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The •ain purpose of this paper is the introduction of 

IDB. its objectives. and its overall financing operations on 

one hand; and a presentation of its recent efforts in 

the field of resource •obilization on the other band.The Bank 

bas been briefly introduced in aection II of this paper. 

The eaphasis of IDB i, the first decade of it 

operations was on ways and aeans of investing and placing its 

funds which would foster econo•ic and social develo~aent 

of its aeaber countries. Bence. I~B has successfully initiated 

and pioneered a nuaber of financing •odes which are in 

conforaity with Shariah.These •odes include equity 

participation. leasing • loans, instalaent sales,foreign trade 

financing, and technical assistance. Section III of this paper 

presents - very briefly - IDB's operations - by •ode and 

by sector-since its inception. 

IDB in this past decade had relied alaost entirely on 

subscribed capital to aeet the needs of its aeaber countries. 

However, the projection of the resource position of IDB 

taking into consideration aaong other things the 

operations plan of the Bank shows clearly a resource gap by 

the year 14098(1989). IDB, therefor~, has eabarked on 

serious efforts to develop other ways and aeana for resource 

aobilization. These efforts have been directed toward the 

develop•ent of Islaaic financial instruaents and setting the 

•round for an Islaaic secondary aarket. A su .. ary of these 

efforts is presented in Section IV of the paper. 
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11.111_!§~M!!~_ll!l~2r!!llt_l!ll_1!111_!1_!_§~!~~-

The Islaaic Developaent lank {IDB) is an international 

financial institution established in pursuance of the 

Declaration of Intent issued by a Conference of finance 

Ministers of Muslia Countries held in Jeddah in Zil Qadah 

13938, correspondin& to Deceaber 1973. The Bank foraally 

opened on 15 Shawal 13958, corresponding to 20th October 

1975. The ai• and purpose of the Bank are to foster econo~ic 

de•elopaent and social progress of •e•ber countries and 

Muali• co .. unities in non-•eaber countries indi•idually as 

well as jointly, in accordance with the principles of 

Shariah. 

The authorized capital of the Bank is two billion 

Islaaic Dinars, di•ided into 200,000 shares having a par 

•alue of 10,000 lslaaic Dinars each. The Yalue of the Isl .. ic 

Dinar,which is a unit 01 account in the Bank, is equivalent 

to on• SDR (Special Drawing Ri&ht) of the International 

Monetary Fund. The subscribed capital of the Bank is now 

1,952.07 •illion Islaaic Dinars payable in freely con•ertible 

currency acceptable to the Bank. 

The ••in functions of the Bank are to participate in 

equity capital and grant loans for productive projects and 

eaterprises,besides providing financial assistance to aeaber 

countries in other for•• for econoaic and social developaent. 

The Bank is also required to establish and operate special 

funds for specific purposes,iacludin& a fund for assistance 

to llusli• co-unities in non-•ft•ber countri,es, in addition to 

settia1 up trust funds. 
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The lank is authorized to accept deposits and to raise 

funds in any other •anner coapatible with Shariah. It ia also 

charged with the responsibility of assisting in the proaotion 

of foreign trade, especially in capital goods, aaong •e•ber 

countries; providing technical assistance to aeaber 

countries; extending training facilities for personnel 

engaged in develop•ent activities;and undertaking research 

for enabling the econoaic,financial,and banking activities in 

M¥slia countries to conform to Shariah. 

The present aeabership of the Bank consists of 43 

countries. The basic condition for •e•bership is that the 

prospective •e•ber co~~try should be a •eaber of the 

Organization of the Islaaic Conference and be willing to 

accept such ter•s and conditions as aay be decided upon by 

the Board of Governors of the Bank. 



The operations of the Bank include Ordinary Operations 

(coaprising Project Financinc and Technical Assistance), 

Fore inc Trade financinc Operations and operations 

f inaoced out of the Special Assistance Account. The 

operations and projects approved by the Bank since the start 

of its activities in 13968(1976) up to the end of 14058 

(1985) both by type of financing and by sector are depicted 

in Table 1 and 2 respectively. The data contained in these 

tables for the Ordinary Operations of the Bank are 

represented graphically in Figure l and 2. 

As seen in Table 1, the Ordinary Operations constitute 

27.20 percent of total financing approved by the Bank during 

the last ten years of its existence. Within Ordinary 

Operations, 2r2J!g!_ti9!!gig1 amounted to ID 1,288.28 aillion 

(USS 1,441.35 aillion) and accounted for 97.48 percent which 

included 37.30 percent loans, 19.68 percent equity 

participation, 34.96 percent leasing, 4.99 percent instal•ent 

sales,and 0.55 percent profit-sharing. 

In addition to providing assistance for project 

financing , the Bank also extends !!~~gi~!!~!!!l!!!9~! either 

iD the for• of loan or grant (not exceeding ID 150,000),or a 

coabination of both. This is £'riaarily intended for 

feasibili~y studies, prellainary and detailed designs,and 

consultancy services, as well as procureaeat of research and 

training equi~aent during the exec~tion phase of a 

' pro.iect. Tecbolcal assistance during tbe d~cade uouoted to 
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SECTOR 1396H 

~GRICULTUIE -
INDUSTRY & MINING 7.45 

TRANSPORT AND -
<XJHHUNICATIONS 

PUBLIC UTILITIES 6.00 

SOCIAL SERVICES -
arHER -

TOTAL ll.45 

TABLE 2 : PROJEC'rs l\Pl'ROVEO PER YEAR BY SEC'l'OA 
UP '1'0 'l'llF. END OF J 405.Jt 

139711 1398H l l~)!.hl J40011 140111 140211 

ll .J2 13. 00 J. 70 J4.67 27.08 5.50 

38.93 32.96 47.75 59.98 60.07 59.29 

44.27 - 24. JO 2J.8J 23.22 33.63 

..... 

- 19.68 . 9. •IJ :?2. J7 - 34.26 

5.39 - 5.04 U.91 - s.oo 
.... 

- 4.27 J.05 - 4. 23 0.09 

CID mUUon) 

140311 14041t 14051t TOTAL 

6.17 23.99 80.25 183.48 

45.20 79.42 1J8. 70 549.75 

75.35 34.43 7.28 264. 19 

8.27 26.00 28.13 153.92 
~ 

39.34 41.36 35.48 14.a.52 

Jo. 2J 0.48 3.28 25.61 

99.70 69.91 91.J~ Jll.57 114.62 137.78 184.54 205.70 273.Jl J,321.53 

------------------------------------------------------------------------------------------------------------------------

I 
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ID33.25 •illion (USS37.08 •illion) for 64 projects and 

accounted for 2.52 percent of total Ordinary Operations. 

In the first five years, loans have been by far the 

largest •ode of financing approved by the lank. Startinc froa 

14028(1981), operations uader lease types of financing 

{leasin~ and line of leasing)and instalaent sales took the 

lead. For various rea•ons, equity participation has been 

declinini.Profit-sharing has been used in only two projects. 

The iaprove•ent in technical assistance has continued to fall 

short of targets. These trends are shown in Figure 1. 

ID teras of sectoral distribution, as presented in 

Table 2, 41.60 percent of financinc approved for the projects 

during the period under study went to the industrial and 

•ining sector, 13.88 percent to the agricultural sector, 

19.99 percent to the transport and coaaunicatioas sector, 

11.65 percent to the public utilities sector, 10.94 percent 

to the social services sector.and 1.94 percent to others. 

Fi1ure 2 portrays the trend of sectoral distribution. 

Forei1n Trade Financing Operations of the Bank started 

in 13978 {1977). This is principally a placeaent operation 

destined to provide a aeaas of investaent for •urplua funds 

of the Bank not iaaediately needed for it3 Ordinary 

Operations. This aode of financin( provides •e•ber countries 

with the necessary finaacia( facilities to iaport 1 •o•e 

e•sential coaaodi,ties required in their developaeat 

pro1r•••e• and assists in the proaotioa of trade .. ODI •••ber 
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coaatries. Since 13978(1977), the lank approved 250 FTFOs 

.. ouutinc to ID 3379.31 aillion equivalent to USS 3785.18 

•illion (see Table 1). This represents about 70~ of the total 

financinc approved by the Bank. 

(c) ~2!~i!! __ Q2!!!!i~!! 

In addition to financinc developaent projects and 

technical assistance, the Bank also finances soae operations 

out of the Special As~istance Account. The •ain areas in which 

operations out of this account are financed includes extension 

of traininc facilities; provision of relief; proaotion and 

furtherance of Islaaic causes; and proaotion of social 

welfare and econoaic uplift and provision of scholarships to 

Muslia coaaunities in non-meaber countries. 

Table l shows that the total aaount approved by the Bank 

out of the Special Assistance Account since its inception in 

13998 (1979) had reached ID 158.15 aillion (USS 163.68 

aillion) for 57 operations by the end of 14058 (1985). 
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IV,lll2B!§_Qf_!l,_!!_ll!l~2f!!§_l!!!!~!A~-!~§IIY!!l!I§_l!§1~-21 

§B~B!AJL 

Over the last year, the Islaaic Developaent Bank has 

been working towards the develop•ent of financial instruaents 

based on Shariah principles. These efforts ~ave included 

preparing working papers, sponsoring and organizing bilateral 

and expert group aeetings in various ae•ber co~ntries. The 

outcoae of these efforts has been a "§~~!~~-fgr_li!!!~i!! 

The Review co .. ittee - coaposed of e•inent econo•ists-

undertaking tbe task of evaluating IDB 1 s perforaance in the 

last 10 years - in presenting the "Future Outlookh of the Bank 

stressed the need for finalizing the developaent of 

appropriate financial instruments and the necessity of going 

to the aarket in order to raise the requi~ed resources. This 

co-i ttee also endorsed the above Sche•e and co-'!nded 

it to the attention of the Bank. rurtheraore, the co .. ittee 

proposed that • " a high level experts iroup could be 

constituted to undertake a co•prehensive assessaent of the 

resource prospects of the Bank and advise its aanaie•ent on 

the iapleaeatation of the above Scheae. 

The saae Sche•e was presented to the 7th Islaaic Bank$ 

aeetinf in Aa•an in March of 1986. It received full support 
' 

fro• the leaders of Isl .. ic Banks and they bad decided to 
' 

refer it to their Sbariah scholars for final screeniaJ. 

Finally, the heads of I•l-ic Banks - in 
I 

their very rece~t 

aeetinl in the headquarters of IDB in Jeddab ~a 
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26 May 1986-decided to i•pleaent the above Scheae in 

establishinf an investaent portfolio jointly owned by IDB 

and other Isl .. ic Banks to finance trade operations between 

lslaaic countries. 

This section covers the following points: 

(a) The salient features of the proposed Scheae {which is 

based on issuing specific-purpose certificates). 

{b) So•e preli•inary tloughts on ways of iaple•enting the 

above 'cheae. 

(c) The lslaaic Certificate of Deposit {representing the 

general-type certificates). 

l. Shariah peraits in principle - the issuance, 

exchance, and circulation of certificates. In short, 

the issuance would be based on the Isla•ic concept of 

Mudarabah;whereas the principle of "offer/acceptance" 

would be the base for the transfer of ownership and 

circulation of certificates. Moreover, the 

certificates should be treated as regular "Shariah 

Contracts" definiDI the rights and responsibilities of 

the holders. 

2. The certificates proposed ia this Scheae are 

investaent certificates assicaed to a specific 

project or a croup of project• in one basket (the 
11 

projects in this ,case are chosen by the prospective 

investors). 
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3. The in•estaent certificate is by itself a financial 

clai• on th~ total assets of the project. 

The project aay take one of the follovin' foras: 

(i) Permanent equity participation; 

(ii) Declinin' participation; 

(iii) Purchase/leasin• of aaterial, equip•ent, tools, 

etc. for subsequent leasin'; and 

(iv) Short,aediu.,or lon,-tera financin' of trade 

(based on the concept of Murabaha). 

4. Th,~ project financed by these instruments should have 

an autonoay; i.e.,i~!g!il!!~!!_!!&!! __ §g~_!££!Yg!!gg 

!!!i!~ to be kept separate froa the other assets and 

liabilities of the Bank. This entity would take the 

fora of !_:IrY!!i_!_:lY!~:i!r_!_:g!r22r!!i2n:. The 

experts prefer the first two for•• if they co•ply with 

the rules and re1ulations of the Bank. The experts are 

also of the opinion that IDB should undertake an 

in-depth study to identify ~~~-W!!!_!22r22r!!!!_t2r• 

!B~-•!S~!!i!w_gl_!~!!_ItY!!_~r_lyg~~ 

5. The role of the Bank in using ·~e funds acquired is 

the role of a "Restricted Mudarib". ID other words, 

the relationship between the Bank and the 

certificate-holders is not a creditor/debtor 

relationship, but rather a relationship between the 

"owner" of capital and the "Trustee". Therefore, the 

accounts kept for these projects are not part of the 

Bank'• re1ular accounts. 
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6. IDI could delefate part of its fwactioas as a 

•Mudarib• to other financial institutions aaialy 

other Islaaic Banks -acainst a coapensation to be 

deducted fro• ID&•s share as a •Mudarib•. 

7. Because of the absence of an •tslaaic Financial 

Market• and the Yarious restrictions ia the existinc 

•securities Markets• ia aost lDB's aeaber countries. 

the &cheae advocates the use of a •self-liquidatint 

systea•. IDB could • for exaaple. indicate with each 

issuance its willin1ness (subject to certain conditions) 

to repurchase the certificates presented to it after a 

specific date (normally the closin1 day of the initial 

subscription). 

8. The prices - accordinf to the above Scbe•e - could be 

deterained in the followinl •aaner: 

(a) Durinl the period of the initial subscription and 

before the actual operations. the price is 

deterwined as the •par value• of the certificate; 

and 

(b) After the above period, IDB would set up a price 

periodically (the interval between any two periods 

should not exceed three aoaths). The price is 

based on the financial position of the project and 

conditions of supply and de•and. 

9. If its liquidity peraits, IDB would buy and sell the 

certificates as per these prices. However, it should 

be eapbasized here that this situation is teaporary 

and will cease to exist upon the tradiDI of 
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certificates in existiDI securities aarkets in 

aeJlber co11atries,or the establishment of an •Islaaic 

Financial Market•. 

10. Ia accordance with Sbariah, IDI would be held 

responsible for two issues: 

(a) To ensure that the infor•ation provided in 

relation to the project is accurate; and 

(b) To ascertain that the analysis in the feasibility 

study bas been conducted ia coaforaity with the 

cenerally accepted priaciples. 

11. This does mot aeaa that IDB is ~espoasible for the 

•return• estiaated in the feasibility study as the 

project could even lose all its invest•eat due to 

reasons beyond the control of the •Mu~arib•. In 

fact, the Bank is held responsible if it is proven, 

beyond any doubt, that it intention~1.ly concealed 

essential inforaation froa prospective subscribers or 

conveyed false data to thea. 

12. The above responsibility requires IDB to include ia 

the •prG•pectus• all the aajor information related to 

the is•uance. In addition, the full ecoaoaic 

feasibility study of the project (or projects) 

concerned should be aade ~vailable to the prospective 

investors. 

13. Since Shariah peraits the concept of "Cooperative 

Iasurance•,101 aay establish a "Cooperative Insurance 

fund• to cover investaent risks of those projects 
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11SiDf the certificates to •obilize f1111ds. The 

resources of thia raad are coaposed of : 

(i) A predetermined portion of the actualized profits 

of all the projects usin( the certificates to 

accaaulate fancls as ~~!!li~!!i 

(ii) Donations fro• the IDl;and 

(iii) aeturn on the iavest•eat (according to Shariah) of 

the liquid fands of the F1111d. 

14. IDI (the Mudarib ) is authorized t3 use the resources 

of this Fund to cover any los• and restore the 

orifiaal capital invested. It is suicested. therefore. 

that IDB takes steps to lay down rules an~ re(ulations 

(overnini the use of resources froa this Fund • 

15. In accoraace with the •Mudarabah ~ontract• between the 

Bank and the •owner of capital•. the profits at the 

end of the financial period could be distributed in 

the folloviai •anaer: 

(a) A percentaie to IDB represeatini its share a» 

Mudarib ; 

(b) A perceata(e to owners of certificaies (IDB is 

usually one of the•); and 

(c) A percentafe to the •cooperative Insurance Fund•. 

16. In case IDB opts for issuiaf certificates to finance 

•decliain1 participation• projects. then a percenta1e 

of profits should be directed towards the 

"••ortizatioa• of part of the iavest•eat certificates. 

Bere,too, IDB would be required to set up rules and 

reiulatioas for each case baaed on its OW11 •erits.' 
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lowe•er. a basic principle - fro• an Isl .. ic point of 

•iew is the necessity of .. ortizia( a "unified 

proportion• of the ownership of each subscriber (~o 

lottery approach is allowed.) 

17. The success of a scheae for •obilizin( funds throu(h 

the aarket wo~ld refluire the followin( addi~ional 

•eaaures fro• IDB: 

lnco•ra(in( Islaaic Banks in •e•ber countries to 

open their own windows for dealin( with financial 

instruments based on Shariah. These windows could 

perfora various functions such as underwritia(. 

proaotion.brokera1e. etc. 

- BuildiDI channels of co .. unication with a number of 

in•est•ent banks. unit trusts,and brokera•e houses 

to secure their technical assistance for the 

i•pleaentaion of the various phases of the 9cheae. 

- Gettin1 in touch with the securities •arkets in 

aeaber countries to secure their cooperation with 

IDB. 

- lstablishinl a •consultantion Group• co•priain1 

• 
respresentatives of Isl .. ic Banks. aeaber states, 

•oney •arkets, and invest•ent banks and coapanies 

for providia1 necessary 1uidaace in this field on a 

re1ular basis. 

Bstablishia1 a "Shariah Control Board" for 

overseeia( and aoaitoriD( the transactions with a 

view to ensurin( that they are in accordance with 

Shariah. 
' 
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Th~ Mana,eaent of IDB has taken a conscentious decision 

to start experiaentin' the proposed Scheae by •rouping a nuaber 

of profit-yielding equity projects currently existing in the 

portfolio of IDB and issuing aarketable securities in order to 

aobilize additional resources for the Bank. Furtheraore. a 

follow-up coaaittee and a workin• 'roup froa IDB and other 

Isl .. ic Banks have been fonaed for the iapleaentation of the 

proposed 'cheae in financin' trade aaon' Islaaic countries. 

IDB is considering various alternatives for this 

iapleaentation such as: 

I!Y!!(Mutual Funds); 

l~ As practiced in the UK and the U.S.A. 

2- As practiced in soae of IDB's aeaber countries. 

Soae of ID&•s aeaber countries have introduced Unit 

Trusts and Investaent Trusts in order to aobilize savin's of 

saall investors and channel tbea into appropriate investaents. 

Pakistan has been a leadin' country in this re,ard and the 

experiences of the two aajor Trusts (National Investaent Trust 

and Investaent Corporation of Pakistan) are under careful • 

investi,ation by IDB. Malaysia is another aeaber country which 

has successfully introduced Unit Trusts and IDB is also 

studyia' with interest the experience of the aajor ones such as 

Aaanah Sabaa Mara Berbad and the National u:ni t Trust ( ASHB). 

ii) l~!-1!$!~1!!h•!!!_gf_!_ii•ii~g-~!!~ili!I-~292!!%~2I-! 

~2!22tl~igg 
' ' 

This is a, special fona of Invest••nt Trusts. IDB is 

·-



l 

carefully exaainina the study of the Al-laraka Group for 

establishing a li•ited liability coapany with an open-end 

capita'. Two types of shares are invol~ed here namely, 

participation shares aud aaaaae•ent shares. A separate coapany 

could be established for each aode of financing. 

Finally, IDB is considerina issuing an Isl .. ic 

Certificate ~f Deposit. It aay be noticed that the options 

presented in the previous section pertain to the proposed 

'che•e for Isl .. ic Financial Instr1111ents which requires a 

separate lefal and financial entity either in the for• of a 

Trust (Unit, Investaent;or a consideration of both), or in the 

fora of a separate coapany. However, this option is under IDB's 

tnvestifation in case - for any reasons - a separate entity is 

not attainable. 

According to this option, IDB could issue general-type 

certificates whereby the shareholder does not show the specific 

investaent in which bis funds are placed. It is the 

responsibility of IDB - as a feneral Mudarib - to direct the 

funds to the instr1111ent which is deeaed necessary. The 

distribution of profits will take place at the end of specified 

financial period in accordance with the actual profits of the 

investaents in which the funds have been placed. The 

subscriber will be inforaed if desired by hi• the 

whereabout of his fund. IDB is currently studying various 

issues relatftd to these certificates such as their 

liquidity,pricin•,••turity,tradeabilitt ••• etc. 
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'· ~2!!!1!!§!2! 

This paper has covered the experience of IDI in financinc 

operations durin' the last decade. Further11ore, it has briefly 

presented the Bank's recent efforts in the area of resovrce 

aobilization. IDB has foae a loaf way in the area of developinf 

aodes of financinc which confora to Shariah. However, in the 

area of developin& financial instruments based on Shariah, IDB 

has taken a leadini role and eabarked on-with the assistance of 

other lslaaic Banks serious •~arch to coae up with an 

appropriate scheae. The initial siins are very encoura1ini and 

it will not be lone before the aarket for the Isl .. ic financial 

instruments is deYeloped. Such a developaent will pave the way 

for aobilizin• resources fro• savers , especially the saall 

ones and will open the door for aore cooperation .. ong the 

Islaaic financial institutions;and between Islaaic financial 

institutions on one hand and conventional financial 

institutions on the other hand. 

•eedless to say that the developaent of financial 

instr~aents based entirely on Islaaic Shariah is not an easy 

task but not-at the saae tiae-for11idable. IDB is deter11ined to 

continue its efforts and work harder in this area in order to 

achieve its objectives and better serve the Islaaic nation. 




