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Islamic finance; New tech, new opportunities

MARE MOBIIS

THE world of Islamic finance and
exciting world
of epportunities for Muslims all ever
the world, and sae we think should
likeby continue bo grow. | recently had
the pleasure of i the(;ubal
Islamic Finance Forum (GIFF) in
Malaysia.
For those who are not familiac

both equity and credit-based invest-
ments (called sukuk) that are compli-
ant with lslarnic (Shariah) law. The

15 the same as with other types
of investmendts: to produce  favoura-

foodstuffs and feod-related activities,
The interpretation of what is
Shariah-compliant and what is not
can be complex, the active
invodvement of Islamic. [whi
muyuunlmrsagrmThisumdd
a layer of complexity for investors, If s
the main business of a company is
not deemed compliznt with Shariah
law, a manager cannot par-
chase, hold or sell its shares.
OF course, the desired goal or pur-
pose of any investment is to make
HmE{fwﬂmHMkwﬂinll-sﬁ
1 think it is worth a look at how these
types of investments have performed
versus emerging market equities and

versus global equities in developed
markets mare broad];

i

We would note that Idamic invest-
ment indexes in Indonesia, Turkey
and Malaysia have seen some peri-
ods of valatility but have generally

many other countries
is categooy since 2002,

Ifym Iock at the sectar weightings
of the MSCI Emerging Markets
Islamic Index versus the more general
MSCT Markets Index, you
will see significant differences. For
examphe, financials is much smaller in
the Islamic Index, while consumer
discretionary and energy are much
higher for the [skamic Indes.

Mala equity market has expe-
rienced weakness this year, along
with It currency, which fell bo les low-
st level versus the USdallar since the
mid-late 19905, at a time Asia was
experiencing a financial crisis. We
had toask ourselves: Was it really that
bad in the country— was this year's
sell-off justified? There are many
wmh:dxwmtzmmwm-
tioms, but we use purch,

Looking at some othes fundamen-
tals in Malaysia, we know that the
country is a net exporter of oil and
ZAs, 50 lower prices have had 2 nega-
tive impact. Palm oil is also a key
export for Malaysia (the world's
second-largest producer) and its
price has been weak, and that cer-
tainky has had at least a psycho-
logical market

However, the use uf palm eil glob-
ally is not declining, mainly because

of demand Froen Ching and India, and
‘we don't b stay perma-
nently ::g:ﬁmwaddlﬂumﬂy.
Malayais has a diverse array of expart
products, and is actually predomi-
nankly a consumption-driven country
(representing 60%% of damestic
product (GOP)L, so commndity prices
alone cannet explain the dire situa-
tion the markets seemed. o be reflect-
ing there. Malaysia’s eoonomy has a
large service sectar, which to me is a
sign of ils maturity:

GDF* growth since 1996 has aver-

parity to denemumwflrelhua
mmlxm&
wed. This measures inflation in ane
mmymmﬁiwinthm!

1 inFlation {n

experiencing a solid growth rate;
Looking at some other metrics,
l-pwdwad debt 15 at B and

debt-to-GDT is at

sﬂkwhj:ﬁmmd:lngsma seem
high o some observers fand hi
than they were in 1997 during the
Asian Financial erisis), both
are actually less than that of the
Malaysia's trade surphus is good
{which not many countries can
Boast) and foreign reserves remain
at a healthy level. We also believe
Malaysia's demographics represent
a positive factor forward, as
its young population is entering its

mest productive years and repre-
sents A big consumer market. [ think
the coaintry has much more poten-
tial in many consumer sectors, as
well as in tourism.

If ecomomic fundamentals do not
seem 1o be signal
that political scandal has been mare
likely behind the flight of foreign
inwestors from Malaysia. The defeult
of lMalnjsln DeveLopanent Bhd
{IMDE) and related palitical scandals.
affected investors’ sentiment and
confidence. However, foseign inves-
tor flows are often short term in
nature and temparary.

Negative news certainly affects
investor confidence but we generally
o these perinds of market overreac-
tions as opportunities — if we find
reasons for a recovery kong ferm. We
fimd amb«c{wmwbeaﬂan—
tive in Malaysia today, includi

il companies invols

Aot only in pm-dm:!inn but aleo

ing and markefing,

as well as companies involved in the
mnmmu seclos.

“haws been o focus on the

it et sidetracked with

mmmm

we strive to da in amy market we imess

in. IMDB i3 not the entire smry of

tive msnl;mld Il:lp

The plo]lf!ml:l-n'n of the Internet
and ma.ltphun.u is accelerating
beinging corrup-

term changes
case for Malaysia and TMEH.
Meanwhile, Malaysia continues

Iling crisis, it seems .

its efforts in the area of Islamic
finance. 1 found Bank Negara
Malaysia governor Datuk Muham-
mad [brahim's comments at the
GIFF quite interesting in regard to
how new technological innovations.

_could take Islamic finance to the

next level of development.

He off how the tal revo-
mmﬁm pmndmpgwtratim
of technology-driven applications
uma]l\eady pmen.tmmad;{wery

ent of the financial sector, and -
thal so-called “fintech” innovations
have been fundamentally altering
the way we experience and deliver
financial ucts and services.
‘This is something I have also bean
talking about for some time, Emesg-
ing miarkets are experiencing a tech-
ﬁogﬂul lea.pl’:ogu?ing in many
‘areas; the adoption
giesis moving very fast.

One example is in the area of
mobile banking and electronic pay-
ment systems, which are
worldwide. In Malaysia, the first
Islamic Shariah-compliant Inter-
net-based banking platform, called
the Investment Account Flatform,
was launched this year.

Formed by six Islamic banks in
Malaysi toeffi-

technala-

o viable economic ventures,

prmm*
" ing risk-sharing and supporting

cross-harder investmens. This & just
oneexample of how new technologies
are shaping the Islamic world, and the
workd of emerging markeds.
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