank, Annual Report, (1999). 2) Al-Assali, Ahmed, M. and Faith A. Abdelkarim, “the Economic System of Islam:

Principles and Objectives”, Maktabat Wahba, Cairo, (1977), 20. 3) Beit El Mal Palestinian Holding Company, Annual reports, (1999), (1998), (1997), (1996).

4) Central Bank of Jordan, Annual Report, (1999). 5) Humoud, Sami, “Did Islamic Civilization Know Banking Activities?” Journal of Islamic Economy, (1982), 21-24. (in Arabic).

6) Jabr, Hisham, “the Financial and Banking Policies in the Occupied West Bank”, Documentation, Manuscripts and Publishing Center, An-najah National University, (1993).

7) Jabr, Hisham, “Bank Management”, Matbaat AlHijawwi, Nablus, Palestine, (2001)a, 206-207.

8) Jabr, Hisham, “Islamic Bank Management”, Matbaat AlHijawwi, Nablus, Palestine, (2001)a, 206-207 9) Jabr, Hisham. And Moutinho. Luiz, “Perspectives on the Role of Marketing in Islamic Banks”,International Journal of Consumer Marketing , 2(3), (1990).

10) Neinhaus, Volker, “Islamic Economics, Finance and Banking. Theory and Practice.

In Butterworth's Editorial Staff”, Islamic Banking and Finance, Butterworhths, London, (1986), 1-3.

11) Palestine Islamic Bank, Financial Statements, (2000), (1999), (1998). 12) Palestinian Monetary Authority, Annual Reports, (1998), (1997), and (1996). 13) Palestinian Monetary Authority. Statistical Bulletin, May (2000). 14) Quasim, M. Quasim, “Islamic Banking: New Opportunities for Cooperation between Western and Islamic Financial Institutions”, In Butterworth's Editorial Staff. Op.cit, (1986).

15) The Arab Islamic Bank Annual Reports, (1998), (1997), (1996). 16) Uzair, Mohammed, Interest Free Banking, IST ed. Royal Book Company. Karachi, (1977).