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SOME ASPECTS OF ACTIVITY
OF THE ISLAMIC BANKING SYSTEM
IN THE MARKET OF FINANCIAL SERVICES

Abstract. Throughout the last twenty-fifth anniversary the financial and banking sector of economy, both the
certain countries, and the whole regions periodically experiences the acute crises, which are expressed in the sudden
and sharp growth of number of banks, the investment and insurance companies finding the insolvency. In recent
years possible ways of replacement of percent attentively were considered by Muslim experts in economy and ban-
king. Muslim economists have developed economic models of interest-free economic system and have analyzed
consequences of cancellation of percent on the economic growth, establishment of resources and distribution of
income. They have also proved theoretical base for the organization of modern banking on an interest-free basis. The
big contribution to practice about interest-free banking was also made by bank staff. The concept of interest-free
banking is not purely theoretical category anymore. In the last two decades were created several Islamic banks in the
different parts of the world; they work successfully. Three countries of the Islamic world: Pakistan, Iran and Sudan
have made useful attempt to abolish percent on the scale in all economy, which led to the significant progress.

Key words: kharadzh, currency system, International bond market, financial shocks, default, financial markets
of the world, globalization of financial activity, insolvency virus, financial institutions, banking.

In the market of financial services the young Islamic bank shows the development by involvement of
the non-Muslim population in ranks of the regular customers. The number of non-Muslim clients dyna-
mically grows, for example, the Islam Malaysia Berkhard bank during the rather small period (1984-1993)
has increased the number of the clients to the 350th thousand from whom 17 thousand. In 2007 the
number of clients became more than one million; 10 % of them are not Muslims.

Such situation in the world banking sector shows the nature of Islamic banking system, based on the
cthical principles. The statistical analysis of the sector of consumers of Islamic banks proves the viability
of Islamic financing, irrespective of race and religion of the consumers of Islamic bank. Advantage of
Islamic bank, to our mind, in the ethical and philosophical component, which provides the consumer of
Islamic banks with additional factors of insurance. It is the huge potential of instruments of protection,
both for the client, and for the bank by itself.

There are well known three main groups of activity of Islamic bank: reception of deposits from the
clients of the bank, financing of projects, and other banking services. The principles of Sharia are applied
and interpreted by the countries, according to the internal laws, adopted by the government. The structure
of banking products of Iran is an example of use of Islamic bank tools (see table 1).

So, in the field of construction and repair such forms of rendering of services as civil partnership,
installment sale, cards al Hassan, Dzhoalya and direct investments are applied. The principles of Islamic
bank have not only positive characteristics, but promote growth of financing of the industrial sector, in
spite of the fact, that many countries are agrarian. Focusing on a certain sector or branch at Islamic finan-
cing depends on external and internal factors of development of bank.
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Table 1 — Structure of banking products

Principles of Sharia Field of Application Type of Activity

Installment Sale

Civil Partnership

Legal Partnership
Payment by Installments

Industry
Production Agriculture
Mining

Forward Transaction

Direct Investments
Kard Al Khasan
Dzhoalya
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Modaraba
Civil Partnership
Legal Partnership
Dzhoalya

Import
Trade Export
Domestic Trade

Civil Partnership
Legal Partnership
Installment Purchasing Service
Installment Sale
Dzhoalya
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External factors of development for Islamic bank have four directions: rules of the Central bank,
economic situation, competition, and image of reputation of bank. Pakistan, being the main player in the
Islamic banking market, is guided by the circulars of National bank of Pakistan, containing the principles
of project financing.

In Bangladesh the banks are based on the basic principles of Sharia practices, so-called “bai
bisaman”. Further we’ll show the table of coincidence of the principles of Sharia, involved in Islamic
banking system (see table 2).

Table 2 — Comparison of the Principles of Sharia over the Countries

4 Principle United Arab

of Sharia Malaysia | Bahrain | Bangladesh | Indonesia | Kuwait | Turkey Ermirates Jordan
1 Musharaka - + + - — 4 5
2 | Mudaraba + = + - - + 5
3 | Murabacha + + — + — + 6
4 | Bai Bisaman + - — — _ _ _ _ 1
5 | Idzhara + + — . o - + + 4
6 | Kard Khasan - - + - - — _ T 2
6 | Istisna + - _ — 4 _ + + 4
4 3 2 2 0 6

As we see from the table, such principles of Sharia as “bay bisaman” and “Kard Khasan™ are used
less.

The analysis of the instruments of Islamic financing over the countries shows lack of the universal
standard between the countries-participants of IBD, which doesn’t prevent the principle in each country in
order to develop all branches in own country with the means of Islamic financing. It is provided by the
various sources in the different countries (see the chart 1).

The graphic analysis of the structure of Islamic financing shows that the main emphasis was made on
the development of the fund forming branches: construction and industry are actively financed by all
countries-members of IBD.
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Chart 1 — Graphic Analysis of Structure of Islamic Financing

Internal factors of the development of Islamic bank determine the competitive level by two main
aspects: quality of management and the standards of service. Experts of Islamic financing emphasize the
fact of use by the clients the products of Islamic banks for the economic reasons. They have no depen-
dence on religious affiliation. Clients of Islamic banking products are attracted by an efficiency factor in
relation to regular customers of bank with the minimum quantity of conditions of service. Islamic banks
actively promote the international trade and development of globalization processes, provide the letters of
credit of mudarab, import the stated goods and protect the client of bank from risks. The algorithm of
financing of import of goods by the Islamic banks we would like to show in the figure (see the figure 1).

Statement of the Client of Bank for Import of Goods

information about the exporter price, quantity, size

Receiving Bank 's Approval in the Form of Deposit or Letter of Credit
authorized bank exporter

Contract of Sale of Imported Goods

pricey delivéry condition

Exporter Delivers Goods

Report to Authorized Bank and Issuer

Approval of the Property Right by the Issuer to the Client on the Imported Goods

Figure 1 — Algorithm of Financing of Import of Goods
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Table 3 — Role of Islamic Bank in Maintaining the International Transactions

# Agreement Type Role of Bank Interest of Bank

1 Vakala Agent and Client’s Representative Payment for Services

2 Musharaka Client’s Partner From Financing Shares Commission Chargesiior Serviees aud
Management. Profit Share

3 Murabacha Islamic Bank Businessmen Bized P_ayment an(_i Expenses on Managenment.
Collecting. Commissions.

Stimulation of international trade in Islamic banks is conducted by three methods or ways: Vakala
method, Musharaka method, Murabacha method (see table 3).
Thus, the economic behavior of Islamic bank carrying out the international transactions with the
clients of bank, bank active businessmen, bank partner and bank agent (see figure 2).

Bank businessmen

D

Bank partner

Figure 2 — Role of Islamic Bank in Carrying Out the International Transactions

Structure of rendering services of the international transactions in all countries of IBD is different, but
provided of all participants of IBD with the powerful instrument of the development of the international
trade between all countrics. Only Malaysia provides all types of service in the sphere of international
trade. It is known that there are three sources of Islamic banks: deposits, share capital, and other obli-
gations. The paid capital, various reserves, retained earnings enters the share capital. The structure of
sources of financing of the countries of participants of IBD is presented in table 4.

Table 4 — Sources of Financing of Islamic Banks over the Countries to Participants of [IBD

# Country-Participant of IBD Investments Capital Stock Other Obligations Total
1 Malaysia 88,4 5,6 6,0 100
2 Bahrain 72,3 20,5 7.2 100
3 Bangladesh 86,9 6,2 6,9 100
4 Indonesia 87,0 8.0 5.0 100
5 Kuwait 74,4 16,0 9,06 100
6 Turkey 81,2 14,5 43 100
7 United Arab Emirates 77,6 12,7 9.7 100
8 Jordan 84.8 12,5 3.1 100
Average Value 81,6 12,0 6.4 100
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The analysis of sources of Islamic banks shows its focus not only on the share capital, but the depo-
sits of investors: in average- 81,2 percent from all sources of financing. Thus, the efficiency of activity
of Islamic banks strictly depends on the number and volumes of deposits, the policy and management
of Islamic bank. The evident comparative chart of sources of financing of IBD is provided in the
chart 2.

Sources of financing

M deposits
M share capital

W other sources

Chart 2 — Sources of Structure Financing of IBD

Activation of deposits in Islamic banks is stimulated with the realization of policy of powerful social
programs of Islamic banks in the several directions: educational help, humanitarian help, and charitable
help. Strengthening of the social activity provides by the Bank of Bangladesh through “Islamic Bank
Foundation” with the types of the next programs:

— formation of income;

— health care;

— education;

— religious education;

— human Resources.

In accordance with the social program the Bank of Bangladesh has constructed six medical institu-
tions, service centers, five educational institutions, including the fund of the improvement of quality of life
in the society. Since 1995 in Bangladesh was established the monetary vakuf certificate. Islamic banks
give the chance of transparent mobilization and distribution of zakyat. “Such management provides the
multilateral analysis of the situation, adoption of extraordinary decisions, effective creativity” [1, p. 64].

The increasing consumer demands from the banking services dynamical changes in the institutional
structure of the financial market, for example, auto credit, retail institutions, etc. Existence of free consu-
mer segment of the Muslim population gives strong competitive advantages for the development of Isla-
mic banks in the territory of the Russian Federation. “The banking system is a set of the banking institu-
tions, functioning in the territory of any country™ [2].

There are the following factors of the strengthening of competition in the banking services:

— increase the number of competitors in the corresponding market;

— competition grows in the market on consumer demand for banking services;

— insufficient differentiation of banking products also strengthens the competition between the
participants of the financial market;

— intensity of the strategic behavior of banks leads to the strengthening of the competition.
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Thus, the constructive behavior of IBD in the market is the condition of application of successful
economic forecasts in the field of bank’s activity.

The analysis of the competitiveness of banking product has been carried out by use of the special
technique. K. R. Nurmagambetov has adapted Islamic Bank with important algorithm:

— definition of the list of experts in the field;

— ranging of factors of the cost of the product;

— ranging by experts of the level of service of the client of bank;

— calculation of level of competitiveness of banking product;

— adoption of the strategic decision.

The basic formula for calculation of level of competitiveness of a banking product is offered
[3. p.58]:

S e
UPSk Cr UOx

There are:

— the first composed this relation of the level of consumer cost of a banking product;

— the second composed this relation of the prices of banking products of competitors and the studied
bank;

— the third composed this relation of the level of service of the client of bank;

— degrees of fractions have to be equal to 1.

For achievement the convenience of calculations for the formula we would like to offer the following
tables (see tables 4, 5).

Table 4 — UPS Banking Product of Two Banks

# Consumer properties of banking product Al Khalil RK Amal competitor Relative Significance
1 2 3 4 5
1 Availability of Information 5 4 0,20
2 Reputation of Product 4 5 0,30
3 Hedging of Risks 4 5 0,20
4 Effectiveness 5 3 0,20
5 Maintenance by Consulting 5 4 0,050
6 Liquidity 4 3 0,050
1,00
Absolute value of level of consumer properties of a banking product for the studied bank:
UPSr=5%2 + 403 4402 4 502 4 5005 4 4005 — 7793
UPSk = 4%2 + 503 4 502 4 302 4 4005 1 3005 =7 690,
Table 5 — Level of Bank Service of Two Banks

# Factors of Level of Service of the Client of Bank Al Khalil RK Amal Relative Importance Factor
1 Professionalism of the Officer of Bank 5 4 0,5
2 Skill to Communicate of the Manager 4 4 0,3
3 Degree of Empathy of the Manager of Bank 3 3 0,1
4 Feedback from Clients of Bank 5 4 0,05
5 After-sales Service of the Client by Bank 4 3 0,05
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Absolute Value of Level of Bank Service for Bank:
UOr =595 + 403 + 301 4 50,05 4 4005 = 7 018;
Absolute Value of Level of Bank Service for Bank of the Competitor:
UOx = 4%° + 403 4 301 4 40,05 4 4005 = 6 820;

Absolute value of level of competitiveness of banking product by all criteria:

7,793 15000 7,018
y =223 4 [0z [2218]05 = 3299,
7,690 16000 6,820

In the conclusion we would like to stress, that the competitiveness of banking product of Al Khalil is
positive on the relations between the bank and the competitor. The leading strategy of the behavior in the
market of the banking services must be chosen carefully and correctly.
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BAHK KYUECIHIH KEUBIP ACIIEKTLIEPI HCJIAM KAPKBI KbI3METTEPIH KOPCETY
HAPBIFBIHJAATBI KbISMETIH

Annoramus. Kazakcran PecnyOnmmukachl MEMIICKET] MKAMIBI AJFAHAA YITTHIK 3KOHOMHKAHBIH OdCCKere Kaoi-
JETTLIITIH apTTHIPY OAFBITHIHAAFBI, HAKTHI AJFAHAA KOCIMKEPIIKTI JaMBITYAa KONTETCH MICEJeep eIy YCTiHE.
Omap 3KOHOMHKAHBI KYPBUIBIMIBIK ©3TCPICTCP KYPTi3y, OPTYPJ SKOHOMHKAIBIK CATANAPIAFHl TCXHOJOTHIBIK
KYPBUIBIMIBIK KEMITUTIKTEPAI KOFO, 1IIKI HHTECTPALMSIHBI JKETIIIPY, COHBIMECH KaTap OHAIPTIII KYITepAiH O3CeH aa-
MYBIH KO0, HH(PACTPYKTYPAHbI JAMBITY YKOHE HAPBIK HHCTHTYTTAPBIH >KETINAipy O0obmm tadbrmansl. Ockl xKaraan-
nap Kazakctan PecryOmukachiHIa KOCIMKEPNIKTI JAMBITY MEMJICKCTTIH SKOHOMHKAIBIK CasAcar OaFBITBIHIAFBI Oa-
CBIMIBIKKA He OonbIn cananazpl. KazakcraH PecryOmmkacklHAa KOCIMKEPIIKTI JAMBITY QJIEMHIH JAMBIFAH EIACPiH-
JIeTiIeH an71e Kaiina epekmie 0omca 1a, Kazipri KazakcTaH 3KOHOMHKACBIHIA IMAFBIH JKOHE OpTa OM3HEC OenTini aape-
sKeZeTi o3iHe THICTI opbiHFa me 0oymbl. COHFBI KE3AEp/e IAFBIH JKOHE OpTa OM3HEC CYOBEKTUICPIHIH KOCIIKEPIIK
opraza ecyi baifkaica Ja, 01 OpTa aca Kem KapKbl KYFOObI KAKST STHCHI, MKAOIBIKTap MCH KOMTCTCH KBI3MCTKEP-
JEPiHiH KOONMEpanmsIChl KOK OarbirTap Ooxbim Tadbmiagsl. Iller emmepAin TaKipHOECIHE MKYTIHCEK, KOCIMKEPIIK
KazakcTan 3KOHOMHKACHIH TYPAKTAHABIPYbIH KOHE JAMBITYABIH PEAIbl CCKTOPBIHA aifHAIYBI MYMKiH. HapbIKTBIK
opTara, THIMALUITIH CHIIATTAWTHIH YKOHOMHKAHBIH TYPAKTBLUIBIFBIH KAMTAMACHI3 €Ty VIOIH OHIIPY MCH OTKI3YIiH,
OHIMZEP MCH TEXHOJIOTHUIAP, HHHOBAIMSIAP 1pi KOCIMOPHIHAAD KAPKBUIBIK TYPAKTBLIBIFBIH, OOCEKEICCTIKKE HETi3-
JICTITCH CBHIPTKBI OPTAHBIH OOCEKENECTEP >KACAFaH KAaZaMbIH PEAKTHBTI XKY3ETe achIpaabl >KOHE CTPATETHSIBIK TYp-
TICHIIPCL.

Tyiiin ce3aep: WHHOBALWMIAP, HAPBIKTHIK YKOHOMHKA, KOCIIKEPIIK, SKOHOMHKAIBIK JAFAAPBIC, YITTHIK 3aH-
HaMa, 0oCeKeTe KaOLTCTTIMK, SKOHOMHUKAFA BIKIATBL, YITTHIK TAOBIC, CHOCK HAPBIFBIHBIH THIMILTITI, 0OCCKEICCTIK
TIOTCHINAIL.
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HEKOTOPBIE ACHEKTHI AEATEJIbHOCTH HCJIAMCKO BAHKOBCKOI CUCTEMBI
HA PBIHKE ®UHAHCOBBIX YCJIYT'

Annoramusi. Ha mpOTSOKCHHH MOCICTHETO MBAANATHIATHICTAS (DHHAHCOBBIA M OAHKOBCKHH CEKTOP JKOHO-
MHKH, KAK OTACJIBHEBIX CTPAH, TAK H LUCJIBIX PCTHOHOB NCPHOAUICCKH HCHBITHIBACT OCTPHIC KPHU3HUCHI, BBIPAKAIOIMUCCA
BO BHC3AITHOM H PE3KOM POCTC HHCIIA 63HKOB, HHBCCTHIMHOHHEBIX U CTPAXOBBIX KOMHaHHfI, 06Hapy>KI/IBaIOH.[I/IX CBOK)
HEILIATE)KECOCOOHOCTh. B mocinenHue roapl MyCyJIbMAHCKHMH 3KCHESPTAMH MO 3KOHOMHKE H OAHKOBCKOMY OCTY
BHHMATEJILHO PACCMATPHBAINCH BO3MOKHBIC MyTH 3aMEHBI MPOLCHTA. MyCyIbMAaHCKHE SKOHOMHECTHI Pa3paboTam
SKOHOMHYCCKHE MOJCTH OCCHPOICHTHOH 3KOHOMHYECKOH CHCTEMBI M MPOAHATH3HPOBANH IOCTCACTBHS OTMCHBI
MPOLCHTA HA YKOHOMHYCCKHI POCT, YCTAHOBICHHE PECYpPCOB M pacmpenesicHue moxoxa. OHH Takke 000CHOBAH
TCOPETHYCCKYFO 0asy A OPraHH3allMd COBPEMCHHOTO OAHKOBCKOTO J¢7a Ha OCCHPOLCHTHOH OCHOBE. Bompimoit
BKIIQJl B IIPAKTHKY O OCCIIPOIICHTHOM OAHKOBCKOM JIeJIc TAKkKe BHECTH OaHKOBCKHE paboTHHKH. KoHnemus 6ecrpo-
LCHTHOTO OAHKOBCKOTO JE7A YoKE HE SBIACTCA YUCTO TCOPETHUCCKOH Kareropueil. B mociemHue nBa JeCATHICTHSL
OBLI0 CO3AaHO W PadoTArOT HA OCCIPOICHTHOH OCHOBE HECKOJIBKO HCIAMCKHX OAHKOB B PA3HBIX 4ACTIX Mupa. Tpu
crpanbl ucinamckoro mmpa: Ilakucran, Mpan u CynaH npeampHHAIM CMEIYIO IOIBITKY YIPA3JHHTH MPOLCHT B
MacITade Bcel SKOHOMHKH, YTO MPUBETIO K 3HAYHTCIEHOMY MPOTPECCY B 3TOM.

KiaroueBble ¢/I0Ba: Xapamk, BATIOTHAS CHCTEMA, MEKIYHAPOIHBIA PHIHOK OONHTAIMMA, (JHHAHCOBBIC ITO-
TpscCHUA, 1e(OonT, ((PMHAHCOBBIC PHIHKH MHPA, TI00AaTH3amus ()HHAHCOBOH ACATCABHOCTH, BHPYC HCILIATCIKCCIO-
COOHOCTH, (PHHAHCOBBIC YUPSIKACHHA, OAHKOBCKOC JICTIO.
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