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Economy

Iran says end of 
sanctions could 
lift oil output

Oil down after 
OPEC meeting, eyes 
on Iran talks

Libya’s official
government says 
central bank now 
based in eastern HQ

Iran’s oil production could be lift-
ed by 1 million barrels per day (bpd) 
within six months of Western sanc-
tions being lifted, Oil Minister Bijan 
Zanganeh predicted.

Zanganeh’s forecast, delivered be-
fore a looming June 30th deadline 
to finalise Iran’s  nuclear power deal 
with world powers, was revealed at 
a seminar ahead of Organisation of 
the Petroleum Exporting Countries 
recent meeting.

Questioned about the Islamic 
republic’s oil output, he told del-
egates: “We believe that immedi-
ately, or after one month of lifting 
the sanctions, (we will achieve) half 
a million (extra) barrels per day, 
and after six-seven months we will 
achieve 1 million barrels.”

Iran currently exports 1.3 million 
bpd, against 2.2 million bpd before 
the sanctions were imposed about 
one decade ago.

“It’s fair we return to the level of 
the production (which Iran had) 
before the sanctions,” Zanganeh 
added.
(Agence France-Presse)

Oil prices fell after the Organisa-
tion of the Petroleum Exporting 
Countries (OPEC) decided to main-
tain high output levels and trad-
ers weighed the possible return of 
Iranian supplies, which have been 
curtailed by international sanctions 
against Tehran, analysts said.

Analysts said investors were mull-
ing the long-term effects on prices 
after OPEC on June 5th defied calls 
to cut output to alleviate a global 
supply glut that has seen prices 
slump almost 50% in the past year.

Instead, they kept their collec-
tive target at 30 million barrels per 
day — where it has stood for more 
than three and a half years. OPEC 
countries are reported to be actually 
pumping more than 31 million bar-
rels a day, with the risk of more com-
ing on line.
(Agence France-Presse)

Libya’s internationally recognised 
government says the central bank’s 
headquarters has moved to the east-
ern city of Bayda, although it was 
not clear how the bank would con-
trol and process payments with its 
staff and computers still in Tripoli.

The Bayda-based government is 
struggling for control of state insti-
tutions with a rival administration 
in Tripoli and also says it plans to 
route oil revenues through the east, 
bypassing the capital. However, for-
eign buyers are still paying for oil 
through the Tripoli-based NOC state 
oil firm.

Libya has been engulfed by vio-
lence and chaos since Muammar 
Qaddafi was toppled in 2011 and in 
August a faction called Libya Dawn 
seized the capital, forcing the offi-
cial premier, Abdullah al-Thinni, to 
flee with his ministers to the east.

Ministries and state bodies in 
Tripoli remain under the control of 
Thinni’s rivals, who are boycotted 
by world powers.

The eastern central bank gover-
nor Ali Salem Hibri declined to say 
whether the Bayda bank would try 
to get oil revenues deposited in the 
eastern city instead of Tripoli.
(Reuters)
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T
here couldn’t be a better 
time for the Islamic bank-
ing industry, with global 
assets expected to exceed 
$2.5 trillion in 2015 from 

$2.1 trillion in 2014, according to 
the Dubai-based AlHuda Centre of 
Islamic Banking and Economics. By 
2018, Ernst and Young’s Global Is-
lamic Banking Centre predicts this 
value could reach $3.4 trillion.

While the outlook may seem am-
bitious, the figures are certainly 
not far-fetched. During the past 
decade, Islamic finance assets have 
grown at double-digit percentage 
rates, rising from about $200 bil-
lion in 2003 to nearly $1.8 trillion 
in 2013, the International Monetary 
Fund (IMF) reported.

Over the same period, Islamic 
bond (sukuk) issuance increased 
20-fold, reaching $120 billion in 
2013. As the industry broadens its 
base into new international mar-
kets, the trend in assets growth is 
anticipated to continue.

In about two weeks’ time, Ger-
many, Europe’s biggest economy 
and most populous country, will 
be getting its first Islamic bank. KT 
Bank AG, the new German subsidi-
ary of the Turkish lender Kuveyt 
Turk, is not only eyeing Germany’s 
4 million Muslims but plans to ex-
pand throughout Europe, where 
several markets have already em-
braced Islamic banking.

Indeed, the growing reach of the 
industry has extended into Asia 
and Africa, attracting considerable 
interest in sukuk from financial cen-

tres such as the United Kingdom, 
Luxembourg and Hong Kong.

“We see Islamic finance offer-
ing good potential to foster more 
inclusive growth by increasing ac-
cess to banking services to Muslim 
populations who may not be willing 
or able to use conventional banks,” 
Prasad Ananthakrishnan, deputy 
chief of the Gulf Cooperation Coun-
cil (GCC) Division at the IMF told 
The Arab Weekly.

“It has the potential for enabling 
easier access to financing for small 
and medium enterprises and pub-
lic infrastructure and it has the 
potential to improve financial sta-
bility, because Islamic finance is 
asset-backed, reduces leverage and 
requires risk sharing between bor-
rowers and lenders.”

This explains why Islamic banks 
weathered the last economic down-
turn better than their conventional 
counterparts, as indicated by the 
Islamic Financial Services Board 
(IFSB).

In its recently released Stability 
Report 2015, IFSB highlights that 
Islamic banks have consistently re-
mained well capitalised, surpassing 
the capitalisation levels of some of 
the global systematically important 
banks. This supported the indus-
try’s resilience during the global 
financial crisis of 2008-09.

“No Islamic bank had required a 
major government bailout as was 
the case for several large conven-
tional banks across North America 
and Europe,” the report read.

Vulnerabilities remain, however, 
particularly as sukuk move further 
away from their traditional profit-
sharing structures.

Sayd Farook, global head of Is-
lamic capital markets at Thomson 
Reuters, highlighted that sukuk 
will be exposed to the main risks 
of bonds — credit risk of the issuer 
— to the extent that the credit pro-
file replicates conventional bonds. 
Nevertheless, sukuk manage to 
have a better risk structure, as issu-
ers need to have a fair proportion-
ate amount of assets to issue sukuk.

“The  reality is that current Basel 
regulations compel Islamic finan-
cial institutions — the main con-
sumers of sukuk — to have fixed 
income instruments that replicate 
the credit profile of conventional 
instruments, without any recourse 
to the risk of profit-and-loss shar-
ing,” he said.

The only way to get out of this cy-
cle, according to Farook, is to move 
the system gradually, starting with 
bank deposits, to the profit-and-
loss sharing format in its purest 
sense.

“Malaysia has just implemented 
regulations through the Islamic 
Financial Services Act to prompt 
banks to distinguish between 
profit-and-loss sharing accounts 
and capital-protected deposit ac-
counts,” Farook said.

“The jury is out where the money 
will go, whether it goes to capital 
protected deposits (bank model) or 
to profit-and-loss sharing accounts 
(investment model). If we do see a 
sign of moving towards the invest-
ment model, then we can hope to 
see sukuk move towards profit-and-
loss sharing format.”

Inconsistency in applying stand-
ards by the different regulators is 
another challenge plaguing the 

industry. While specific standards 
have been developed by organisa-
tions such as the IFSB, the Account-
ing and Auditing Organization for 
Islamic Financial Institutions and 
the International Islamic Financial 
Market, regulatory frameworks in 
many jurisdictions do not cater to 
the unique risks of Islamic finance.

Moreover, regulations in each 
country are set by the individual 
regulator. “It is up to each regulator 
to decide on which standards they 
apply and enforce in their jurisdic-
tion,” Farook explained. To solve 
this problem, regulators need to 
enforce already-developed stand-
ards or develop adaptations of their 
own in each jurisdiction.

Islamic banking may have out-
performed conventional banking 
over the past decade but the indus-
try is relatively nascent and Islamic 
finance assets still represent less 
than 1% of global financial assets. 
Therefore, efforts must continue 
to strengthen supervisory mecha-
nisms, especially if Islamic banks 
were to sustain another financial 
crisis.

As the IFSB warned in its latest 
stability report, increased fragility 
of emerging financial markets and 
sharp decline of oil prices may neg-
atively affect the asset quality of Is-
lamic banks. At the same time, the 
monetary policy of Western central 
banks could induce yield volatilities 
and shake investors’ confidence in 
emerging markets’ financial assets, 
including sukuk.

Heba Hashem is an Arab Weekly 
contributor in Dubai.
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