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Welcome

dear reader,

The work of the Islamic Corporation for the Insurance 
of Investment and export Credit (ICIeC), the 
standalone export credit and investment risk insurance 
agency of the Islamic development Group, has changed 
the face of business in its 56 member countries. 

and this year, as it celebrates 20 years of outstanding 
success, ICIeC has designed a new strategy focusing 
more on investment insurance and project finance. 
But, at the same time, it will naturally continue to 
underwrite its export credit insurance business, which 
it sees as an essential part of its mandate to support the 
exports of its member countries

Indeed, all those that it deals with will have reason 
to congratulate the corporation for coming such 
a long way in realising its vision of becoming “the 
internationally recognised leader in the provision 
of shariah-compliant export credit and investment 
insurance and reinsurance in its member countries” 
and effecting its stated mission of providing such 
services to encourage intra-Islamic trade, especially 
exports, and to facilitate the flow of foreign direct 
investments between member countries. 

Currently, intra-Islamic trade constitutes some 
18 per cent of the total trade of the  Organisation of 
Islamic Cooperation (OIC) countries, but, as we report 
in this issue, ICIeC now has its sights on increasing 
that to 25 per cent by 2020. 

also in this edition, we look at how Mena is said to 
be punching below its weight in terms of international 
trade. although countries in the region have furthered 
their integration into the global trade system over 
the past decade, it’s believed that they still have 
considerable work to do to improve their position. 

some of the region’s countries have yet to become 
members of the World Trade Organisation and the 
GCC has still not concluded a free trade agreement with 
the eU, which is now its biggest trading partner (trade 
between the two climbed to €145bn in 2012). 

On the subject of the eU, another correspondent 
points out there are signs that the Gulf Cooperation 
Council Islamic finance institutions are increasingly 
looking to the UK in particular and the eurozone to 
a lesser extent to increase and diversify their trade 
finance, real estate and other investment portfolios. 

London is already one of the world’s largest 
domiciles for Murabaha business mainly through 
contracts based on London Metal exchange warrants. 
In fact, London-based, ddCaP Limited is one of the 
largest such commodity brokerage and intermediation 
firms serving the global Islamic finance market. But 
over the past few years it has also emerged as a major 
domicile for inward Islamic investment into the real 
estate, corporate finance and equities market in the UK.

The announcement of seven UK government 
initiatives on Islamic finance by British Prime Minister 
david Cameron at the World Islamic economic Forum 
(WIeF), which was held in a non-Muslim country for 
the first time at the end of 2013, seems to have given an 
added momentum to shariah-compliant transactions, 
especially in the trade finance and real estate sectors 
in the UK and, by association, in europe. 

at a wider level, we look at the latest Basel 
Committee’s bid to maintain banking stability. In 
essence, it believes that a simple, non-risk based 

“backstop” measure will restrict the build-up of 
excessive leverage in the banking sector.

Implementation of the leverage ratio requirements 
has now begun with bank-level reporting to national 
supervisors of both the ratio and its components, and 
there will be public disclosure starting 1 January 2015. 
The committee says it will carefully monitor the impact 
of these and “any final adjustments to the definition and 
calibration of the leverage ratio will be made by 2017”.

another article in this issue looks at one major 
corporate’s wish for banking nowadays to be more 
about how innovative a funding structure can be, rather 
than the proverbial “offering the best service”. 

In this respect, we publish a classic example of just 
that, giving readers an in-depth look at how a “unique” 
financial structure allowed an Indian company to feel 
secure about a large contract with Iraq. The key to it all 
was receiving assurance on payment, “due to limited 
control after supplying the material and the volatile 
nature of the country”.

Letter from the editorial director

hani al Maskati 
editorial director 
and Publisher.
hani.almaskati@
cashandtrademagazine.com 

Paris, 22-23 October 2014 | ICC’s 3rd annual summit on 

SuPPly ChaIn FInanCIng 
Under the auspices of the ICC Banking Commission

a leading event providing opinions, ideas and insights about  
the forces driving change in trade finance

Topics to be discussed include:
JJ Supply Chain Finance: where does it go?
JJ Key findings from the industry-wide SCF 
 terminology project

JJ What’s in SCF for Smes?
JJ The rise of factoring and reverse factoring
JJ Forfaiting: its role and use in the 21st century
JJ Will a multi-bank platform remove competition?

Who should attend?
JJ CFOs
JJ Corporate credit and risk managers
JJ Corporate treasurers
JJ Import managers and trade specialists
JJ Bankers and insurers
JJ Consultants and vendors active in trade  
and supply chain finance.

For more information, contact 
emma Dannevik, Project Officer | emma.dannevik@iccwbo.org | Tel: +33 1 59 53 33 96

Find the programme at  
www.iccevents.org



Fift y-fi ve per cent of clients that took 
part in a recent cash management survey 
by Barclays consider innovation vital in 
achieving treasury/cash management goals 
and the number will only rise as banks 
invest in more advanced technology. 

It was found that global organisations 
with a turnover above $1bn+ were 
increasingly focusing on cash and treasury 
management to support business growth 
and manage costs and investments.

Th e survey found that “the industry has 
voiced a clear need to drive innovation in 
the cash management space with 25 per cent 
of respondents willing to invest $500k–$1m+ 
towards advancement in the next 12 to 24 
months.

“Of the interviewed, 90 per cent 
considered cost and quality of innovation as 
a roadblock to growth in the space. a little 
over 25 per cent were wary of implementing 
innovation due to their reluctance to 
adopt new technology coupled with lack of 
understanding of the current products and 
services available in the market”.

Commenting on the analysis, Oliver 
Baillie, head of cash management, Middle 
east at Barclays, said, “Corporations of 
all sizes are increasingly turning to their 
fi nancial institutions to provide them with 
cash and treasury management services 
that genuinely transform the way that they 
operate. demand from corporate clients, in 
addition to the competitiveness of the cash 
management marketplace, is driving an 
abundance of innovation in this space.”

It was clear that banks that invested 
in enhancements to core products and 
functionality were able to move up the value 
chain, had more strategic dialogue and 
helped clients deliver improved effi  ciency. 
as per the survey, corporates said that 
innovation would lead to improving process 
effi  ciency, reduce cost, facilitate business 
activity and build improved customer 
experience.

he added, “nearly 70 per cent of the 
surveyed consider banks as their most 
important partner for innovation and 80 per 
cent of our clients have placed us in their 
innovation agenda going forward.”

Th e overall feeling was that with 
entrepreneurism on the rise in the Middle 
east and businesses enjoying rapid growth, 
scalable and effi  cient cash management 
practices were essential to maintaining 
control of corporates’ fi nances.

deutsche Bank has 
announced the creation 
of a “global solutions” 
function within its trade 
finance/cash management 
for corporates business 
in its global transaction 
banking division. 

TF/CMC Global 
solutions will focus on 
accelerating business 
growth by systematically 
tailoring and replicating 
solutions across target 
industries and geographies, 
focusing on large corporate 
clients.

The newly created 
business is headed globally 
by shahrokh Moinian, 
previously head of TF/
CMC for the americas. 
Based in Frankfurt, he 
reports to Michael spiegel, 
head of TF/CMC.

at a regional level, the 
global solutions teams are 
being led by suman Chaki 
for asia Pacific and arthur 
Brieske for the americas.

deutsche Bank has 
also announced the 
appointment of James 
Binns as managing 
director and regional head 
global solutions eMea, 
joining the bank from 
hsBC. he will be based 
in London and report to 
Moinian.

spiegel commented, 
“Global solutions will 
play a critical role in our 
growth aspirations for TF/
CMC. It is a global key 
initiative and perfectly 
complements the client-
centric approach of our 
business.”
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News Round

Global solutions 
for trade fi nanceCash management:

innovation is vital

Oliver Baillie, head of cash management, 
Middle East at Barclays

riyad Bank recently held three 
seminars in riyadh, Jeddah and 
al-Khobar under the title “Trade 
and Cash solutions for Corporate 
Customers”. Th ey were organised by 
the bank’s corporate banking division 
and were well attended by a large group 
of the bank’s corporate clients in all 
three regions.

Opening remarks were made by 
Ossama a. Bukhari, executive vice-

president – corporate banking division. 
Th ese were followed by engaging 
and informative presentations on 
trade fi nance, cash management and 
e-channels. 

Th e seminars showcased both 
existing and forthcoming product 
off erings by riyad Bank in the areas of 
trade fi nance and cash management. 

Th e bank informed the audience 
of its plans to introduce new trade 

solutions under open account 
trade, including the Bank Payment 
Obligation (BPO). On top of that, it 
said it also off ered faster processing 
for customers using the bank’s e-trade 
solution.

riyad Bank is one of the leading 
banks in the Kingdom and the event 
emphasised the wide range of trade and 
cash solutions available to customers to 
meet their business requirements.

Riyad Bank showcases 
its corporate offerings
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Trade reform in MENANews Round

Mena countries have furthered their integra-
tion into the global trade system over the past 
decade, but they still have considerable work 

to do to improve their position. Of course, crude oil 
is by and large the region’s calling card to the rest of 
the world, and helps open doors for other products 
and services. But in trade terms it is punching below 
its weight and many impediments remain. With the 
right initiatives, some of these could be swept away 
quickly. But there are also deeper-seated problems 
that will be more diffi  cult to fi x. 

some of the region’s countries have yet to become 
members of the World Trade Organisation (see table) 
and the GCC has still not concluded a free trade 
agreement with the eU, which is its biggest trading 
partner (trade between the two climbed to €145bn in 
2012). algeria, egypt, Jordan, Morocco and Tunisia 
hold euro-Mediterranean association agreements 
with the eU, but Lebanon and the Palestinian au-
thority are party to an interim agreement, and syria 
to a co-operation agreement. 

Progress needs to be made not simply to facilitate 
trade outside the region, but also to overcome bar-
riers to trade between Mena neighbours. an arab 
customs union is set to go live next year, and a full 
common market is planned for a 2020 rollout. Th is 
has the potential to create an eU-style bloc. But the 
fact that the GCC customs union has yet to be fully 
implemented aft er years of haggling does not bode 
well for wider integration. Th e GCC union is a vital 
fi rst step in removing double customs duties which 
are keeping a lid on many transactions – especially in 
the fi eld of e-commerce. “For many arab countries, 
regional trade accounts for less that 10 per cent of 
total trade,” World Bank experts told Cash&Trade 
(see World Bank Q&A article on page ). 

Kheireddine ramoul, at UnCTad’s  Trade nego-
tiations and Commercial diplomacy Branch,  divi-
sion on International Trade in Goods and services 

and Commodities, notes that while some countries 
that recently joined the WTO, such as saudi arabia 
Oman, Jordan and Yemen, had to go through exten-
sive trade and economic reforms to meet accession 
requirements, some that were already members and 
those which are still out of the WTO system, seem 
to be reluctant to introduce any signifi cant changes 
to trade, fi nance and banking systems. 

While civil unrest has been an impediment in 
some cases, there has also been a lack of external 
pressure and incentive, he said, noting that his views 
are his own, and do not necessarily refl ect UnCTad’s 
offi  cial position. 

Trade barriers and trade tariffs are harming 
Mena countries’ global competitiveness and while 
some countries have shown considerable improve-
ment in this area, there are many laggards in need 
of urgent reform. Of course, for some tackling this 
problem will have to wait. 

egypt, which is in the throes of political change, 
and Iraq, which is beset by sectarian tensions, will 
need to address security issues before trade reform 
takes its place on the agenda. Th e same applies even 
more so to syria, which is ravaged by civil war and 
subject to international sanctions.  

High hopes for AFTIAS…
But for Mena countries not subject to political 
upheaval, trade reform needs to take centre stage. 
“While Mena’s economies have great (international 
and intra-regional) trade promise, insuffi  cient region-
al and global integration have restricted the region’s 
economic growth, resulting in fewer employment 
opportunities, and unfulfi lled potential,” explained 
dominic Broom, head of sales and relationship man-
agement, BnY Mellon Treasury services, eMea. 

“eff orts to align policies and tariff s can serve to 
remove physical and economic barriers to trade, al-
lowing the region to become more competitive and, 

When it comes to international business, MENA is punching 
below its weight. MELANIE LOVATT looks at why that is and what 
could be done to correct the position

Trade: MENA 
needs a shake-up

Pix: Imran Ahmed and Dominic Broom (sent to Rob) + tables in copy + Jordan Petroleum Refi n-
ery Company (images on Google, plse use pic of fi ve giant ball-like distilleries 3rd line down)
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a book entitled Financing Trade 
and International Supply Chains by 
Cash&Trade contributor alexander r. 
Malaket is said to take the mystery and 
complexity out of trade fi nance.

Th e book suggests that every trade 
or supply chain fi nance solution – no 
matter how elaborate – addresses 
some combination of four elements: 
facilitation of secure and timely 
payment, eff ective mitigation of risk, 
provision of fi nancing and liquidity, 
and facilitation of transactional and 
fi nancial information fl ow.

It also includes observations on the 
eff ective use of traditional mechanisms 
such as documentary letters of credit, 
plus an overview of emerging supply 
chain fi nance solutions critical to the 
fi nancing of strategic suppliers and 
other elements of complex supply 
chain ecosystems. 

On top of this, the important 
role of export credit agencies and 
international fi nancial institutions 
is explored, and innovations such 
as the Bank Payment Obligation are 
addressed in detail. 

One reader, stephen s. Poloz, 

governor of the Bank of Canada and 
past president and CeO of export 
development Canada, said, “Malaket 
off ers an insightful compendium 
of facts, fi gures, practices and case 
studies that show the reader how the 
world’s trade fi nance architecture 
actually works. 

“his portrayal is thematic, and 
grounded in theory, but he somehow 
manages to bring that theory to life. 
he also captures the evolutionary nature 
of the system – the fact that we are 
watching a movie, not examining 

a snapshot, comes through loud and 
clear. Th is book will be required reading 
for beginners and veterans alike.”

For further details about Financing 
Trade and International Supply Chains, 
visit

www.gowerpublishing.com/
isbn/9781409454601

Mysteries of trade fi nance unravelled

Th e national Bank of abu dhabi 
(nBad) has been ranked the “Best 
Bank for Payments and Collections” in 
the Middle east by Global Finance, the 
international fi nancial magazine.

To rank Best Treasury and Cash 
Management Banks and Providers 
2014, Global Finance used a multi-
tiered assessment process, which 
included a readers’ poll, input from 
industry analysts, corporate executives, 
technology experts and independent 
research.

Th e award considers various criteria 
including profi tability, market share and 
reach, customer service, competitive 
pricing, product innovation and the 
extent to which treasury and cash 
management providers have successfully 
diff erentiated themselves from their 
competitors around core service 
provision.

“Being selected the best bank for 

payments and collections in the Middle 
east refl ects nBad’s strength and its 
ability to deliver value to clients,” said 
Vineet Varma, managing director and 
head of global transaction banking at 
nBad.

nBad provides a wide range of 
products and tailor-made solutions in 
cash management as well as a team of 
experts and advisors to support clients in 
achieving their business goals.

In 2013, nBad was selected “best cash 
management services in the Middle east” 
at the eMea Finance Treasury services 
awards.

nBad’s growth ambitions are guided 
by its West-east Corridor strategy, 
which “represents vast potentials with 
unlimited resources, growing economic 
activities, and an emerging middle class”. 
It plans to use its strategic locations to 
tap into the growing economies that span 
from West africa across to east asia. 

Th e “corridor” includes increasingly 
important economies in Mena, the 
Indian sub-continent, south east asia 
and China.

as part of this strategy, nBad plans 
to have eight hubs to serve its wholesale 
clients in abu dhabi, hong Kong, Lagos, 
Paris, London, Mumbai, singapore, and 
Washington, dC. 

Collections: accolade for NBAD 

Alexander R. Malaket
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Trade reform in MENA

in turn, attract inward investment and create jobs 
and wealth,” he adds. 

a step in the right direction was taken when the 
aid For Trade Initiative For Th e arab states (aFT-
Ias) was set up. Offi  cially launched in november 2013, 
it aims to enhance trade and economic co-operation 
amongst the arab states while at the same time gen-
erating more jobs.

Th e project will mobilise additional resources in 
order to focus on employment for women and the 
region’s growing young population. “aFTIas also 
intends to review and assess areas in which there is 
the possibility for investment and growth, including 
transport, energy, communication and pipeline infra-
structure, much of which is very poorly integrated at 
regional level,” notes Broom. he points out that trade 
in services is also a potential growth area – in Mena 
and internationally – and it is expected that aFTIas 
will include plans to promote this burgeoning area 
of opportunity.

Broom believes that a focus on breaking down 
the barriers that hinder the physical movement of 
goods would help the region’s domestic markets 
to move goods more freely across borders. “Physi-
cal inter-connectivity can be diffi  cult in the region 
(particularly since the arab spring), a fact that can 
be exacerbated by complex border controls, and 

limited ground transportation infrastructure. Poor 
co-ordination between bordering countries can also 
create shipment delays,” he adds. 

aFTIas aims to corral resources from an array 
of agencies, and there is hope that this “all hands on 
deck” approach will yield results. It is  being imple-
mented by the saudi arabia-based Islamic develop-
ment Bank (IdB), its trade unit, the Islamic Trade 
Finance Corp (ITFC), fi ve Un agencies (UndP, 

ITC, UnCTad, UnIdO and ILO), League of arab 
states, GCC, agadir Technical Unit and Maghreb 
arab Union, and seven donors (saudi arabia, Kuwait, 
egypt, and sweden, in addition to the UndP, IdB, 
and ITFC). 

Governed by a project board composed of the 
donors and implementing agencies, it is chaired by 
the ITFC’s CeO, Waleed al-Wohaib. at its launch he 
explained that aFTIas aims to attract both technical 
and fi nancial support from international fi nancial 
institutions and donor countries in order to enhance 
trade capacity. 

Th e ITFC itself was set up as recently as 2008 to 
consolidate the IdB’s trade fi nancing activities un-
der a single unit. It has deployed public and private 
funding, and technical expertise in shari’a compli-
ant trade fi nance to businesses and governments in 
countries that are part of the Organisation of Islamic 
Co-operation (OIC) of which Mena countries are 
members.

For example, in July last year it provided a $358m 
Murabaha fi nancing facility to help Jordan’s national 
electricity company purchase crude oil and petroleum 
products. Of this amount, $200m was syndicated to 
16 banks and fi nancial institutions. Th e transaction 
helped reduce the government’s arrears to Jordan 
Petroleum refi nery Company. 

since it was started ITFC has provided $18bn 
for trade fi nance, and total number of transaction 
approvals have reached $28bn. While the ITFC can 
consider all types of shari’ah compliant trade fi nanc-
ing, it says that the most widely used are Murabaha, 
instalment sales and Istisna’a. It is looking at using 
more methods in the future, including leasing, Bai 
salam, Wakalah and Ja’ala. 

Initiative starts to stutter...
Unfortunately, aFTIas already appears to be run-
ning into problems. UnCTad’s Kheireddine ramoul 
comments that there appears to be a lack of political 
will and commitment from some donors. he says that 
the Un agencies have fully cooperated and supported 
the aFTIas, completing all the required technical 
work and then submitting this plan for its adoption 
in november last year. 

at that point, an agreement was reached to start 
implementation on 1 January this year on a “fast 
track modality” to give a number of “quick wins 
(deliverables) during the fi rst phase, which lasts 
through 2014. “But so far,” says ramoul, “the al-
location of the necessary funding to the respective 
agencies was not eff ected.” he complains that no 
activity was launched as planned, and reveals that 
the whole initiative is now in “stalemate.” 

If they do get it moving again, the ITFC and 
the other organisations that are supporting the 
new aFTIas initiative have their work cut out for 
them. “aFTIas comes at a time when most arab 
states are undergoing challenging geo-political 
and/or socio-economic transitions, and difficult 
in-country circumstances may dampen optimism 
and hamper the initiative’s momentum, despite its 
great intentions and significance,” said dominic 
Broom. 

Slippage by oil importers
Trade tends to be more restricted in the countries 
that are not supported by petrodollars. “Trade has 
not been a signifi cant engine of growth in the Mena 
oil importers,” warned the IMF in its november 2013 
Regional Economic Outlook: Middle East and Central 
Asia. “Th e ratio of exports to GdP is signifi cantly 
below the average for emerging markets and devel-
oping countries and the gap has widened,” said the 
report. It noted that trade patterns, particularly in 
north africa, remain oriented toward europe, and 
the region has “benefi ted little from the high growth 
of emerging markets”.

although some countries, such as Lebanon, have 
relatively low tariff s, or have taken steps to lower 
them (such as Morocco and Tunisia), the region’s 
average tariff  remains high, said the IMF (see Global 
Competitiveness table). Th e fund said that the tran-
sition towards higher value-added exports has been 
slow, in part due to low foreign direct investment 
(FdI). But the gains to be made from deeper trade 
integration are considerable. It asserts that raising 
the Mena region’s openness to the level of emerg-
ing asian countries could increase GdP growth by 
as much as a full percentage point. 

MENA Global Competitiveness, Selected Rankings

Country Overall Global 
Rank Trade Barriers Trade Tariffs Time To Start 

Business
Procedures To 
Start Business

FDI – Are rules 
Encouraging?

Human Capital 
Rankings*

Qatar 13 3 59 43 88 17 18

UAE 19 5 58 34 47 8 24

Saudi Arabia 20 34 62 91 104 76 39

Oman 33 11 60 34 30 22 41

Kuwait 36 115 57 108 129 143 59

Bahrain 43 19 61 43 74 6 40

Turkey 44 97 69 16 47 50 60

Jordan 68 55 108 57 74 72 52

Morocco 77 20 129 57 47 12 82

Iran 82 113 147 63 74 136 94

Tunisia 83 96 140 54 116 28 67

Algeria 100 143 134 97 140 134 115

Lebanon 103 83 81 43 30 114 74

∞ Libya 108 121 1 N/A N/A 135 NI

Egypt 118 136 143 25 47 122 111

Mauritania 141 138 101 82 104 124 121

Yemen 145 142 76 124 47 128 122

*Released  October, , NI= Not Included in the ranking N/A=Not Available, ∞ Libyan data is only to 
Adapted From WEF Global Competitiveness Report - and Human Capital Report (published  October, ).

Dominic Broom, 
head of sales 
and relationship 
management, BNY 
Mellon Treasury 
Services, EMEA

Imran Ahmed, 
CFO at Al 
Jomaih & Shell 
Lubricating Oil 
Company
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Trade reform in MENA

Too many partial agreements
a World Bank working paper on Assessing MENA’s 
Trade Agreements published in august 2012 also 
identifi ed problems. It said that while intra-regional 
agreements are estimated to perform about as well 
as standard trade agreements, those with the eU, 
Us and Turkey have typically done less. Th e paper 
cautions against “more of the same” noting that the 
eU-Mena and Us-Mena agreements that are in 
force have in practice had a marginal impact. 

Th ere are “too many overlapping and partial agree-
ments and this ‘spaghetti bowl’ will serve as a distrac-
tion of scarce trade negotiating resources”, said the 
paper. It concluded that regional integration can help 
Mena countries stimulate trade and investment, 
but that the largest gains are likely to come from 
domestic reforms.

Imran ahmed, CFO at al Jomaih & shell Lubri-
cating Oil Company, based in saudi arabia, agrees. 
he believes that while tackling trade barriers is im-
portant, changing the underlying business environ-
ment will bring the biggest pay-off . he commented 
that within Mena many entrepreneurs want to make 
easy money by trading goods, rather than invest in 
the technology and expertise to produce high-end 
products that can be exported. Th ose with consider-
able hydrocarbon wealth are not fully capitalising on 

a big advantage – their low energy costs. 
Gulf countries, and particularly saudi arabia, have 

tried to add value to their exports by moving further 
“downstream” the energy chain and manufacturing 
petrochemicals and plastics. But oft en these eff orts 
are driven by large government-owned companies 
and sMes are not fulfi lling their potential as ex-
porters. 

Th e banking system needs to provide better sup-
port to entrepreneurs, which would help grow trade 
volumes, said ahmed. he commented that in saudi 
arabia, for example, banks tend to extend workable 
trade credit to big companies, with sMes oft en over-
looked or charged much higher rates.

With respect to banks, the high concentration 
of global banking providers in the GCC countries 
– where there has been an abundance of investment 
opportunities – has inadvertently given rise to a 
signifi cant gap in regional banking technology so-
phistication, says dominic Broom.

“Collaborative unions between the region’s indig-
enous banks and global operators could help to bridge 
this gap,” he notes, pointing out that “as a result, local 
banks will be in a stronger position to support the 
uptick in trade that aFTIas hopes to spark.”

In Mena borders are not the easiest to cross, 
and there is a lack of clarity on regulations, so if 

MENA Global Competitiveness (Imports, Exports); Trade To GDP Ratio

Adapted from WEF Global Competitiveness Report - (imports, exports) and WTO 
database (trade to GDP ratio – -)

Country Overall Global Rank Imports as % Of GDP 
global rank

Exports as % of GDP 
global rank

Trade to GDP Ratio 
(from WTO) 

Qatar 13 119 22 87.9

UAE 19 29 16 152.6

Saudi Arabia 20 131 40 81.3

Oman 33 76 24 108.9

Kuwait 36 132 25 93.1

Bahrain 43 49 14 128.1

Turkey 44 116 123 54.0

Jordan 68 24 66 116.1

Morocco 77 61 85 81.6

Iran 82 147 103 51.3

Tunisia 83 43 57 104.2

Algeria 100 123 76 66.8

Lebanon 103 15 31 145.4

Libya 108 108 47 96.1

Egypt 118 109 134 46.3

Mauritania 141 30 26 142.2

Yemen 145 98 84 62.4

MENA Countries – WTO Status

Source: WTO, *Will become full WTO member  days aft er gives notice of accession 
acceptance

Country Status Notes

Algeria Observer Working party formed June 1987, 11th 
meeting April 2013

Bahrain Member from 1 Jan 1995

Egypt Member from 30 June 1995

Iran Observer Working party formed May 2006, has 
not yet met 

Iraq Observer Working party formed Dec 2004, met 
2nd time April 2008

Jordan Member 11 April 2000

Kuwait Member 1 Jan 1995

Lebanon Observer Working party formed 14 April 1999, 
7th meeting Oct 2009

Libya Observer Working party formed 27 July 2004, 
has not yet met

Mauritania Member 31 May 1995

Morocco Member 1 Jan 1995

Oman Member 9 Nov 2000

Qatar Member 13 Jan 1996

Saudi Arabia Member 11 Dec 2005

Syria Observer Working party formed May 2010, has 
not yet met

Tunisia Member 29 Mar 1995

UAE Member 10 April 1996

Yemen Accession* Cleared fi nal hurdle Dec 2013, must 
ratify deal by 2 June 2014

trade agreements like aFTIas can change the duty 
structure and promote technology within Mena it 
will be on the right track, he asserts. 

“It’s a good initiative and it could have an impact 
at the macro level, but the underlying business envi-
ronment needs to be right in order to support trade,” 
he expounds. 

regarding trade reforms in 2014, he said, “It has 
to be noted that several countries that recently joined 
the WTO (Ksa, Oman, Jordan and Yemen) had to 
go through extensive trade and economic reforms 
to meet the WTO accession requirements. Others 
that were already original Members of the WTO and 
those which are still out of the WTO system, seem to 
be reluctant to introduce any signifi cant changes in 
their trade, fi nancial and banking system. 

“Th ere appear to be several reasons for this, in-
cluding, among others, the on-going political circum-
stances and a lack of external pressure and incentives. 
regional trade integration eff orts have also, so far, 
failed to induce any meaningful reforms for almost 
the same reasons.”  

so whether aFTIas is able to fulfil its objec-
tives, or becomes just another strand of pasta in 
the bowl remains to be seen. The initiative is only 
just being implemented. While hopes are high that 
a multi-agency approach will make a difference, 
there is still much for the governments of each 
country to do in order to foster the right environ-
ment for the free enterprise that will not only help 
grow GdP, but add to the list of products that can 
be exported. n
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Trade reform in MENA

C&T: What reforms do you think need to be made 
across MENA to better facilitate trade?

WB: The region’s share in total world exports of non-
oil goods has remained flat at around two to three 
per cent for more than 30 years. despite doubling its 
services exports, Mena’s share in total trade serv-
ices has also stagnated at around 2.8 per cent from 
1990 through 2006.  The World Bank’s 2010 report, 
Mena regional economic Update: recovering from 
the Crisis, reveals serious competitiveness issues and 
suggest that the region has missed opportunities to 
integrate into the world economy, increase growth, 
and create new productive jobs. and intra-regional 
trade in Mena has also failed to take off. 

Mena countries have generally suffered from do-
mestic inefficiencies: relatively high trade and invest-
ment barriers, poor trade facilitation and logistics, 
lack of trade services integration, and weak rules and 
discipline for trade and investment, including intra-
regional trade agreements, according to the deauville 
report, 2013, From Political to economic awakening: 
The Path of economic Integration. Mena countries 
are also not well connected to global value chains. 
Trade in intermediate products is growing faster 
than trade in finished products. apart from the GCC, 
which is already a single market, little has been done 
to facilitate cross-border trade between neighbours 
and on trade corridors. Border-crossing procedures 
in Mena are still impediments to trade. 

In this context, and based on our analyses and 
field work, we find that trade facilitation and logis-
tics issues constitute important barriers to trade in 
Mena. The ease of moving goods internationally, 
which is not just about transportation, is critical 
to competitiveness. The reform program should 
include increasing efficiency of the supply chains 
linking domestic producers and buyers to their 
international partners, whether in the region or in 
distant markets. The trade facilitation and logistics 
agenda should aim to address the links between 
investments in hard infrastructure and the poli-
cy actions to facilitate trade flows. Policy makers 
should call for collective action initiatives aimed 
at enhancing investment climates and initiating the 
progressive dismantling of key obstacles to trade 
and investment. 

C&T: What expectations, if any, do 
you have of the new Aid for Trade 
Initiative For Arab States (AFTIAS)? 
WB: We welcome this Initiative, given that it aims 
at supporting and funding trade-related technical 
assistance in arab countries. If implemented on 
the basis of needs assessment, it has the potential to 
become a useful mechanism. By definition, “aid for 
trade” covers trade facilitation, including support for 
improving ports or customs facilities, strengthening 
partners’ trade negotiation or regulatory capacity, 
or helping countries meet specific health and safety 
standards. and the Mena region is in high need of 
these reforms. 

Trade costs are high mostly due to supply chain 
inefficiencies, especially between Mena countries 
themselves, which can be explained partly by a deficit 
in logistics performance and facilitation bottlenecks 
(the cost of trade between neighbours is typically 
twice as high among Mena countries as compared 
with those in Western europe). Markets for logistics 
services are typically small (domestic), confined to 
traditional activities (trucking brokerage), protected, 
and do not offer high quality domestic services to 
traders. Logistics skills are limited in the region, with 
limited externalisation and value-added in logistics. 

C&T: Is there anything else that individual 
countries (and banks and companies) 
can do to better facilitate trade?  
WB:The majority of reforms can be put in place at 
country level. each country has its own share of 
responsibility. almost all countries in the Mena 
region have been reforming their foreign trade and 
domestic investment regimes to make the policy 
environment more conducive to fuller integration 
into the world economy. some have concluded as-
sociation agreements with the eU but these could be 
deepened to include services and agricultural goods. 
Other Mena countries have yet to join the WTO 
and reap the benefits of more open and predictable 
market access, and the protection of the multilateral 
trading system. 

although many countries in the Mena region 
are WTO members many are not. Border reforms 
also have to complement efforts for more global 

How different the future could be...
In a question-and-answer response to Cash&Trade, the World Bank 
urged MENA to consider the benefits of trade reform 

integration. In particular, the investment/business 
environment has to be strengthened to promote pri-
vate investment from domestic and foreign sources. 
The package needed to achieve this objective would 
include the provision of adequate infrastructure serv-
ices, finance, and training, supportive exchange rate 
policies, and elimination of administrative barriers, 
as well as sector-specific policies. 

Financial services are one of the areas where there 
is a huge potential for reform. Liberalisation of trade 
in financial services would help the Mena countries 
take advantage of regional opportunities. The banks 
can play an important intermediary role between 
large capital pools in the Gulf and the countries with 
large current account deficits. Proceeding with neces-
sary financial sector reforms as well as maintaining 
macro-financial frameworks, which are conducive to 
support the reform process, are essential. Financial 
institutions in the region provide fairly adequate pay-
ment related services such as foreign exchange and 
fund transfers services to support the current trade 
volumes. however, financial sectors lack depth and 
breadth across virtually all the region. The systems 
mainly consist of commercial banks as non-bank 
financial services are underdeveloped. Consequently, 
financial backing of trade transactions is weak. 

C&T: Some experts say that more 
needs to be done to encourage 
entrepreneurship and broaden the 
products that could be exported through 
encouraging SMEs – do you agree? 
WB: It is actually somewhat of a chicken-an-egg situ-
ation.  entrepreneurs of the region need to become 
more innovative - and international experience in 
emerging economies indicates that the main drivers 
of innovation and new ideas are trade and foreign 
investment – but there also has to be a more sup-
portive Investment climate. so there is an urgent need 
to move from the current vicious cycle of “closed-
ness’”and lack of competition to one of openness 
and increased competitive pressures from trade, FdI, 
technology and knowledge transfer on which more 
dynamic entrepreneurship can be launched. 

at the same time, if the right types of entrepre-
neurs can break out of their current low level-non-
competitive equilibrium and produce more dynamic 
goods this could also help drive more trade and 
possible cross-border investment. The World Bank 
Group leads a number of activities and projects to 
support the private sector such as entrepreneurship 
training, micro-financing support and sMe support, 
matching grants to support new exports either for 

new products or to new markets.  
It is to be expected that the Gulf countries will 

be highly specialised in oil and gas given their natu-
ral resource endowment, and, for the smaller Gulf 
economies, the small size of their national popula-
tions limits the scope for an indigenous broad-based 
economy.  For all these countries, it is difficult for the 
sMe sector to attract entrepreneurs given continual 
increases in public sector pay and numbers. While 
sMe support programmes are one policy that could 
enable the building of a pool of entrepreneurs over 
time, there are broader market structures in the non-
oil economy that could also be tackled, such as anti-
competitive practices (barriers to entry, collusion) 
and regulatory protection of incumbents through 
licensing, permits and customs,. While none of these 
policies will give the Gulf a more diversified economy 
overnight, they can help tilt the non-oil economy 
towards a more productive composition of products 
and services in contrast to the current dominance of 
household leisure services, construction and trading 
companies. 

C&T: Do you see any significant trade 
reforms being put in place this year?
WB: The arab spring has unfortunately slowed down 
the pace of trade reforms across the region as other 
pressing priorities have emerged and governments 
have reshuffled many times in a number of coun-
tries. however, we believe that trade reforms should 
be considered as part of the solution. These reforms 
would particularly benefit exporters and importers. 
Too often, keeping the economies closed has al-
lowed only some favoured few domestic enterprises 
to thrive and cement monopoly powers. In addition, 
corruption has been identified as a major obstacle to 
investment and business, and it becomes an explosive 
factor in a society where the young in particular feel 
excluded from economic opportunities. 

The World Bank Group is engaged with a number 
of Mena countries on the trade agenda. The pro-
gramme and assistance depends on the country 
context and readiness for reforms. In addition, we 
will be increasingly working closely with private 
sector, academia, think tanks, the diaspora and lo-
cal experts in the region to introduce a regional 
economic integration agenda that brings short and 
medium-term actions. 

For example, the recent World Bank study Over 
the horizon: a new Levant identifies complementary 
economic activities among a number of countries in 
the Levant that could unleash untapped potential in 
both investment and trade in goods and services. n



Cash and Tr ade MarCh / aPr IL 2014 17

Corporate interview: KAMCO
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As global economic recovery takes hold, the 
Gulf ’s major companies are gearing up to seize 
fresh opportunities – but it is vital to build new 

growth on solid foundations. and that is certainly 
the view at KaMCO (KIPCO asset Management 
Company), one of the leading investment houses 
in Kuwait.

after a rigorous strategic overhaul, the group is 
preparing to push forward once more, and the busi-
ness environment looks favourable.

“KaMCO’s key business is aMIB (asset manage-
ment and investment banking) and the financial and 
economic indicators for both asset management and 
investment banking sectors have been very positive,” 
says sriram Chandran subramanian, the group’s 
chief financial officer.

“Though KaMCO is all geared up to cater to differ-
ent segments of our customers and clients in equity, 
real estate, fixed income and private equity, we will 
still have a large focus on the equity markets, as our 
managed equity funds and the wider investment 
banking climate depend on the performance of the 
equity markets. In our opinion, after four years of a 
downward trend in the markets over 2009-2012, the 
equity markets started their upswing in 2013 – and 
we expect this to gain further momentum in 2014 
and 2015.

“We all are aware that the regional markets are at 
less than one-third of their peaks of 2007 and 2008 
and are set for a re-rating sooner rather than later. 
This scenario should help KaMCO in a positive way 
in 2014 and the following years.

“On the economic front, after a fall in 2009, the 
GdP of the GCC (Gulf Co-operation Council) region 
has been consistently on a growth path from 2010 on-

wards – and this is expected to continue northwards 
in the years to come. That will play a major role in 
the growth of our business, too.”

More capital efficient
Over the past two years, KaMCO has restructured 
its assets and liabilities to make its future earnings 
more capital efficient.

“We have reduced our assets by more than half 
in the last three years and have consequently made 
our equity and debt structure more efficient, too. 
Our asset growth in coming years will be in the 
core aMIB business, through seed funding of new 
managed funds, and less through other investments,” 
says subramanian.

“In 2014, KaMCO will continue to focus on further 
strengthening its core aMIB business by launching 
more managed funds to service clients of different 
asset classes and by putting more resources into our 
investment banking side to enable us to garner a 
bigger market share of the increasing number of debt 
and equity issues and M&a (merger and acquisition) 
activities in the region.

“Our priority will be to ensure that financial re-
sources are effectively employed in our core business, 
on both the equity and debt fronts, and to manage 
the efficiency of the cost of funding by consistently 
monitoring our banking facilities in light of the evolu-
tion of interest and foreign exchange rates. We also 
are continuously equipping ourselves with the best 
tools and processes, to keep the company strongly 
entrenched in the ever evolving corporate governance 
and compliance climate.”

KaMCO’a treasury activity is managed by a small 
dedicated team within the finance department.

Finding the cutting edge...
Banking nowadays is more about how innovative the funding 
structure can be, rather than the proverbial ‘offering the best service’. 
This is the view of a leading Gulf investment house, which explains its 
rationale to PAUL MELLY

“however,” notes subramanian, “we ensure that 
we maintain a manageably wider network of banking 
relationships that can provide us with more choices 
and different competencies on the funding and forex 
transactions. We do believe in the concept of ‘thin 
resources and thicker choices’ when it comes to the 
efficient management of treasury.”

Treasury caution
subramanian explains that KaMCO deals mainly 
in Kuwaiti dinars (Kd). But the group has a range 
of investments and managed funds in Us dollars 
and it also deals in other Gulf region denominations,  
as it manages portfolios for its clients in various 
currencies.

The treasury team is watching the development 
of services on the Cloud with interest. But it thinks 
that at this stage that technology still carries risks.

“We believe in efficient resources within the com-
pany, and wider choice on the outside. We are aware 
that the world is moving towards Cloud computing 
and we may have little choice but to adopt it some day. 

“however, as things stand today Cloud comput-
ing is still going through teething problems on the 
security and data control side, especially on the 
banking side: there are numerous threats of fraud, 
both internally within the banks and from external 
hackers,” says subramanian.

“adopting Cloud services for the accounting and 
business operational areas seems far less risky by 

KAMCO’s treasury team is watching the development 
of services on the Cloud with interest. But it thinks 
that at this stage that technology still carries risks

Left: Al-Shaheed Tower, where KAMCO has its HQ. 
Below: Sriram Chandran Subramanian, KAMCO’s 
chief financial officer.
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comparison with the money side. But KaMCO pre-
fers to wait and watch before embarking on the use 
of Cloud treasury services.”

naturally, though, KaMCO regards continuing 
investment in its own internal systems as a crucial 
priority.

“We are always trying to keep pace with techno-
logical change and our systems have been regularly 
updated and upgraded to keep them robust and de-
pendable, especially since we also manage the funds 
of our clients. Th e pace at which the technology is 
evolving today makes it a tough race to keep up in 
and our IT team constantly strives to bridge the gap 
through effi  cient spending,” explains subramanian.

“Generally, we are of the opinion that a three-four-
year time-frame is reasonable for bringing a system 
to to the next level – unless a breakthrough technol-
ogy such as Cloud computing ‘unshackles’ the cur-
rent technical constraints. But such a breakthrough 
technology still needs to be tried and tested if it is to 
gain wider acceptance.”

‘Selective’ strategy
KaMCO is open-minded about the range of banks 
that it might be willing to use.

“We base our treasury strategy on a ‘relationship 
with a manageably wider band’ of banks. Banking 
is as much about relationship as it is about cost and 
service effi  ciency.

“so having a select band of banks in our fold and 
trying to make them compete healthily among them-
selves for our business is the strategy we are adopt-
ing. We carefully balance the cost and relationship 
factors, as the recent fi nancial crisis clearly showed 
how relationships matter much more than ruthless 
cost management.

“Kuwait has a wide choice of banks. however, when 
it comes to forex funding, companies generally tend 
to add external banks into the range of those they use, 
because of regulatory restrictions on forex funding 
by local banks. at the moment, KaMCO is using 

only local banks; but we have an open mind about 
adding new relationships, if they make economic and 
long-term relationship sense.”

so what are the key factors that matter most to 
KaMCO in assessing the services a bank off ers ?

“KaMCO, with its growth strategy clearly focused 
on managed funds, will have a mixed basket of 
currencies to deal with in the coming years as we 
expand and grow into the region, aft er being mainly 
Kuwait-based, as we are now. so, for us, forex fund-
ing could be a key factor – and that translates into 
the need for a bank with international capacity,” 
says subramanian.

“another factor that we look at is banks’ capability 
in innovative structuring within prevailing regula-
tory frameworks. Banking nowadays is more about 
how innovative the funding structure can be, rather 
than the proverbial ‘off ering the best service’.

The competitive element
however, subramanian adds, KaMCO also regards 
the quality of the relationships it has with its current 
banks as an important factor.

“From the service point of view – the room for 
banks to make a diff erence may be limited, especially 
for a client like KaMCO, which already has a good 
reputation backed up by its parent company KIPCO. 

“so, among our existing banks, we don’t generally 
have favourites. Basically, we look at how best they 
can compete for our business while not jeopardising 
their own business economics.

“Being a fi nancial service provider ourselves, we 
also have a give-and-take relationship with most of 
the banks and hence there are considerations beyond 
the basic banking economics that sometimes need to 
be factored into the balance.

“Forex and funding both are ever-evolving dynam-
ics – and, hence, for a treasury team, both manage-
ment tools and resources are key for success. But, 
equally, the support and advisory services of the 
banks will also always play a major role.” n

Corporate interview: KAMCO

Treasury strategy is based on a ‘relationship 
with a manageably wider band’ of banks. 
Banking is as much about relationship as 
it is about cost and service effi ciency Themes, Trends and Tactics in Trade Finance

May 21st – 22nd, 2014, Dubai, UAE

Trade Finance for Bankers

Program Information : www.cashandtrademagazine.com
Registration:  sheila.roche@cashandtrademagazine.com

Identifying Th emes, Trends and Tactics in Trade 
Finance is vital in enhancing the share of wallet 
of this important business for banks. Th e market 
developments have rendered this business more 
and more diffi  cult for bankers, which is why we 
need to refresh the way we assess and analyze 
it. Th is program will discuss these three “T” in 
details to bring clarity and concrete tools to use.
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Trading with Iraq: case study
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The Indian steel and manufacturing company 
Jindal saw received an order worth $168m from 
Iraq, with another potential order of $150m 

provided the quality of goods supplied under the first 
contract was of an acceptable standard. 

however, Jindal saw’s senior management was not 
keen to supply material to Iraq without assurance on 
the payment, due to limited control after supplying 
the material and the volatile nature of the country

The big trade finance challenge for the corporate 
treasury, therefore, was to cover the sovereign risk in 
an acceptable manner. a solution that did not imperil 
the credit lines of Jindal saw was required, while still 
providing funding for the goods supplied in the short-
est possible timeframe after being shipped from India.

Finding the best solution 
Jindal saw began discussions with its Iraqi client to 
find the best option to deliver assurance on payments 
once the goods were dispatched from India and one 
option, which both parties could mutually accept, 
was to supply material under a $168m Letter of Credit 
(L/C) issued by the Trade Bank of Iraq.

senior management still remained hesitant, how-
ever, and asked the treasury to go back to the table 
arguing for the need for an international bank that 
had the necessary capability, experience and expertise 
to be involved in the trade finance solution and to 
manage the transaction for the supplier.

Jindal saw officials approached Citi, Caylon Bank 
and other competing banks to propose a solution 
where either a bank of international stature, or their 
relationship bank, could provide confirmation on 
the L/C issued by the Trade Bank of Iraq. They were 
looking for a one-stop-shop solution covering L/C 
advisement right through to payment realisation, but, 
crucially, one that met all of the senior management 
team’s requirements to minimise the risks associated 
with the trade. 

Citi won the contract to supply the extra assur-
ance that was desired. Its strategy was to design a 
unique structure where a 100 per cent cash margin 
was placed by Trade Bank of India with Citi in dubai 
subsequent to the issuance of the L/C, thus covering 
Citi in dubai of all risks under the $168m L/C issued 
by the Trade Bank of Iraq. Upon export, Jindal saw 
would submit the documents under the L/C to Citi in 
India, which would jointly scrutinise the documents 
and immediately release the payment to Jindal saw. 

Citi’s structure allowed Jindal saw to receive “ex-
ports proceed” notification immediately upon docu-
ment submission. On the back-end, Citi entered into 
an arrangement with the Trade Bank of Iraq on a 100 
per cent cash deposit model, thereby covering a credit 
risk free confirmation, as well as earning revenues 
for itself in excess of $1m by acting as backer for the 
trade finance deal.

Overcoming Obstacles 
The challenges of cross-border risk mitigation and 
realising secured payments as quickly as possible were 
the two primary challenges associated with financing 
this deal. The importer in Iraq would need credit and 
would not agree to an upfront payment, while the 
credit appetite of the original L/C issuing bank, the 
Trade Bank of Iraq which was facilitating the deal 
locally, also needed to be taken into consideration. 

an innovative one-off “double L/C” solution was 
developed to meet the various demands, including 
the supplier’s demand for risk assurance and quick 
payment after shipping.

The deal was complex due to the limited capability 
of banks to add confirmation on the original L/C as a 
result of fears about political instability in Iraq. Citi 
in India discussed the challenges with the Citi team 
in dubai and they in turn discussed the trade finance 
solution with the Trade Bank of Iraq, hammering out 
the final details.

NEERAJ KANAGAT of Jindal Saw Ltd explains how L/C 
issuance and independent confirmation enabled his 
company to do business with Iraq

Unique ‘cash margin’ 
structure turns deal

Citi was chosen to implement the strategic one-
stop-shop solution whereby Citi in India could in-
dependently confirm the L/C issued by the Trade 
Bank of Iraq, even though the importer was located 
in a trade sensitive location. The $168m instrument 
was issued without actually placing any credit risk 
on the L/C issuing bank as Citi agreed to take this 
on as part of its $1m fee. 

The unique structure for the confirmation of the 
L/C was a true differentiator for both the client and 
the market, and it ensured a successful delivery and 
subsequent order for $150m this year.

The key benefits of the bespoke 
L/C arrangement were: 
n  significant risk reduction
n  quick payment
n  an expanded role for treasury within the corporate 

and the establishment of a template for future 
deals

n  compliance with all necessary regulatory, govern-
mental and financial control requirements. 
Conclusions 

The trade finance solution developed by Citi for 
Jindal saw addressed the concerns of both the treas-
ury and the senior management at the firm to release 
the funds immediately after the shipment of goods 

and to minimise the risk. The eventual solution de-
ployed offered the ability to remain with the existing 
L/C issuing bank, Trade Bank of Iraq, as preferred 
by the applicant, while still delivering the desired 
capability to cover the associated sovereign risks and 
the flexibility needed to approve the large value order 
internally at the manufacturer.

The structure of the solution reduced the days 
sale outstanding (dsO) drastically and required no 
utilisation of credit lines, so working capital was not 
adversely affected. The structure was particularly in-
novative believe the participants: reissuing the L/C 
from dubai to India to add the required confirmation 
and structuring on the back of the original L/C with 
a 100 per cent cash collateral margin kept by Trade 
Bank of Iraq, covered the credit risks involved with 
the instrument and enabled the deal to go ahead. It 
also provided a template for future deals and acted 
as a trade finance solution by facilitating a deal that 
may not have happened otherwise. 

all parties were satisfied with the solution and 
Iraq got some of the industrial and manufacturing 
equipment that it needs to rebuild. n

This case study appeared originally on gtnews.com, 
and is based on an entry that won the Supply Chain/ 
Trade Finance category in some global corporate treas-
ury and finance awards. Reprinted with permission. 

The unique structure for the 
confirmation of the L/C was 
a true differentiator for both 
the client and the market

Jindal Saw plant in India
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ICIEC 20th anniversary
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The Islamic Corporation for the Insurance of Investment 
and export Credit (ICIeC), the export credit and invest-
ment risk insurance arm of the Islamic development 

(IdB) Group, celebrates its 20th anniversary this year.  
For a multilateral organisation established on 1 august 

1994 (24 safar 1415h), the Corporation has come a long way 
in realising its vision of becoming “the internationally rec-
ognised leader in the provision of shariah-compliant export 
credit and investment insurance and reinsurance in its member 
countries” and effecting its stated mission of providing such 
services to encourage intra-Islamic trade, especially exports, 
and to facilitate the flow of foreign direct investments (FdI) 
between member countries. 

Currently, intra-Islamic trade constitutes some 18 per cent 
of the total trade of the 56-member Organisation of Islamic 
Cooperation (OIC) countries, and the aim is to increase that 
to 20 per cent by 2015. 

Under the leadership of our Chairman of the Board, dr 
ahmed Mohamed ali, and our Chief executive Officer, dr ab-
del- rahman el-Tayeb Taha, supported by a highly professional 
multinational staff, ICIeC has made tremendous strides in 
spreading the message of the importance of shariah-compliant 
export credit and investment insurance through the provision 
of pioneering products and through educating the market, 
whose potential for such services runs into billions of dollars. 

ICIeC, which is aa3 rated by Moody’s, is the only shariah 
compliant export credit and investment insurer in the world 
and is the leading insurer of credit and political risk in the 
Mena region. The Corporation has insured more than Us$17 
billion worth of exports since 1994 in the petrochemical, oil, 
textiles, food, agriculture, and infrastructure sectors.

To facilitate its continued expansion and reach, the Cor-
poration’s Board of Governors in 2013 approved an increase 
in its authorised capital to 400 million Islamic dinars (about 
Usd 613 million). ICIeC’s total current subscribed capital is 
Id231.498 million (about Usd 355 million) of which 110.860 
million dinars (about Usd 170 million) is paid up.

The demonstrative effect of ICIeC’s impressive success and 
achievements over the last two decades despite volatile global 
economic conditions and an under-developed insurance culture 
in member countries per se is implicit. 

The Corporation’s current membership comprises 42 share-
holders, comprising the IdB and 41 countries, including 17 
arab countries, 15 african countries and nine asian and other 
countries.

The impact of the Corporation’s products and services 
on the real economic and business development in member 
countries continues to grow. Business insured in 2013 (1434h) 
totalled Us$3,362 billion compared with Us$3,074 billion in 
2012 (1433h).

Through our comprehensive product profile covering our 
Trade Credit Insurance Programme (TCIP); Foreign Investment 
Insurance Programme (FIIP); reinsurance Programme and 
Technical and advisory services, we have made a real impact 
on companies and agencies in member countries to expand 
their exports and to facilitate intra-Islamic investment. These 
include saudi arabia, the Uae, Oman, sudan, Turkey, nigeria, 
Bangladesh to name but a few. 

Our two trade credit products - documentary Credit In-
surance Policy (dCIP) and Bank Master Policy (BMP) – have 
proved particularly popular with major banks in saudi arabia, 
Uae, Turkey, Bahrain etc. 

We have also signed landmark dCIP agreements with 
government export programmes and multilaterals. In de-
cember 2013, for instance, we signed a dCIP agreement with 
the Bahrain-based arab Petroleum Investments Corporation 
(aPICOrP), the multilateral development bank owned by the 
ten member nations of the Organisation of arab Petroleum 
exporting Countries (OaPeC).

The dCIP will support aPICOrP’s trade-finance business 
growth by easing risks in trade finance transactions through 
helping it effectively manage risks affecting its Letter of Credit 
(LC) transactions and LCs of petroleum products exports in 
ICIeC member countries.

This year, as it celebrates two decades of outstanding success, ICIEC has 
designed a new strategy focusing more on investment insurance and project 
finance. But, at the same time, it will naturally continue to underwrite its 
export credit insurance business, which it sees as an essential part of its 
mandate to support the exports of its member countries

New aims for the future:
ICIEC powers forward ICIeC has a similar agreement in place with the saudi ex-

port Programme (seP). recently this agreement was further 
enhanced through the joint marketing of certain products, 
including the dCIP. We are also reinsuring some of their 
transactions, and are also working on a cooperative arrange-
ment whereby seP will finance transactions insured by ICIeC 
for saudi exporters.

similarly under our FIIP, ICIeC offers insurance covering 
equity investment, financing facilities, guarantees and the 
non-honouring of sovereign obligations.

Under its reinsurance Programme ICIeC provides rein-
surance support to eCas in member countries or elsewhere 
through its Quota share Treaty and reinsurance Facility 
agreement with major international reinsurers.

Product innovation remains at the core of ICIeC’s future 
strategy. We have recently launched the Bank Master Policy 
for Istisna Financing, which will protect Islamic banks against 
non-payment risks of obligors in Istisna financing structures 
especially related to the construction and project industry. 

We have also pioneered a unique product, sukuk Insur-
ance Policy (sukuk Takaful), which will allow sukuk issuers 
(initially sovereign ICIeC member countries) to utilise sukuk 
al Ijarah to tap into capital markets, with an ICIeC insurance 
cover providing added security to the sukuk investors, against 
the non-payment risks of the sukuk issuer/sponsor.

This product will enable, in particular, those member coun-
tries which are rated below investment grade or are unrated, to 
gain access to international capital markets. ICIeC’s insurance 
cover, given its aa3 rating by Moody’s, will serve as a strong 
credit enhancement mechanism, and encourage international 
banks and investors to participate in such sukuk offerings.

The Corporation’s international standing among peer in-
stitutions is proven. It is a member of the Berne Union, the 
association of eCas globally. 

It enjoys close cooperation with the Multilateral Investment 
Guarantee agency (MIGa), the investment guaranty entity 
of the World Bank Group, which views our Corporation as a 
strategic reinsurance partner in our member countries.

It is a founder member of the aMan Union, which brings 
together export credit and investment risk insurance agencies 
in the arab and Islamic world under one umbrella. 

For the last two years ICIeC held the General secretariat of 
the Union and under its watch the insured business by members 
reached Us$19.04 billion in 2012 – an increase of 11.5 per cent 
on the Us$17.04 billion in 2011. 

In doha in december 2013, the aMan Union also launched 
a Credit Information database, which is the first of its kind 
established for the benefit of members for the exchange of 
credit information, opinions and underwriting experiences. 

ICIeC is also expecting more business to come from export 

credit agencies (eCas) in industrialised countries, and has 
already signed agreements with atradius, the dutch eCa, and 
with ducroire delcredere, the Belgium eCa. This is because 
of a change in ICIeC’s mandate to also support the imports of 
capital and strategic goods into its member countries.

Under the reinsurance agreement with the Belgium eCa, 
ICIeC is able to issue policies on behalf of ducroire in all ICIeC 
member countries, and ducroire will provide reinsurance to 
ICIeC for these policies. already three policies with total busi-
ness insured in excess of Us$40 million were issued in 2013. 

We have also done some transactions with sinosure, the 
Chinese export credit agency, which is the largest in the world 
in terms of volume of business insured.

another major achievement in 2013 is our cooperation with 
Cargill Inc., one of the world’s largest commodity traders, 
which has operations in almost all ICIeC member countries. 
ICIeC cooperates with Cargill to provide non-payment risk 
insurance cover to the company for obligors, which may be 
based in ICIeC member countries and elsewhere. 

Given that a major portion of Cargill’s business is in the 
food commodities sector, the relationship is a perfect fit for 
the mandate of the Corporation, to promote food security in 
our member countries.

Going forward, in the wake of the arab spring, the eurozone 
sovereign debt crisis, and the on-going challenging business 
environment globally that is continually changing at an increas-
ingly rapid pace the demand for political risk and sovereign 
risk insurance especially is increasing. 

during 2014, our strategy is to focus more on investment 
insurance structures and project finance, but at the same time 
continuing to underwrite our export credit insurance business 
because it is an essential part of our mandate to support the 
exports of our member countries. n
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In a 2012 survey by international business consultants Misys – working with Finextra research to evaluate 
the state of the global transaction banking sector - 18 per cent of respondents said they were engaged in 
pilots or planning to off er BPO-based products when ICC UrBPO rules became available in 2013. 

Looking at the fi rst question below, which asked about products coming online within the next 12 months, 
Misys said its view was that during 2013 “that fi gure would be 26 per cent. and given that 26 per cent of 
respondents say they plan to invest in BPO enablement in 2013-2014, that fi gure should continue to steadily 
grow as bank’s off erings come to market”.

But, it added, “lack of education and lack of automation could continue to keep growth rates of BPO 
adoption low, with 41 per cent of respondents citing this as a risk to more widespread adoption in the market.

Th e largest single factor, with 32 per cent, is weakness in the business case and there is still a debate in the 
market as to whether the BPO was conceived as a tool to achieve the goals of banks, rather than designed 
purely with the needs of corporates in mind”.

Th e BPO is an electronic trade fi nance payment assurance and 
risk mitigation tool created by banks to add value for corporate 
customers in a world where open account trade is growing, while 
growth in trade using bank partners and traditional letters of credit 
has remained stagnant. Here, a global survey reveals its uptake and 
other banking strategies

Bank Payment Obligation:
it’s still early days

Which of these supply chain services do you currently 
provide, or plan to deliver in the next 12 months? 

When does your bank plan to 
invest in BPO enablement?

What is the main risk against 
market adoption of BPO?

The online channel
On another front, 80 per cent of respondents said adding new online services was a strategic priority and 
many stuck to that goal, with 85 per cent saying they had an online portal off ering for corporates. Th e ma-
jority still off er only siloed services or fundamental transactional services online though, “with very little 
in the way of joined-up off erings delivering visibility across trade, payments and cash”.

Only 12 per cent of responding banks claimed to off er all 12 of the services listed in the question “which 
online banking services do you currently off er to corporates”? Th e average number of services off ered 
was seven.

“Th e big change was the addition of FX to online portals. In 2012, 50 per cent of banks said they off ered 
online FX, and that has now risen to 75 per cent, driven by customer demand for self-service currency and 
risk management.

“also, cashfl ow forecasting online has jumped from 36 per cent to 56 per cent – again a sign that corporates 
are demanding more and more control over working capital and risk mitigation.

“Trade and supply chain fi nance services are available more frequently online too – up from 52 per cent 
to 60 per cent in 2013.”

Only 12 per cent of responding banks claimed to offer 
all 12 of the services listed in the question ‘which online 
banking services do you currently offer to corporates’?



...and what do you plan to add within the next twelve months?
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Mobile ubiquity
In 2012, Misys predicted that as the transaction banking self-service channels evolved, banks would get better 
at managing the ongoing development of the mobile channel alongside the more established browser-based 
or desktop applications.

It said, “driven by customer input and a desire among banks to be seen as innovative, new functionality 
that is better suited to the interface and portability of smart devices continues to emerge. seventy-seven 
per cent of respondents said they currently off er mobile banking with 25 per cent saying they would add or 
extend this capability within the next year.

“Beyond mobile channel enhancements, 2013 was expected to see more of a focus on cash management 
transparency, confi rmation matching and real-time payments.”

Customer connectivity

e-mail is the most frequent customer engagement channel for transaction banks and their customers, out-
stripping the more immediate interactions achieved through phone calls or meeting in person. “Interestingly” 
said Misys, “it is also used more frequently than the online portals.

Which online banking services do you currently offer to corporates? 

...and what do you plan to add within the next twelve months?

How often do you use the following methods to connect with your 
customers in the delivery and management of transaction services?

Payments priorities and areas for investment
a successful payments operation is a major driver of customer satisfaction, according to the survey. “If a 
bank can make sure the correct message is delivered on time without mistakes, and resolve issues quickly 
if there are errors or lost messages, it can quickly engender feelings of trust and reliability with a customer. 
But being able to do this well is quite diffi  cult and expensive for banks with multiple, oft en legacy, systems.

“It is clear that, rather than looking to innovate in their payments business or break into new regions, 
banks are focusing fi rstly on improving the quality of their payments operations. eighty-one per cent of 
respondents said that reducing manual exceptions was a priority.

“Given the high level of investment over the past decade in reconciliation and exception management 
systems, this may seem surprising. But even if great progress has been made from the days of paper-based 
reconciliation, pushing further for incremental improvements in straight-through processing can still yield 
signifi cant cost savings and improved customer satisfaction.

“although only 57 per cent of respondents said that being able to deploy new services and products rapidly 
was a strategic priority, they are focused on delivering real-time payments transparency for customers. Th is 
was not only the second-highest priority for the payments part of the business (at 73 per cent) but was also 
ranked the most important challenge that needs to be addressed.”

If a bank can make sure the correct message is 
delivered on time without mistakes, and resolve issues 
quickly if there are errors or lost messages, it can 
quickly engender feelings of trust and reliability
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Looking ahead
Misys said that “taking into account the questions in this survey that specifi cally asked about priorities and plans for the next 
12 months and beyond, as well as the changing responses we’ve had over the past four years of running this annual survey, we 
anticipate a number of trends:
n  the average number of transaction banking products off ered online will increase, as banks react to market opportunities and 

benefi t from their planned investment in payment processing effi  ciency and trade and supply chain fi nance capabilities. Th e 
big trend for new services in 2013 will be cross-border and real-time payments off erings and delivery of greater transparency 
into transactions, cash movement and location

n  soon nearly all transaction banks will off er an appropriate subset of their online channel products and services via mobile
n  further development and uptake of banks’ supply chain fi nance services will be driven by increasing erP system integration 

with large corporates, solid online collaboration tools and more standardised online delivery and on-boarding capabilities for 
sMes and suppliers

n  banks will increasingly look at how they can off er global transaction services across new regions to grow their business by 
overcoming the operational hurdles with improved global processing and cross-border payments processing

n  the number of banks capable of off ering a BPO service to clients will rise steadily, with a higher proportion being banks op-
erating in asia. By 2015, well over half of transaction banks active in trade fi nance will off er BPO services, but expectations of 
uptake will be realistic and the BPO will only really take off  when corporates of all sizes see the true value and the BPO is seen 
as a facilitator in a more open four-corner model for supply chain fi nance. n

What are the strategic priorities for your payments business?

How important will it be for your business to address 
the following challenges in the next two years?

Tajara Spotlight: Almarai 

Brand of the future
CAROLINE MAGINN looks at one of the growing number 

of companies in the Ksa that is transforming itself 
into an international powerhouse 

The new corporate powerhouses in Mena started to announce further progress last year and it is a 
very exciting time to be a progressive corporate in the Ksa, pro-active in the commercial equivalent 
of London’s fi nancial Big Bang of the 1980s. 

similarly to the way that banks stretched their boundaries then, a growing group of home-grown compa-
nies have undergone a transformation in this millennium by restructuring their production and/or sourcing, 
expanding their domestic market penetration and successfully tapping regional and overseas export markets 
on the back of strong brand and quality. 

almarai is one such company. It evolved a multi-pronged strategy to transform both the dairy farming 
and food production industry in the Ksa to become one of the world’s largest vertically integrated dairy 
businesses. Th e company has balanced its investment by continually upgrading its traditional business lines 
to increase quality whilst diversifying its product base with fruit juices, bakery, poultry and, latterly, infant 
products; thus generating a healthy earnings growth to its broadening investor base of more than 70,000 
shareholders. It is an example in action of the country’s shift  from import substitution to export promotion 
in the non-oil related fl ows. 

Its acquisition and capex spend in its strategic lines continued apace in 2013 with a tightly managed control 
of the eBITa challenge and an innovative approach to managing debt diversifi cation. Th is was fundamental 
to its ability to manage the cash fl ow bridge. additionally, it added to the depth and breadth of funding 
relationships beyond banks whilst also using its healthy revenues to fund growth.

Robust revenue growth with challenging - but anticipated - EBITDA & EBIT trend

Revenue, EBITDA and EBIT Evolution

Source: Almarai 
Company  Q 
Earnings presentation
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Its fi nancial success is the lagging indicator of its strategically planned and meticulously executed busi-
ness success. Its business strategy, which has been wholesome since it fi rst started in the 1970s as a private 
company to serve its customers with high quality nutritious food, has always been brave and progressive. 

It has also ventured into geographical markets, such as argentina and egypt that others considered 
too risky. 

With one of its latest ventures, infant products, developed as a joint venture with Mead Johnson, it is now 
autonomous and independent. With poultry, which it started in 2009, one of its later ventures, it is quite 
honest regarding the challenges it faces but takes heart and reasoned optimism because of its stamina in 
other businesses in the past and its ability to add industrial scale and capacity in a largely family run sector 
to meet the sizeable local demand in the Ksa and wider Mena for a quality product. 

Tajara Spotlight: Almarai 

Financial Highlights

Operational Achievements

Balance Sheet / Market Changes

Revenue in SAR Million

Growth Driven by Poultry, Juice and Fresh Dairy

What underpins Almarai’s fi nancial highlight is the 
complex production,marketing and logistics model 
which encompasses decentralised local production 
and distribution of some products in some markets 
eg raw milk in the KSA, UAE, Egypt and Jordan 
and centralised production and international 
distribution of others eg infant nutrition products.
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Revenue in SAR Million

Sales Analysis by Country

Source: Almarai 
Company  Q 
Earnings presentation

Source: Almarai 
Company  Q 
Earnings presentation

Source: Almarai 
Company  Q 
Earnings presentation
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The cash fl ow bridge is constructed around the group 
tailoring its funding mechanism and instruments to 
appeal to an increasingly diversifi ed group of fi nanciers 
much as it has diversifi ed production, marketing and 
logistics operation, serving to make it a very real role 
model of fi nancial and operations integration.

developing an increasingly balanced business portfolio to serve its growing satisfi ed customer base has been 
the result of a layered tactical approach to strategic partners, namely:
n  developing one of the largest vertically integrated dairy food businesses in the world by rationalising 

and merging originally small, privately owned farms into a centrally managed manufacturing and sales 
operation with leading technology and human know-how

n  selectively partnering with best-in-class companies such as PepsiCo, in fruit juices, and Mead Johnson in 
its infant products has been a cornerstone of its success. In the latter, now that it has achieved production 
excellence according to Mead Johnson’s own quality control, it has developed and had the confi dence in 
its internal talent to go on to assume 100 per cent management control and ownership of its operations. 
Th is was done by amicable agreement ratifi ed by both parties in 2013

n  developing sophisticated highly targeted sourcing of the ingredients that go into their products  - eg 
mangoes from India and guavas from egypt

n  long-term investments and more vertical integration to secure and control the cost of critical and size-
able supply lines of feedstock through investment in plantations in Poland, Ukraine and argentina. 
Th is makes them both more self-sustaining and fi nancially less vulnerable to international commodity 
prices. Fondomonte in argentina is eventually expected to supply 20 per cent of the company’s feedstock 
need and is/was on target to deliver its fi rst shipment in Q4 2013

n  tightly managed fi nancing, across the company, to fund working capital requirements from the growing 
business itself, as far as possible, and a broad network of Islamic and Conventional Islamic Financing 
solutions, including trade fi nance and cash management. Th is has been with an almost text book model-
like management of diversifi ed funding and of bank lines and charges (reduced in 2013) and a cost of 
fi nancing required over time – such as could only be wished for by many other companies. In eff ect, it 
is a paradigm banking shift  in banking relations and fi nancial management. In a matter of years it has 
switched from the loan side of a bank balance sheet to the investment side with a “perpetual” sukuk, sold 
very selectively to a mixed group of local and foreign banks and investors and become a listed company 
with robust fi nancial indicators

n  shift ing away from letters of credit to guarantees and open account for its rising trade fi nance needs, 
leveraging its trusted buyer status and negotiating power to reduce its cost of goods purchased.

Debt Profi le highlights balanced approach for Funding

Cash Flow Bridge

Almarai’s evolving trade fi nance needs

Source: Almarai 
Company  Q 
Earnings presentation

Source: Almarai 
Company  Q 
Earnings presentation

Source: Almarai 
Company  Q 
Earnings presentation
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London is already one of the world’s largest domi-
ciles for Murabaha business mainly through 
contracts based on London Metal exchange 

(LMe) warrants. In fact, London-based, ddCaP 
Limited is one of the largest such commodity bro-
kerage and intermediation fi rms serving the global 
Islamic fi nance market. But over the last few years 
it has also emerged as a major domicile for inward 
Islamic investment into the real estate, corporate 
fi nance and equities market in the UK.

Th e announcement of seven UK government ini-
tiatives on Islamic fi nance by British Prime Minister 
david Cameron at the World Islamic economic 
Forum (WIeF), which was held in a non-Muslim 
country for the fi rst time at the end of October 2013, 
seems to have given an added momentum to shariah-
compliant transactions, especially in the trade fi nance 

and real estate sectors in the UK and by association 
in europe. 

Cameron’s message for the industry and the world 
at large was clear. “Britain,” he maintained, “is a 
country ready to welcome your (Islamic) investment, 
a country that values your friendship, and a country 
that will never exclude anyone because of their race, 
religion, colour or creed. But if investing in London 
is good for you, then opening up London to your 
investment is just as vital for our own success here 
in Britain. We know we are in a global race for our 
economic future, so we are backing our businesses, 
seeking new markets and banging the drum for 
Britain to show we are a fi rst-class destination for 
trade and investment.”

Th e two initiatives that have created a buzz es-
pecially in the Middle east region are the proposed 

Th ere are signs that the Gulf Cooperation Council (GCC) Islamic fi nance 
institutions are increasingly looking to the UK in particular and the eurozone 
to a lesser extent to increase and diversify their trade fi nance, real estate and 
other investment portfolios. MUSHTAK PARKER takes up the story

Investment: eyes swivel 
towards the UK and the EU

Th e evidence of almarai’s thought-out bravery is exemplifi ed very clearly by its diversifi cation in argen-
tina and egypt, among others.

In argentina, for example, the company is not unduly concerned about the potentially adverse political 
stability negatively aff ecting this supply chain. It worked to make it become a reality. It is an almarai-style 
case study - making long-term investments to manage forward, long-term, the cost of production and the 
vulnerability of supply and P&L erosion of volatile open market supply side costs. Its seasoned understanding 
of the markets and belief that argentina will deliver exports, which, come rain or shine, are that country’s 
lender of last resort and principal cash stand-by underpinning its keenness to release exports to realise the 
receipts can be, in fact, a strength at times of political instability.

In egypt, almarai expanded its footprint at a time when others paled and, regrettably, sometimes failed. 
despite the fact that new ventures are not without their teething problems, or for the faint-hearted, almarai 
has been active in sourcing ingredients, farming production of juices and dairy products for exports. It 
gathered experience of the egyptian market through its sourcing activities for fruit, selling its dairy products 
and, latterly, infant nutrition products. Based on market knowledge, it progressed to invest in building a 
farm and manufacturing capability, all supported by a state-of-the-art logistics operation at its sales depot. 

Whilst international analysts recently quizzed the company on its full-year results and, in particular, 
about mortality rates in poultry, its CFO Paul Gay spoke with depth and honesty about the fi rm’s challenges 
and with resonant enthusiasm about its very real successes in egypt and elsewhere and the investment and 
know-how being applied to improve the productive life-span of the company fl ock, as well as  tapping into 
sizeable demand and capitalising on growth opportunities.

In summary, the company has succeeded with both fi nancial and commercial integration and is one to 
watch as a brand for the future according to, amongst others, Credit suisse and the Financial Times. It is a 
fi ne example of the type of new generation industrialisation that is achievable in the Ksa - and other GCC 
countries – and it has some real spring in its step.  

Unsurprisingly, almarai will expect a lot from its trade fi nance and cash management providers in the 
management of its increasingly diverse business lines with the attendant risks and the need for transparency 
and effi  ciency on a day-to-day basis across a growing volume of everyday transactions.

Banks can expect to have to innovate to meet the company’s needs. almarai’s growth potential and track 
record lends itself to innovative structures for trade fi nance and creative arguments for credit committee 
approvals, whether from bank funding or from other institutional investors. 

In fact, bankers are already competing for invitations to almarai’s increasingly rich table. n

Tajara Spotlight: Almarai 

Almarai’s bank charges

Source: CMM analysis; Corporate Trade Monitor



36 Cash and Tr ade MarCh / aPr IL 2014 Cash and Tr ade MarCh / aPr IL 2014 37

MENA: new direction for Islamic finance

issuance by the UK Treasury of its debut sovereign 
sukuk and the launch of a £100m shariah-compliant 
fund in conjunction with GCC and other investors 
to attract technology entrepreneurs from the Muslim 
countries to launch start-ups in Britain.

at the euromoney Islamic Finance Conference 
held in London in February 2014, sajid Javid, Fi-
nancial secretary to the Treasury, confirmed that 
the debut £200m sukuk will be issued “sometime 
during the financial year 2014” and that the Treas-
ury has appointed hsBC to advise on the issuance 
and City-based international law firm Linklaters to 
structure the transaction. 

Javid said he expected the issuance to attract very 
good support from, inter alia, investors in the Mena 
region and south east asia, and, of course, UK insti-
tutions and beyond. already the Islamic development 
Bank (IdB) President dr ahmad Muhamed ali, and 
several top Islamic investors from the GCC, Turkey 
and Malaysia have expressed their interest in sub-
scribing to the UK sukuk.

asked whether the Treasury may issue follow-up 
sukuk if the proposed debut one is overwhelmingly 
oversubscribed, Javid did not rule out this possibil-
ity albeit the stated current policy of the Treasury’s 
debt Management Office (dMO) is to issue an one-
off sukuk. 

across the Channel, Luxembourg is also working 
on issuing its debut sovereign sukuk – a €200m issu-
ance. In december 2013 the new centre-left govern-
ment tabled a draft Islamic Bond (sukuk) Bill no. 
6631 to the Council of Chambers for deliberation 
before parliament votes on it. The bill was initially 
presented by the previous government, through the 
then Minister of Finance Luc Frieden, who is a strong 
supporter of opening Luxembourg to the Islamic 
finance industry especially from the Middle east. 

Frieden at a conference in the principality in 
February 2014 confirmed that there is cross-party 
support for the debut sukuk issuance and for Lux-
embourg’s Islamic finance proposition. he remains 
confident that his successor as Finance Minister, 
Pierre Gramegna, will continue to look favourably 

on pushing through the legislation and the country’s 
sukuk issuance project. 

The Ministry of Finance, under the Bill no 6631, 
has already identified three office towers in the Kirch-
berg area of Luxembourg that house government 
departments, as the asset pool for the proposed sukuk 
issuance, which will be a sukuk al Ijarah (sale and 
Leaseback). 

There is no doubt that it is in the UK that GCC 
and other Islamic investors are most interested in. 
In the last few weeks several transactions in the UK 
real estate sector have been closed, involving abu 
dhabi Islamic bank (adIB), 90 north real estate 
Partners LLP, Gatehouse Bank and the Islamic Bank 
of Britain (IBB).

at the same time, sajid Javid also announced at 
the euromoney conference that the UK government’s 
help to Buy mortgage guarantee scheme can now also 
be used by providers of home Purchase Plans (hPPs) 
(Islamic mortgages). 

“From today (11 February 2014),” said a Treasury 
statement, “the rules have been amended to enable 
banks that sell hPPs to purchase a government guar-
antee for them. additionally, the Islamic Bank of 
Britain has stated its intention of participating to offer 
home Purchase Plans under the scheme. This will be 
particularly supportive to some Muslim homebuyers 
who have been unwilling to use a traditional help 
to Buy mortgage because of their religious beliefs. 
however, the inclusion of hPPs in the help to Buy 
scheme introduces more choice for all consumers 
and perspective homebuyers.”

according to the Treasury, under an hPP, a prop-
erty’s ownership is split between the customer and 
the bank. after buying a portion of the property with 
their initial deposit, the purchaser of the property 
pays regular instalments to the bank, covering rent 
for the portion they do not own and an acquisition 
payment. In this way, a customer gradually buys the 
property from the bank and eventually becomes the 
sole owner.

In order to purchase the government guarantee, 
banks will have to satisfy the same stringent criteria 

for an hPP as for a normal mortgage. hPPs sold in 
the UK are also subject to regulation by the Financial 
Conduct authority (FCa), in much the same way as 
mortgages.

The help to Buy extension, says the Treasury, 
builds on the government’s commitment to support 
the UK Islamic finance market, worth around £11bn 
each year, and retain London’s position as the premier 
Western Islamic financial centre. 

The Treasury has also recently eased lending re-
strictions on, and oversaw the introduction of, two 
new Islamic financial products. The UK department 
of education, for instance, is making government 
student loans available to Muslims and others inter-
ested in ethical finance on a shariah-compliant basis.

similarly, the UK department of Business en-
terprise is also making government business loans 
available to Muslim-owned sMes on a shariah-
compliant basis.

The £100m shariah-compliant Technology Fund 
is the brainchild of Boris Johnson, the Mayor of Lon-
don. The aim is to attract technology entrepreneurs 
from Muslim countries to launch start-ups in Britain. 
he emphasised at the launch of the fund that “Britain 
is a global hub for the tech industry, while the Islamic 
world has young entrepreneurs with ambitious ideas. 
It’s very important that London should be a strong 
Islamic financial centre – and it’s clearly going to be 
of great benefit to those who need shariah-compliant 
loans and mortgages. But, above all, it enables us to 
go ahead with the financing of quite stupendous 
projects.” 

The fund is a joint venture between the British 
government and other Muslim countries such as 
the Uae, saudi arabia and Malaysia, which have all 
invested in technology hubs in their own countries. 
Quantum Capital and ernst & Young’s Global entre-
preneurial network are involved in the establishment 
of the fund, which will primarily fund start-ups and 
give technical advice on various related issues.

In the equities sector, the London stock exchange 

has also launched a shariah-compliant UK equity 
Index to attract GCC and Malaysian investment into 
FTse 100 companies. 

not surprisingly, Gulf Islamic banks are rethink-
ing their strategies regarding the UK and the euro-
zone. In January 2014, one of Qatar’s largest Islamic 
banks, Masraf al rayan, completed its £24.21m ac-
quisition of the Islamic Bank of Britain plc (IBB), the 
UK’s only shariah-compliant retail bank, which was 
established in 2004. 

The acquisition, according to a statement from 
IBB, was done through al rayan UK Limited, the 
London-based subsidiary of Masraf al rayan. The 
completion of the takeover of IBB by al rayan UK 
follows a cash offer made on 28 november 2013 for 
which Masraf al rayan received valid shareholder 
acceptances exceeding 95 per cent, together with ap-
proval of the UK’s Prudential regulation authority 

Luxembourg’s former minister of finance has 
recently confirmed cross-party support for the 
country’s Islamic finance proposition

The £100m Shariah-compliant Technology Fund is 
the brainchild of Boris Johnson, the Mayor of London. 
The aim is to attract technology entrepreneurs from 
Muslim countries to launch start-ups in Britain

Boris Johnson, the Mayor 
of London
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(Pra) for the Qatari Islamic bank to take control 
of IBB. 

adel Mustafawi, Group CeO of Masraf al rayan, 
explained the rationale behind the takeover in a 
statement: “IBB is considered the pioneer of Islamic 
banking in Britain and has very strong awareness 
amongst consumers there. This provides the opportu-
nity for Masraf al rayan to expand its footprint and 
to introduce its range of products to a fertile market, 
which has great potential for continued growth. It will 
also enable Masraf al rayan to offer its existing Gulf-
based customers additional services as they expand 
their activities into the UK. Masraf al rayan’s vision 
is to become a leading and innovative international 
financial institution and acquiring IBB represents an 
important step in achieving this.”

another major Islamic bank, abu dhabi Islamic 
Bank (adIB), last year opened a branch in Knights-
bridge in London. It did not take long for adIB to 
expand into the UK market. For instance, it arranged 
a £20m structured Islamic financing facility – its 
debut deal in the UK real estate sector - to fund the 
development of Westbourne house, an office-cum-
retail property in Central London. The financing 
was arranged for a consortium of GCC investors 
who purchased the property in 2012 with the aim 
of converting it into luxury residential apartments.

according to arif Usmani, global head of whole-
sale banking at adIB, the bank “welcomes the in-
creasingly high-profile role being played by the UK’s 
financial services sector to encourage the global ac-
ceptance and growth of Islamic finance products and 
services. resilient demand from international buyers 
for prime residential real estate has underpinned the 
performance of London’s property market, which has 
outpaced most other markets in recent years.”

In another transaction, 90 north real estate Part-
ners LLP, an independent Mayfair-based investment 
advisory firm, specialising in shariah-compliant real 

estate investment, advised a Middle eastern investor 
represented by dubai-based arzan Wealth on the 
purchase of Crossley retail Park, Worcestershire, in 
a £41.5m deal, which is projected to give a net initial 
yield of 7.3 per cent per annum to the investor. The 
transaction was financed through a shariah-compli-
ant debt facility provided by aareal Bank.

according to nicholas Judd, Founder Partner of 
90 north, “the investment platform we manage in 
partnership with arzan Wealth has now acquired 
approximately £110m of property and we are seeking 
further substantial acquisitions across a range of real 
estate sectors for 2014”. 90 north has over the last 
18 months transacted on seven assets with a value 
of about £200m including central London develop-
ments, and income producing stabilised warehousing 
assets and approximately 1,800 student housing beds 
at campuses in Canterbury and Bradford. 

One UK-authorised Islamic investment bank that 
is adding further value is Kuwait-owned Gatehouse 
Bank, in which the Kuwait Investment authority, 
the Kuwaiti sovereign wealth fund (sWF) has a large 
equity stake. 

Gatehouse is not only structuring deals for Gulf 
investors but further afield from Malaysia. In Feb-
ruary 2014, for instance, the Bank structured the 
£75.75m acquisition of Unilever’s UK and Ireland 
headquarters office in Leatherhead, surrey, by Lem-
baga Tabung haji, the Malaysian Pilgrims Manage-
ment Fund. The transaction will provide Tabung 
haji a net initial yield of 6.18 per cent, according 
to Gatehouse Bank, which acted as Investment and 
shariah adviser for the deal.

This is the third such transaction arranged by 
Gatehouse Bank for Tabung haji in the UK real 
estate market and is a key part of its wider global 
investment strategy. 

Gatehouse Bank recently also launched a £700m 
joint venture with sigma Capital, the edinburgh-

based residential and urban regeneration specialist, 
which will support the roll-out of an initial 2,000 new 
privately rented residential properties in the UK, with 
the potential to grow the portfolio to around 6,600 
new rental homes once fully developed.

The initial phase has a total development cost 
of £200m and the development cost of the entire 
proposed portfolio is estimated at £700m. Under 
the terms of the joint venture, Gatehouse will deliver 
the equity element of the venture and both parties 
are in negotiations with a number of leading banks 
for financing to complete the initial £200m develop-
ment phase. 

Gatehouse Bank currently has a real estate port-
folio worth in excess of £1bn across the UK and Us. 
Gatehouse Bank also issued two sukuk in december 
2013, comprising £8.2m each, with a total of £16.4m. 
The sukuk are secured by existing real estate assets-
under-management, the regional British Telecom 
(BT) headquarters in Leeds, UK, and paying a distri-
bution of 4.25 per cent and 6.25 per cent per annum 
over a seven-year term. “Investors,” said Gatehouse 
Bank in a statement, “will earn a return by virtue of 
the profit earned through the rent agreement of the 
building. Both sukuk were arranged following a refi-
nancing of a major headquarters building let to Brit-
ish Telecommunications Plc until september 2020.”

rental payments from the tenant will be applied 
to fund payments to the sukuk holders (largely from 
Kuwait and the GCC) on each periodic distribution 
date. One sukuk benefits from a repurchase under-
taking from Gatehouse Bank on the third anniversary 
of issuance and also benefits from security over the 
underlying real estate asset, while the second remains 
subordinated. 

as  abdulaziz alduweesh, chief investment of-
ficer at Gatehouse Bank, explained: “Gatehouse Bank 
is positioned to expand the sukuk offering of the 
business in line with an increase in demand. The 
UK remains a great opportunity for developing this 
product offering.”

another company, apache Capital Partners LLP, 
the London and Gulf-based real estate investment 
management firm, and Tadhamon Capital BsC, the 
Bahrain-based Islamic investment company, recently 

launched a £100m joint venture with McLaren Prop-
erty for the development of a major student accom-
modation and office scheme in shoreditch, London, 
which was acquired from Ireland’s national asset 
Management agency (naMa). 

shariah-compliant debt financing for the develop-
ment is being provided by royal Bank of scotland and 
the office development has been forward sold to heli-
cal Bar Plc for £21m. This transaction represents the 
second successful acquisition by McLaren Property, 
apache and Tadhamon from naMa. 

according to Trowers & hamlins, the City law 
firm which acted for Tadhamon and apache, the 
stable income-generation and capital growth potential 
of student accommodation makes it a particularly 
popular asset class right now.

another Islamic bank making waves in UK-GCC 
investment relations is Gulf-owned eIIB (european 
Islamic Investment Bank), which is regulated by the 
UK’s Prudential regulation authority (Pra). 

eIIB has set up a joint venture with rasmala 
Group, a dubai-based GCC family investment bank-
ing and asset management firm, eIIB-rasmala, which 
recently launched the rasmala Trade Finance Fund. 
The joint venture has already launched  rasmala 
Global sukuk Fund, the rasmala Leasing Fund and 
the rasmala GCC Islamic equity Income Fund. 

eric swats, head of asset management, eIIB-ras-
mala, explained in a statement that the rasmala Trade 
Finance Fund “will cater to the increasing demand 
for low risk, income-orientated sharia-compliant 
investment products. The fund offers a diversified 

One UK-authorised Islamic investment bank that is 
adding further value is Kuwait-owned Gatehouse Bank, 
in which the Kuwait Investment Authority, the Kuwaiti 
sovereign wealth fund (SWF) has a large equity stake

Former Luxembourg Minister of 
Finance Luc Frieden
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An underlying cause of the global financial cri-
sis was the build-up of excessive on-and-off- 
balance-sheet leverage in the banking system, 

according to the Basel Committee. It said that “in 
many cases banks built up excessive leverage while 
apparently maintaining strong risk-based capital 
ratios. 

“But, at the height of the crisis, financial markets 
forced the banking sector to reduce its leverage in a 
manner that amplified downward pressures on asset 
prices. This de-leveraging process exacerbated the 
feedback loop between losses, falling bank capital 
and shrinking credit availability”.

The result of this was the Basel III framework, 
which introduced a simple, transparent, non-risk 
based leverage ratio to act as a credible supplemen-
tary measure to the risk-based capital requirements.  

This was intended to:
n  restrict the build-up of leverage in the banking 

sector to avoid destabilising de-leveraging proc-
esses that could damage the broader financial 
system and the economy 

n  reinforce the risk-based requirements with a sim-
ple, non-risk based “backstop” measure.
now, early this year, the Basel Committee has 

issued the full text of Basel lll’s leverage ratio frame-
work and disclosure requirements following endorse-
ment by its governing body, the Group of Central 
Bank Governors and heads of supervision (GhOs). 

It reiterates that a simple leverage ratio framework 
is critical and complementary to the risk-based capital 
framework that will help ensure broad and adequate 
capture of both the on-and-off-balance-sheet sources 
of banks’ leverage. 

Basel III’s leverage ratio is defined as the “capital 
measure” (the numerator) divided by the “exposure 
measure” (the denominator) and is expressed as a 
percentage. The capital measure is currently defined 
as Tier 1 capital and the minimum leverage ratio is 
three per cent. 

The committee will continue to monitor banks’ 
leverage ratio data on a semi-annual basis in order 
to assess whether the design and calibration of a 
minimum Tier 1 leverage ratio of three per cent is 
appropriate over a full credit cycle and for different 

The Basel Committee believes that a simple, non-risk based 
‘backstop’ measure will restrict the build-up of excessive 
leverage in the banking sector to avoid destabilising 

Bid to maintain 
banking stability
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portfolio of trade finance transactions exposed to 
different geographies, industry groups and individual 
companies in order to lower exposure to rising inter-
est rates. The fund will obtain enhanced investment 
returns from assets that can often be undervalued 
due to lack of recognition of their intrinsic payment 
capabilities. The overall strategy of the fund is ex-
pected to provide it with a means to achieve global 
diversification in both the primary and secondary 
trade finance markets”.

eIIB-rasmala, like Gatehouse Bank, is also ven-
turing outside the UK. It acted, for instance, as lead 
arranger and book runner for the $100m sukuk al 
Wakala Programme launched in late 2013 by FWU 
aG Group, the Munich-based financial services com-
pany with growing interests in the Takaful (Islamic 
insurance) sector, and the first tranche of $20m, 
which according to FWU Group was well oversub-
scribed. 

The programme and first tranche sukuk were is-
sued through salam III Limited, a Jersey-registered 
sPV, on behalf of the issuer and obligor, aTLanTI-
CLUX Lebensversicherung s.a (aTL), a subsidiary of 
FWU aG. International ratings agency Fitch assigned 
an investment grade BBB- rating to both the salam 
III Limited’s $100m sukuk Programme and to the 
first $20m tranche. 

each tranche will have a term of five years, with 
profit distributions made quarterly to investors on a 
fully amortising basis. The profit rate is projected at 
seven per cent per annum.

The group plans to issue a series of sukuk under 
the programme during 2014. This issuance follows 
on from FWU’s debut $55m sukuk al-Ijarah issued 
in november 2012.

The transaction, said eIIB-rasmala in a statement, 
is a securitisation of Takaful (shariah-compliant) 
insurance policies and provides an opportunity for 
investors to participate and invest in sukuk cer-
tificates backed by aTL, which is a multinational 
insurance provider. 

according to harris Irfan, managing director of 
eIIB, “this issuance is unique in that it facilitates in-
vestor exposure to a quality, fully shariah-compliant 
and rated european credit. Moreover, the issuance 
is asset-backed rather than asset-based, due to its 
securitisation of Takaful insurance policies - a move-
ment in the right direction for the Islamic finance 
industry by linking the financial economy with the 
real economy”.

similarly, dr Markus e. Fischer, chief financial of-
ficer of FWU Group, is confident that “this issuance 
represents an important step for FWU to expand its 
funding sources into the shariah-compliant capital 
markets. This issuance also further strengthens FWU’s 
‘saLaM’ brand in the Islamic finance market”. 

The sukuk is a novel securitisation of Takaful 
assets – the first of its kind (a shariah-compliant 
insurance-linked securitisation) to date in the sector. 
FWU aG similarly in its debut issuance also pio-
neered the first sukuk to utilise a computer software 
programme and the associated intellectual property 
rights under an Ijara (leasing) structure.

This latest sukuk will fund a set of retakaful (or 
re-insurance) transactions for one of FWU’s five 
main subsidiaries, aTL. The proceeds from the asset-
backed sukuk will be used to fund sales commissions 
on unit-linked life insurance policies and upfront 
acquisition costs of new business. 

elsewhere, Bahrain-based First energy Bank (FeB) 
recently also arranged a €25m Murabaha facility for 
the holland-based Kore Coal Finance B.V., which is 
a subsidiary of sapinda holding B.V. The proceeds 
of the financing will be used by sapinda to invest in 
developing coal mining assets it owns in south africa. 

The Murabaha facility complements the recent 
€55m conventional Profit Participation notes issued 
by Kore Coal Finance, the proceeds of which will be 
used to invest in the same coal mining assets. The 
Murabaha facility matures in October 2016. FeB 
acted as the investment agent and the security agent 
for the transaction. n

Bahrain-based First Energy Bank (FEB) recently 
also arranged a €25m Murabaha facility for the 
Holland-based Kore Coal Finance B.V., which 
is a subsidiary of Sapinda Holding B.V.

BIS headquarters in Basel
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Basel lll leverage ratio

types of business models. It will also continue to col-
lect data to track the impact of using either Common 
equity Tier 1 (CeT1) or total regulatory capital as the 
capital measure.

To put this into perspective, a consultative ver-
sion of the leverage ratio framework and disclosure 
requirements was published in June 2013. aft er care-
fully considering comments received and thoroughly 
analysing bank data to assess potential impact, the 
committee adopted a package of amendments, which 
pertains to the leverage ratio’s exposure measure. 

Th ereaft er, the committee thanked those who pro-
vided feedback and comments as, it says, “these were 
instrumental in revising and fi nalising the leverage 
ratio standard”. 

The technical modifi cations to the 
June 2013 proposals relate to:
Securities fi nancing transactions (SFTs). sFTs include 
transactions such as repos and reverse repos. Th e fi nal 
standard now allows limited netting with the same 
counterparty to reduce the leverage ratio’s exposure 
measure, where specifi c conditions are met

Off -balance sheet items. Instead of using a uniform 
100% credit conversion factor (CCF), which converts 
an off -balance sheet exposure to an on-balance sheet 
equivalent, the leverage ratio will use the same CCFs 
that are used in the Basel framework’s standardised 
approach for credit risk under the risk-based require-
ments, subject to a fl oor of 10 per cent

Cash variation margin. Cash variation margin 
associated with derivative exposures may be used 
to reduce the leverage ratio’s exposure measure, 

provided specifi c conditions are met
Central clearing. To avoid double-counting of 

exposures, a clearing member’s trade exposures to 
qualifying central counterparties (QCCPs) associ-
ated with client-cleared derivatives transactions 
may be excluded when the clearing member does not 
guarantee the performance of a QCCP to its clients

Written credit derivatives. Th e eff ective notional 
amounts included in the exposure measure may be 
capped at the level of the maximum potential loss, 
and there will be some broadening of eligible off set-
ting hedges.

Implementation of the leverage ratio require-
ments has now begun with bank-level reporting 
to national supervisors of both the ratio and its 
components, and there will be public disclosure 
starting 1 January 2015. 

Th e committee says it will carefully monitor the 
impact of these disclosure requirements and “any 
fi nal adjustments to the defi nition and calibration 
of the leverage ratio will be made by 2017, with a 
view to migrating to a Pillar 1 (minimum capital 
requirements) treatment on 1 January 2018 based on 
appropriate review and calibration”. 

Th e committee is also undertaking to monitor ac-
counting standards and practices closely  “to address 
any diff erences in national accounting frameworks 
that are material to the defi nition and calculation of 
the leverage ratio”.

Finally, the committee will continue to test a mini-
mum requirement of three per cent for the leverage 
ratio during the parallel-run period (ie from 1 January 
2013 to 1 January 2017). n

Implementation of the leverage ratio requirements 
has now begun with bank-level reporting to national 
supervisors of both the ratio and its components

Backing for Basel Committee action
Th e Basel lll leverage ratio revision has been applauded by BaFT-IFsa, the leading international transaction banking 
association, formed by the merger of the Bankers’ association for Finance and Trade (BaFT) and the International 
Financial services association (IFsa). 

President and CeO Tod Burwell said, “We commend the Basel Committee for adopting the fi nal calibration of 
the Basel III leverage ratio, recognising how important trade fi nance is to economic growth. amendments on the 
treatment of off -balance sheet trade fi nance instruments recognise the intrinsically safe nature of these products 
and their importance to companies, consumers and job creation. Th rough this agreement, the Basel Committee 
has taken signifi cant steps to ensure trade fi nance remains available and aff ordable to importers and exporters.

“Th is is a positive outcome for the real economy, and we recommend that amendments supporting the growth 
of international trade be swift ly adopted in member jurisdictions around the world.”
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