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The subject of this issue is:

Islamic wealth managemehis there such a thing?

If the industry took it seriouslywo ul dnoét t hei
products out there?

Whatis really holding it back?

How do we fix this situation?
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So Fari Volume 117 Number 217 March 2010

Each issue ofo Far will be devoted to a single topic of current
relevance to the Islamic finance industry.

Each contribution to the Journal will be from a participant and
practitioner within the Islamic finance industry rather than fram
academic The idea is that each issue will stimulate debate and
discussion within the industrgmongst practitionerand in so doing
will provide some much needed airingdifficult issues.

We would encourage readers to share their own views with us on
whether they agree or disagree with the views expressed \@ihin
Far. Opinions, thoughts and contributions should be sent to
media@yasaar.organd we will review these contributions for
inclusion in subsequent issue®nly those contributions that add
depth and colour to the debate will be considered for publication

The opinions expressédd the various contributions are those of the
authors themselves and do not represent the views of the
organizations for which thework or of Yasaar Mdia.
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David Vicary (Daud Abdullah)

Kuala Lumpur, Malaysia

Islamic Wealth management i is there such a thing? If the
industry took it seriously, woul dnod
out there? What is really holding it back? How do we fix this

situation?

| remember the days, not so long ago, when | was running an Islamic

bank; there was continual talk from the board and senior management

on the conventional side of the business about developing Islamic

wealth management. Myesponse t hen, as it is n
what this is please and who the tar
really got a serious response. In fact, | am not sure that | ever got a
response. As a matter of fact, everything that was not a plainavanill

deposit product or financing was lumped into this bucket call Islamic

wealth management. So we got general investment accounts, specific

i nvest ment account s, Shari 6ah complii
etc all lumped into the same bucket. The ootymmon feature

appeared to be that the bank could generate fee income from the
products.

Certainly not much was done to define the target market, segment it

(by whatever means) and start defining the appetite for certain

products which could be looselylch O6weal th management
while there was talk about providing a financial advisory service for

clients, which could be deemed to be associated to wealth
management, little was done to define what sort of special skills were
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required to provide a vaé add service. Everything appeared to

revolve around the metric of selling more to clients and driving up the
sales commission of the individual sales rep. Whatever altruistic
visions a small minority of these financial advisors may have had
were quicklydrummed out of them by the stark reality of quotas and
making targets. Other banks may have been different, but my
recollection is that pretty much everything revolved around sales
volume and that it was difficult to measure performance in any other
terns.

So is there really such a thing as
buté. o, would be my answer now. Th
clear understanding of client needs, an array of products that meet

those needs, a clear uemargsrasd eandi ng

clear desire (supported by the right metrics) to support and assist the
client. We would also need to have some clarity as to whether or not
the target client base is Muslim, rtuslim, or both?

There is certainly a need and a demand fdanm& wealth
management products. For the Muslim client base, these are required

to fulfill certain religious obligations and the person selling the
product (s) needs to be competent in
law. There is also a demand from HAduoslim clients, who are

looking for additional asset classes in order to diversify, spread risk

and perhaps gain better returns.

Overall, as an industry, we need to do the following:

1. Be clear in our definition of what Islamic wealth
management is

2. Develop quality products that meet the demand and
requirements

3. Educate wealth mangers in how to sell and explain the
benefits to consumers.
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4. Educate young people in areas of savvy financial
management from primary school onwards

If we act on all four of the abové,am sure that a healthy Islamic
wealth management market will emerge.

So Far
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Blake Goud

Portland, USA

Islamic wealth management 1 is there such a thing? If the
industry took it seriouslyi woul dnét there be a | ot
out there? What is really holding it back? How do we fix this

situation?

The area of wealth management is important for the Islamic financial

system to survive and grow. The vast majority of the focus,
particularly in the mediaijnandges on th
The supply side has also been the focus of a lot of Islamic investment

banks because that is where the money is. The fees for investment
banking are typically much larger than the fees for asset and wealth
management and there is some degreenakasing returns to scale

that limit the profitability of wealth management under a certain

floor. However, the investment banking side of the industry depends

to a large degree upon the letegm money that is managed by asset
managers to absorb the duwts issued. Without a better developed

wealth and asset management industry, the industry could reach a

point where it focuses most of its effort on being a method for
conventional businesses to tap Gulf liquidity and there could be
greater pressure toompr omi se on the Shari dah
products being offered.

Currently, there is a large penetration of conventional wealth and
asset managers across the wettldere are fewer firms which provide
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specialised advi ce dianewedlthandassel vy i n
management. Islamic financial institutionsparticularly Islamic
investment banks tap this pool of liquidity as well as conventional
investors to absorb the supply of Islamic financial products. As we

have seen recently, a reidhment in the risk tolerance among
conventional investors can severely hurt the Islamic finance industry.

If conventional investors are not looking at Islamic finance as a
source for better risketurn investments, then the industry will shrink.

In thecase of Sukuk in 2008 and 2009, this shrinkage was significant.

The Shari dah compl i -apatticuleslyo those e s of
managed by conventional asset and wealth managemay also
shrink at the same time if they are focused on the conventional
markets and use Islamic instruments as an alternative for those clients
who require it. They will invest in Islamic instruments but will retain
the same investment outlook for Islamic clients as for their
conventional clients. This is understandable ang atso be present
within the Islamic asset and wealth management industry because
those managers have a fiduciary duty to their clients and the actions
of other investors will cause a transmission between the Islamic and
conventional financial markets evéxfore there is a change in the
underlying economic fundamentals. It is unlikely that this will ever
change to a significant degree, but there are ways that a larger number
of Islamic asset and wealth managers can provide a buffer for the
industry, whetker the funds managed are from a sovereign entity,
wealthy private individuals, a pension fund or a Takaful investment
pool.

Before moving to an environment in which Islamic asset and wealth
management can provide a stabilising force within the industry, |
would like to add an important caveat. Islamic finance can never
create 6i mmunityd from the effects
crisis. Never. If anything, the use of predihdloss sharing contracts

to the extent they are present, will make &migis more, not less,

severe than conventional unleveraged investments. The Islamic
financial industry is subject to the same economic conditions that the
conventional financial industry is. While there may be fewer
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opportunities to use the levels of/égage which led to the demise of
Lehman Brothers and Bear Stearns (and probably other companies
had governments not acted as they did), there will always be a
negative impact on financial institutions when financial markets are
in trouble and economieseaim recession. This is a virtual certainty
and the stabilising force of Islamic asset and wealth managers can
only mitigate, not prevent, this outcome.

The role that Islamic asset and wealth managers can play is by
providing advice to clients with sudfent knowledge about how
Islamic financial products work and by doing so with a kbergn
horizon. Unlike investment bankers who are paid a transaction fee
that does not relate to the ultimate profitability of the product, asset
and wealth managers argically paid a fee based on the size of the
assets they manage. If the assets decline in value, the fees they
receive decline and there is the risk that the client will leave the
manager altogether. This instills the asset and wealth managers with
annhcentive structure that is in Iine
shortterm gain from an investment that ultimately declines in value
will be more than offset by the loss of future income.

For the industry as a whole, this will provide the {sige diligence

and counterbalance to the sgllle focus on transactions. However,
the impact on the industry will not end with creating a kemgn
focused player on the other side of transactions. It will also provide a
stabilising force in the demand famvestment banking products that
will allow it to weather downturns better. For institutions which offer
investment banking and asset or wealth management services, this
can provide a stabilising force during times of financial and economic
crisis that wadacking at many solely investment banking firms in the
most recent crisis.

For investment banks, even those without asset or wealth
management divisions, there should be a benefit. For mostdomg
investors, particularly those that are institutipnere will be a
smoothing effect in demand for Islamic instruments. A pension or
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Takaful fund that has new funds or existing investments which reach
maturity will need to find a place to invest the redemption proceeds,
whatever the economic climate. hi§ will provide demand for
Islamic financial products even when the economy is in recession.
The funds with shorteterm focus like mutual funds and limited
partnerships, who will be drawn in if there is leteggm demand for
Islamic financial products, W provide a source of liquidity in
secondary markets that will benefit loteyrm investors by reducing
pricing uncertainty for new issuers.

There can be greater stability in Islamic financial markets compared
with the current situation if there are mdomg-term investors who
counterbalance the shddgrm mentality of investment bankers. The
bankers benefit by seeing a more stable source of funds for their
products as well as stability for their institution if they offer Islamic
asset and wealth managent. The presence of lotgrm investors

and a growth in the maturity and size of the market should bring in
shortterm investors to provide liquidity to the market. New issuers
gain from the greater supply of financing and greater certainty in
pricing. This is how it should work in theory.

In practice, there are a multitude of problems that will arise. For
example, there may be conflicts of interest between investment
bankers and asset managers within firms that have both types of
business and a Ikof sufficient supply of plain vanilla products to
allow the development of secondary markets. These problems are
significant and will need to be addressed over a period of time with
growth and government regulation of financial institutions.

However,if these problems can be surmounted and there is a growth
in the number of wealth and asset managers focusing on Islamic
financial markets, it could be a relatively strong source of demand
side growth for the Islamic financial industry. It would also as@
some market discipline (along with greater governmental regulation)
on the shorterm behaviour of many Islamic investment banks which
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got caught up in the real estate bubble along with their conventional
brethren.

So Far
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Abu Majid (Muhammed lkram Thowfeek)

Doha, Qatar

Islamic wealth management 1 is there such a thing? If the
industry took it seriouslyi woul dnét there be a | ot
out there? What is really holding it back? How do we fix this

situation?

Today, the market segment of Islamic wealth management is a niche

and untapped market for Islamic banks (IBs) dsldmic financial

institutions (IFIs). The concept is spreading fast among bankers and

High Net Worth Individuals (HNWI), but we have yet to develop a
robust mo d el t hat i s not only Shar.i
manage and protect the wealth of therrent generation in the
understanding that this wealth was created by their forefathers and

they have to preserve it for future generations, while at the same time

enjoying and reaping the fruits of such wealth.

Wealth management

Wealth management, alsondwn as asset management among
bankers, is a complex business. This role can be played by IBs and

IFIs with qualified and experienced professionals with a wide range

of i nnovative product of ferings in
business strategy shdube aligned to play this vital role through

different business or investment models. This jpeséssion era is
emphasising to bankers the need for trust and integrity at a higher

level in order to protect the future of the industry.
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Wealth management camcompass asset/wealth management, estate
planning, inheritance planning, creating and managing trusts, Wills
and testaments, managing cash and savings and so on.

Managing wealth is an exclusive service for HNWI today but Islam

has a totally different vie with a vast area of coverage under its

radar: each and every matter has been prescribed in detail; Al Ghinna

(wealth) means needless and Al Ghaniyu (wealthy) means self
sufficient. 6Wealthé and O6being wea
domains: physicadnd spiritual.

Physical wealth can be identified as any kind of material thing such as
cash, vehicles, real estate, business, shares, land and other goods. This
kind of wealth is very attractive for human kind and man wants to
posses more and more. Withowisdom the worldly things will
become master of people and they will tend to do whatever is needed
in order to earn more wealth.

The next part of wealth and being wealthy is spiritual. No doubt it is
driven by the desires of the soul, wanting more andemof
something.

Wealth creation

Al mi ghty All ah encourages working h
can have nothing, but what he stri ve
maximum utilisation of natural resources to obtain his Rizq (wealth)

by increasinghe productivity in order to get prosperity in this world

and in the hereafter. The same wealth that was created by striving

hard can turn into a trial or a test if not managed and utilised
accordingly.

For 1430 years Islam has guided us in relation tanigawealth: how

it should be earned, how it has grown (invested), how it is spent,
managed and passed onto the next generation to fulfill the rights of
the poor and needy people. The real owner of the wealth is Almighty
Allah, who is the sustainer and humhbeings are entrusted for that.
Almighty Allah, who can give wealth to whomsoever He wills,
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whenever He wants and He can take it away whenever He desires.
We have seen this cycle in our lifetime.

Wealth as a trial and test

From another perspective, wédmnftan be one of the main tools or acid

tests to identify a personédés belief
Muslim or not) through test and trial. People who have been blessed

with wealth are being tested in terms of how they use, manage and

spend ina halal way and preserve some for the future generation.

Also, how they handle themselves when they lose wealth is also

i mportant. I't doesnd6t mean that pool
may be tested through other means. This is mentioned in the
following verses.

"Be sure we shall test you with something of fear and hunger, some
loss in goods or lives or the fruits (of your toil), but give glad tidings
to those who patiently persevere" (Qur'an 2:155).

The main objective of Islamic wealth managementtdsensure
6family governanced is wuphel d, wher
not divided due to the wealth of the family being mismanaged by the

current generation or inheritors/heirs, leaving nothing to future
generations or bringing the entire fanmtidyrock bottom.

Family governance is beyond general corporate governance, where
emotional and sentimental issues of the family are brought to the
boardroom for discussion, very often with reluctance. There must be
proper succession planning, leadership nditton, and the
management of the wealth. Then the business empire will belong to
the family. To have a smooth transition from one generation to
another there must be proper advisors and professional institutions to
make this journey with the understargliand the bwn from the
family, otherwise, there will be disaster and ruin for the entire family.

We have seen many situations and also heard many a stories of how
the riches earned by the forefathers have been mismanaged by the
custodians or those inhgrs mainly due to lack of support or

18 I So Far - Volume 1 Issue 2 — May 2010



understanding of how such wealth was created and the importance of
managing and protecting it.

IFls role

A O6robust model &8 for I sl ami ¢ wealt
launched and many global institutions are tryingotold one from
scratch or enhance their current <co
layer. It should not be merely about adapting or trying to mimic
conventional practices of their products and services. Islamic finance

is the subject of a lot of sception throughout the west, but the truth

is that Islamic finance is growing rapidly and becoming a more

vibrant and sustainable industry globally with its unique features.

Whatever the model that will be offered as a complete Islamic wealth
management prodticas a minimum it must give comfort to those
who would like to have their last Will written and give the trusteeship
to capable institutions who will professionally manage their wealth
whilst they are living and will manage and protect the wealth for the
next generation.

The new generation will not be knowledgeable enough or capable

enough to manage and protect this wealth on their own. There must

be continuous education on the subject of managing and protecting

the wealth with the current generation (thestodian family) sharing

the importance of O6family governance

Islam has clearly stated that if the wealth is possessed, secured, and
stored that the real owner is Almighty Allah and the human beings
merely have the rights to use it as custodians mtaes. Before
death, the person has all the rights to manage the wealth and after
death it will be dispersed as mentioned in the inheritance law. Since
we are not the absolute owner of the wealth of this world, we are duty
bound to manage it and pass it ttmnext generation. So we are
responsible and accountable for it.

Finally, let me share a story of how generation to generation the
entire wealth and business empire was upheld by the current
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custodians or heirs (who oO6omadpsed th
giving due credit to their forefathe
leaving it to the new generations to take it up and run successfully:

There was a village renowned for trading and also respected for
trustworthiness, integrity and fair dealingsnong all the shopkeepers

in the village. People from other surrounding villages patronised this
trading village to do their annual shopping. There was an elderly
gentleman who was a regular visitor to this village every year and
one year did his routinannual shopping and finally dropped into a
shop and asked the shop owner whether he could leave 100 dirhams
with him so that when he came next year he could get this 100
dirhams and with some additional money could do his routine annual
shopping. The shopkper agreed and kept the 100 dirhams in
custody till the next year came to hand it over.

Unfortunately, the elderly person was unable to make it for his

annual shopping the next year, but turned up the year after and

started moving around the village. Marchanges had happened

during the previous two years. He dropped into the shopkeeper and

asked for the 100 dirhams he had left under his custody. He also
apologised that he couldndt make it
and explained that he was comirgfter two years to do some

shopping. The shopkeeper looking at his eyes and the way he had
approached hi m, didndét ask any quest
handed it over to the him and the elderly man went away happily to

start his routing shopping.

After some time, the elderly man came running back to the
shopkeeper and apol ogised again. Thi
di dnot keep the money with you I k e
keeper. | have only just realised my mistake, since there reese b

many changes in the village over the last two years. Please take back

your 100 dirhams and | will collect it from the other shopkeeper with

whom I | eft the moneyi#.

But, said the old man, | have a question to ask you if | may?
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Yes, of course go ahedthe shopkeeper said.

You knew that you didndét owe me thi
this money so promptly?

Yes, I knew that. But | didndt give
or any benefit. The way you approached me and by looking at your

eyes | knew that you had kept this money with someone in this

village.

Al so, I knew i f | hadnét given it,
that not only me but that we all have cheated and not given your
money back. This will damage the name and reputatéoned by this

village as a village for trustworthiness, integrity and fair dealing,

which was not built overnight or by the current generation, but built

by our forefathers to restore that good name and pass it on to the
generations to come.

That is Islanic wealth management in short. The real owner of the
wealth bestowed on us is none other than Almighty Allah and we as
human beings have got the rights to use it as a custodian/trustee to do
our part to manage/protect it when it is under our custody assl ip

on to the new generations to come.

The shopkeeper concluded saying, A
am duty bound to value the contributions made by our forefathers in

building this village (the entire wealth) to its glory and also to protect

it and pass it on to the generations to come. | have just done my fair
sharen.

So Far
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Douglas Clark Johnson,

New York, USA

Islamic Wealth management i is there such a thing? If the
industry took it seriously, wo ul
out there? What is really holding it back? How do we fix this
situation?

Redirecting the call for action

During a recent dinner in Dubai, a longstanding colleague of mine

dno

from the private banking business

Islamic wealth managementasaent er pri se model ?0

I was stumped. Not because | haveno

had been so |l ong since 16d heard
more common in the preredit crisis era, when the liquidity cycle
was peaking. They have albut evaporated in the current
environment.

Held back by space and time

By any reasonable measure, Islamic wealth management
comprehensive advisory relationships with welldo investors has
not shared the growth trajectory of Islamic banking and @iearn
conclude there are two reasons:

* Space. This enterprise model lies somewhere in the middle of the
spectrum of retail and wholesale banking functions. Ultra high net
worth families demand a unique mix of corporate banking products,
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cash equivalentsand personal investment services. In universal
banks, such a function can get lost on the organisational roadmap: too
small to matter, too big to ignore.

* Time. Islamic wealth management is quite unlike the retail
business, where there is a clear rewardattracting large volumes of
individual assets. Nor is it like the wholesale business, where
transactions can quickly generate high profits. Islamic wealth
management takes time to develop into an effective, efficient
commercial model. It is a degpining proposition that provides long
term rewards, but it may lack a certain bling.

| should not be entirely pessimistic. There have been important strides
taken by financial leaders in some corners of the Islamic world.
Realistically, however, it is hard tdentify a cadre of firms that are
either firstmovers or fasfollowers.

Prospects for future development

Still, the credit crisis could be the best thing that has ever happened to
the Islamic wealth management business. | see two macro trends
potentiallyleading to a higher profile for this industry segment:

* Diversification requirements. Islamic investors seem prepared to
move beyond local investments, many of which have disappointed. A
shuttered real estate project in Bahrain is perhaps unlikely & off
more attractive returns than a Chiredated investment idea over the
nearterm. Certainly neither the Gulf nor Southeast Asia lacks
meaningful investments for the Islamic investor, but these may not be
readily at hand in a slogrowth global environménin which
liquidity is constrained.

By way of example, | just finished a preliminary roadshow across the

Gul f for a Shari6éah compliant Austr
helping launch for qualified institutional investors. Two or three years

ago, | would have expected objections about (1) better returns locally

and (2) Australia being too far afield. | heard very little, if any, of

these onceoutine pronouncements.
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* Compressed investment returns. It is hard to take a disciplined
approach to investrmé portfolio construction, legacy planning, and
cash flow management when a venture down the street is aspiring to
offer annual returns above 40 per cent. Ideas about economic cycles
and investment waves tend to be ignored during asset bubbles. But
outsizal returns are likely to be a distant memory in the ppasts

era.

Some Islamic investors have dealt with this new reality by ceasing to

make new investments altogether. While | appreciate the human

nature behind such behaviour, it seems to be an atleSs, given

that there are always portfolio opportunities somewhere in the world.

Coming back to personal example, the 25 per cent average annual

tot al return generated over the pas
compliant Australian equity strategy ramanded some attention. It

may be consistent with selected global opportunities in offering an

antidote for feainduced paralysis.

In search of an irrational mind

If the Islamic wealth management business cannot attract the
involvement of major firms, evewhen macro themes support its
viability, there may be a strategic
back such an enterprise model. | use the term irrational because the

i nvest ment proposition may be such:
andwaitalong i me before you see sizeabl e

Because | once led a firm backed by venture capital, | am all too
familiar with the expectation for high returns in a short period of

time. This legacy dates to the heyday of the technology cycle. It no
longer fits with reality.

Irrationality may be at home in the Islamic banking business. Five
years ago, when | transitioned my company into Islamic asset
management, | was told by a Wall Street pundit that | was
marginalising myself. Today, such efforts are commonplace
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Fifteen years ago, when | asked the CEO of abd&:d financial
monolith about prospects for the firm entering the Islamic finance

busi ness, he said, AiNever. o Today,

player.

Thirty years ago, Islamic banking and ficenwas merely a concept
promoted by a few visionaries across the developing world. Today, its
advance is likely to be one of the most important industry themes this
century.

Call to action

| wrote a chapter for a book on Islamic wealth management two years
ago, but in hindsight, its direction was likely misplaced. That chapter

ended with a call to action int
compliant private banking businesses. | should actually have

addressed that call to venture capitalists and emtneprs, who have

the appetite for the stable returns of the Islamic wealth management
business, not to mention the stamina to wait for them.

| reiterate that call to action. In general, we need more strategic and
less emotional approaches to building #weterprise model. | see
three areas for prompt consideration:

* Assemble a broad and innovative product array to support advisory
work.

* Fund research budgets to provide grounding for advisory work and
convey a proprietary oO6vaicebd in

* In building organisational structures, focus on substance instead of
veneer.

Each of these points interacts with the others; none has to be
controversial. Proper implementation should help the Islamic wealth
management business take a truly competititance, as the industry
re-thinks its development in the pestsis era.
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Al the better with the unequivocal
whether individual or corporate.

So Far
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Paul McNamara

Dubai, UAE

Islamic Wealth management i is there such a thing? If the
industry took it seriously, woul dnod:
out there? What is really holding it back? How do we fix this

situation?

A sad story

It is fairly obvious that there were ultra high net worth (UHNW)

Muslims around the glablong before the world of Islamic finance
started capturing peoplebdbs attenti ol
simply availed themselves of the same products and services that non

Muslims did. Large amounts of money rested in Switzerland (as

much of itstill does) working hard for the owner of the cash. But

when Islamic banking and finance began to move out of the shadows

and into the spotlight it became clear that there was a need for a real
6wealth managementd service for thes

We would befodl ng ourselves i f we thought
funds were going to be switched from conventional modes of
financing into Sharidédah compliant al

of these funds would make the switch and the roughafitaumb

was tha truly dedicated UHNW and high net worth (HNW) investor

might switch around 20 per cent of his wealth over. Even so, this

would still account for a lot of money and it would certainly be worth

a financi al instituti onodssivasuitme t o cc
for these people.
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Naturally this suite of products would be more narrowly defined than

its conventional counterpart becaus
of the riskier and more speculative investment instruments to make

their way into the pdfolio. Hedge funds, for instance, were

considered to be pretty much taboo which is a pity in some ways

because they do seem to be the darlings of the very wealthy. There

have been attempts to inveigle hedg:t
we will come bak to that presently.

The primary problem is that few sane investors want to give up yield

on an investment under any circumstances. As one prominent Islamic
invest ment banker remarked to me a |
| should have to pay a premiumo r my faithd and he
The reality, however, is that Islamic investors are asked, in an indirect

way, to do just that. What do we mean? Well, if a conventional

investor can invest in a basket of stocks that represents the 100 best
performingstocks, and the Muslim investor can only invest in 90 of

the same stocks because of the appli
seems obvious that the Muslim investor could not
logically/arithmetically expect to see the same level of returns from

his sto& selection.

Not quite so simple

But of course there is more to it than that. The fact is that many
domestic Islamic banks in Muslim countries, in common with many
domestic conventional banks in Muslim countries, simply cannot
compete with the megaanks vith a serious wealth management
offering (I am thinking here of UBS, Credit Suisse, Citi and so on).
The reason it that the sheer numbers of people that the-basgia

have dedicated to the wealth management service means that they
have access to just ali@very financial product in the world and can
make these available to their HNW clients. No sreedlle bank,
conventional or Islamic, can compete with this.

28 I So Far - Volume 1 Issue 2 — May 2010



Does this mean that we are reliant upon the nieegks to come up
with a real wealth managememtf f er i ng? Wel |, | et 6s
the UHNW Muslim investor (as opposed to simply the HNW
investor) is more likely to use the services of an Islamic investment
bank for his own needs. In this way he can have access to a much
wider range of productsnd, indeed, may even have a hand in
designing the products himself. A cynic might even observe that
some Islamic investment banks are more akin to a collective of like
minded UHNW Muslim investors than proper investment banks, but
perhaps we digress.

The real audience for Islamic wealth management services are more
likely to be the HNW Muslim investors that are scattered around the
world but seem to have a significant concentration in the Gulf region.
They are likely to use a variety of Islamic and conigeral financial
institutions to meet their needs and this may be no bad thing insofar
as it helps them spread any risk. But this, to my mind, is the sad
indictment of the industry as a whole. There is no-stog@shop to

offer the level of service that itimtions like Julius Baer, Bank
Sarasin, Pictet and so on offer the conventional world.

There are some leaders out there

In fairness to the oldest Islamic bank in the world, Dubai Islamic
Bank, does come out with a fairly interesting suite of wealth
managment products every year and as far as we can tell most of
them are designed-imouse. But the customer base for these products
is likely to be very focused on the UAE and possibly the wider GCC
but they are not likely to be marketed very aggressivelurope or

the USA where there is still a lot of Muslim wealth.

So does the future of Islamic wealth management have to remain
forever more in the hands of the conventional wealth management
institutions? Or can we expect to see an Islamic equivalent & UB
spring up? The truth is that we would need to see a number of such
institutions spring up in order that the market had some depth and
competitiveness but that is not likely to happen and there are two
main reasons why this will be the case.
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The first rason is that it is simply very difficult for Islamic wealth
management products to compete with conventional products. At the
margin the conventional product will almost always produce a better
yield because they have a wider palette of instruments &stiitvand

they can take advantage of economies of scale that their Islamic
counterparts cannot.

The second reason has more to do with human nature than anything
else. Few investors will willingly forego yield for their faith. The
whole point about being egawealthy is that you get to access
products that the man in the street cannot. The very rich expect to be
offered a wide range of sophisticated products ande s , |l et 6s
honesti a lot of them want access to hedge funds too. By their very
nature hedg funds can take advantage of just about any money
making discrepancy and market weakness around and it is hard to
compete with that, even in hard times.

Donét you go changiné

That is one of the reasons that there have been suckdogigt
battles to intoduce hedge funds or hedge fund replicator products
into the asset mix of UHNW Muslims. But are they halal? The jury is
still out on that questiofi and individual investors will need to go
with their gut on that one.

Can we realistically fix the problewf slow growth in Islamic wealth
management services? Perhaps in time, but not quickly and not in one
movei and the reason for that is that we will end up butting heads
with human nature and, as some wise people will tell you, people
don6t change.

So Far
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Majid Dawood

Dubai, UAE

Islamic Wealth management i is there such a thing? If the
industry took it seriously, wouldno:
out there? What is really holding it back? How do we fix this

situation?

Primarily one must understartde meaning of wealth in Islam which
requires that it meets certain conditions such as having been
possessed, secured or stored. In Islam, only when you have possessed,
secured and stored assets can they be recognized as wealth while in
the conventional see, wealth is recognized even if it has not been
possessed, secured and/or stored.

Wealth management is needed by all, whether conventional or
Islamic and is offered by institutions as a viable product. However, in
my view, traditionally these offeringhave been provided by the
larger bulge bracket banks, with the Swiss specialising in it with an
enviable reputation and longevity of provision. Switzerland has more
than 100 years of private banking expertise and a large number of
private banks to chooserom. According to Encore Asset
Management there is more than $200 billion of Muslim money under
management in Geneva alone, probably the largest concentration of
managed Islamic wealth anywhere in the world. Most GCC investors
and HNWIs have tended to rebn them. The move to the regional
banks has been slow due to the size and balance sheet footings of
these institutions as well as the fact that the patriarchs who banked
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with the international institutions have developed long standing
relationships whiclhave been passed on to their offspring. There is a
dearth of products and expertise from domestic institutions.

Wealth management products traditionally have been customised for
the clients taking into account their individual requirements and

provisionsthereof. Some retail banking products are aimed at the

wealthy to some extent in the local markets at the lower end of the
wealth spectrum. The seriously wealthy still tend to veer towards the
international banks.

Another factor has been the overreliarae the real estate sector
which has been popular with the Islamic market. Most providers have
seen this as an easy sell and have produced these products for their
clients, but the crisis and the Dubai World issue has brought the focus
to have a diversifié and balanced portfolio. The product developers
need to come up with a variety of products with a range of exposures
in terms of quality, timeframe and pricing to generate a better model.

The level of expertise within the local banks and the lack of
confidence in these institutions is holding things back. The
international banks are active and the totals of funds under
management in a Sharidah compliant
believethere are a lot of funds of HNWIs being managed by these
institutions in this manner. Many of them use their portfolio managers

to use their strategies and invest
| icensing Shari 6ah compl iaimndexi ndexe:
series. Even real estate is acquirecd
for these clients. Another issue to consider is the inheritance laws in
Shari 6ah and the multiple families t
to be taken to manage the wealthire client.

32 I So Far - Volume 1 Issue 2 — May 2010



The current crisis is not helping the development of these product
offerings emanating from the domestic institutions. As mentioned
above, the activity is there but not in the manner of a range of
products but more on a one to one custochiseel. With more and
more jurisdictions tightening their disclosure rules, this may help
local institutions which will have to increase their expertise levels in
product development, knowledge and service. The GCC has the
advantage of the time zone arahaapitalise on that as well.

So Far
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Penumbra

— — !
pe-num-bra (p 1-n%m br®)
1. A partial shadow between regions of complete shadow and complete illumination

2. An area in which something exists to a lesser or uncertain degree

The following are some comments on the first issue of So Far (the
Sukuk issue) i download a copy from here.

60verall I found the viewpoints
little cynical whenl first read it. But then | started talking to people
and discovered that you had covered most of the points they faised
so maybe people are cynical about Sukuk these days!

What | would have found to be a useful addition to the debate was
some sense dm the Think Tank members of when they thought that
Sukuk issuance would pick up again. | have read from a number of
the so called 6commentatorsd on
issues in the pipelinie but | doubt that. My bank had a méize issue

exp

t he

planned for Q1 thisyedarbut we just backed of f.
have the appetite for it at present

issue until things calm down a bit (a lotherhaps your articles could
help by being a bilslammioanker, Pékistanwa r d

So Far

6l thought your first issue was ¢
it! None of your contributors made the point that we were in danger

of overusing Sukuk. Sukuk are not a universal panacea for every woe

of the industry. We need more product develepkfost of what | do

involves retail Islamic finance and | often think that we see more
innovation at that | evel than at
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http://www.yasaarmedia.com/Yasaar_Media_So_Far_Volume_1_Issue_1.pdf

Surely there must be more to raising cash than simply issuing more

shares or issuing more Sukuk? At leastehan Malaysia we use

medium term note programmes a lot more, but even they are limited

in scope. Let 6 s Isamiebankeo Maaysiannovati on!

So Far

O0We havendt got a huge track record
but | sent a copy of the first iss of So Far to everyone | could think

of to see if we canoét get Brunei t o
before very long. | thought the issue was very informaiivbut

perhaps you could have included a little more basic information so
thatevennovice coul d gain from&Bmpledi ng? Ju
in a financial centre, Brunei

So Far

6él found your section to be hittin
see that.l have thought that the industry went too far with Sukuk and

ignored the purpose.There aremany other Islamic financing
solutions that are more suited to a
Islamic banker, Bahrain

So Far

6 Wel | d o n e . Islandcofikamce gmswdtant anddtrainer,
UK

So Far

6You ar e doing a g r eldamic finanbe; congr
educator, UK

So Far

6Thank you and congratul aldlamons on t
finance lawyer, USA
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So Far

060Thanks and &lanmicdankert, WAEat i ons 6

So Far

@Congratul at i on slslanit finar@edawyerf Francet | ssue.

So Far

60 T h an k sJournaland dorfgmtulations on a successful launch. |
think it is useful for Islamic finance readers since it reviews a topic
from di f f er dsthnicfinance data pravidet, ISA 6

So Far
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