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INTRODUCTION 

Banking sector in Palestine is considered the most important sector in

the financial system. This is very clear through the increase in the number

of banks either foreign or local which invest in Palestinian markets.

Banking in Palestine can be classified in to two types: Islamic and

Commercial banks. every bank has special working system which

depends on its main operations.

In my project I started talking about the developments in Palestinian

banking sector and I differentiated between the Islamic and the

Commercial banks and the advantages and the disadvantages of dealing

with both banking sectors, and I used some analysis techniques to help us

determine the weaknesses and strengthen points in each of the aimed

banking systems.
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CHAPTER!

Development of Palestine Banks:1 

The Palestinian economy has passed through many declines due to the Israeli conquer and the situation's

that passed on the Palestinian sectors caused a great decline in the economical and financial state although

· th what it passed through the Palestinian economy tried to develop it self over and over with time .

This development started in the financial market at 1930 at the fist bank existence in Palestine which is the

Arab bank, and due to the decline of the economical state another time and the start of the 1948 war the

bank closed and shifted to Jordan. And after splitting Palestine in two areas which is the west bank and Gaza

strip; were the west bank was controlled under the Jordanian legislation.

the period between 1948 which is after years of stagnation and 1967 the Palestinian economy and financial

market redeveloped again in the west bank which caused the re-operating of many banks anther time such

as the Arab bank in Palestine, Cairo Amman bank, Grindlez bank as also the Jordanian bank.

On the other hand the other side of Palestine which is Gaza strip that was under the control of Egypt

legislation and that caused the presence of many banks such as: Bank of Palestine, Arab Bank, Alexandria

Bank, Nation Bank, and Agriculture Lending Bank. This caused some investors trustiness in the Palestinian

economy forming new investing in the Palestinian lands.

Relatively to the economical growth in Palestine at that time numbers of banks increased significantly

mostly between the period 1967 and 1993,banks in Palestine started increasing there branches such as Cairo

~·• Amman bank increased branches numbers to (8) branches more.

But at that situation, banks operations stayed limited under the Israeli conquer even though this situation

existed the Palestinian economy found some individuals who cared to developed it such as the Palestinian

Jordanian union for developing and refunding the financial and economical market in Palestine in the

period between 1/1/1994 and 31/12/1994 and After signing Paris protocol on Economic Relation between

Palestine National Authority (PNA) and Israel, and after the Palestinian authority gained its right in

controlling there economical state as after the independence of Palestine this caused more ga trust gaining

1( http://www.pma-palestine.org/bankenvi/bankenvi.html, page 1/6)
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from money owners (investors) and banks to enter to the Palestinian markets and increasing banks number.

in Palestine to (8) banks which has (34) branches between them 2 national banks owns (9) branches and th:

lift are foreign banks and in the period between (1/1/1995 till 31/12/1995) were the Palestinian authoritj

gave other license for opening new banks and that caused increasing in the number of banks to 16 withir

57 branch between them 6 national banks and that kept on increasing till the last statically research, anc

between the period (1/1/2005 - 31/5/2005) operating banks in Palestine reached to 22 banks with 13~

branch all around Palestine between them 10 national banks with a percentage ratio of ( 45.45%) has 6:

branch represents (45.99%) from the operating branches and there is 12 foreign bank that represents ,

percentage ratio of (54.55 %) from the total banks average in Palestine and its has 73 branch with ,

percentage ration (54.1 %) from total branches in Palestine.

2

:( http://www.pma-palestine.org!arabic/banks/chart%20o:f1%20banks.pçtl)
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Table No:1

Arab banks No. of branches National banks No. of branches
Cairo Amman bank 16 Bank of Palestine 25

Arab bank 22 Commercial bank of Palestine 5
Bank of Jordan 8 Palestine investment bank 7

Arab Egyptian land bank 7 Arab Islamic bank 8

Jordan commercial bank 3
Development and Jerusalem

9
investment bank

Arab Palestinian investment
Jordan national bank 5 1

bank

Housing bank in finance
5 Palestine international bank 4

& trade

Jordan Kuwaiti bank 1 Palestine Islamic bank 7

Union bank for saving &
1 AL-Aqsa Islamic bank 2

investment

The principal bank of

development credit and 1 Palestinian bank corporation 2
agricultural

foreign banks No. of branches

HSBC 1

3
( http://www.pma-palestine.org/arabic/banks/chart%?0of%20banks.pdD
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CHAPTER2
ISLAMIC BANK

Vhat is Islamic Bank?
• 's a financial institution aims to collect the money from depositor those whom don't want to deal with

ınterest (riba) then employ the deposit money in financial activates and services for customers according to

slamic rules (sharea).

History of Islamic bank:4

slamic bank were found since the prophet Mohammad time at that period people use to keep there money

saved with the prophet him self or even Abu Baker Al_ Sideq the first khalifa of Islam.

• Intil the existents of the European colony almost at the eighteenth nineteenth and twentieth century where

:he Islamic economics was controlled and managed by the European conquers European banking rules took

lace in the Islamic community and that kept on until the waking of the national Islamic conscious almost

around the end of the twentieth centuries were freedom to same Islamic country where gained for that a

need of developing the old economical rules into there own values and Islamic sharias regulation had to be

'onued and these is where the Islamic banks started to occur clearly in the Islamic society environment such

Algeria which took its freedom in 1963 they had to promote there new economical rules and formulate

:.hem with the bases of national and Islamic economical rules. Most Islamic country took there

independents between 1945 and 1963 that's where the Islamic economic started to a beer strongly on the

national economical field although that needed forming a base to financial Islamic economics procedures

vhich completely opposes the European interest rate rule these Islamic rules regulations and developments

.ept on modifying to meet with the Islamic and international economics tell the first Islamic bank that was

established in Egypt l 970thus called Nasser Social Bank

-c http://www.anderson.ucla.edu/zone/clubs/mbsa/history.htm)
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he Islamic Development Bank and the IOC (Islamic organization conference):5

Due to the modem technological developments and presence of globalization as financial and economical

cornpetition as entering of investors and bankers to the Islamic market. For that the Islamic countries started

o search for new rules services identical to the services featured by non Islamic banks under sharias Islamic

rules that existed in the establishment of the IOC (Islamic organization conference).

The idea of Islamic bank developments in Islamic counters took several steps by the organization of Islamic

onference to serve the entire Muslim (umah) community of faith.

A number of two billion dollar as capital shared initially and supplied by member countries the largest

coming from Saudi Arabia, Kuwait, Libya, United Arab Emirate and Iran. 1975 was the date of Islamic

· anks starting with the head quarters at Jeddah (Saudi Arabia) to foster economic developments and social

rogress of member countries and Muslim communities according to the principles of sharia was on of its

harter status.

At the first meeting there main concern was to clear the fixed interest rate and Islamizing the financial

systems by giving other finical forms that are accepted economical and Islamic ally such as profit and loses

sharing system (PLS) which many Islamic banks adopt it as a main system and that will be discussed

· ellow.

By the year 2000, the Islamic Development Bank (IDB) had financed inter-Islamic trade to the tune of over

8 billion mostly using the mark-up technique. It also gives loans, taking only service charges according to

ctual administrative expenditures. But it does try to promote sharing based modes of financing. It is also

managing an investment portfolio in which individual Islamic banks place their surplus liquidity. Even

though it can not, and does not aspire to, serve as a lender of last resort for all Islamic banks, it is trying to

help them solve their liquidity problems. It fosters technical cooperation between member countries and has

stablished or sponsored a number of institutions for this purpose. The Islamic Chamber of Commerce and

the Islamic Foundation for Science, Technology and Development are two of these. It is also distributing

(http://siddiqi.com/mns/Lecture2.htm ((Anderson Graduate School of Management, University of California, Los Angeles, 7
.. ovember 200 I). '

5



scholarships for higher learning and technical education to Muslim students in countries in which Muslims
zre in a minority.

· order to fulfill its mission, the IDB has established the Islamic Research and Training Institute (IRTI). It

conducts in house research, sponsors external research, publishes a research journal, conducts training

courses, organizes seminars and conferences and maintains a database on Islamic countries' economies, etc.

The Islamic Development Bank interacts with all regional and international financial institutions like the

ternational Monetary Fund (IMF), the World Bank, the Asian Development Bank, etc.

slamic bank activities: 6

.slamic bank activities include steps which are the main principles that are considered and described as

-·~uows:

· -Collecting deposit

Islamic bank offer deferent kinds of deposit:

A) current account:

urrent account: are similar to those offered by commercial bank and no reward is paid on deposit, they are

sed for transaction and safety purposes.

Investment account:

t

lnvestment account: Customers opens investments accounts to gain back with a :financial return. Base of

vestment accounts are trust and safety on :financing processes. It is formed of two main partners: keeper

and taker. The depositor is the financial partner (keeper), while the bank is the managing partner (taker).

The bank locates all investment deposits in suitable investment opportunities. The return of investment

onsidered to be profitable or loss) is then distributed equally upon the sharing equivalence with the

epositors, after the bank deducts its own costs which are the previously agreed fees for its investment

irecting and management efforts. The type of investment account and the terms of the deposit determine a

epositor's share in the investment's return. A higher share of profit is paid for deposits with a longer

maturity. In the event the investment is not profitable, the depositors share the loss.

) Special investment account:

( www.globalwebpost.comfarooqmstudy _resi_ econ _fınschaik _banking.pdf Islamic bank,200 I ,page 8)
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lot of different and special deposit forms are preformed to services by the Islamic banks for investments

•. ıher from individuals or from companies, corporations, or even from government the main aims or targets,

rms conditions and statue mode of investment of these deposits may be decided by mutual acceptance .

. . Joint venture (Musharaka)

~imited liability partnership is meant to combine the skills of two or more partners in a business project

'here any net profit gained or lost is shared as a result of the partnership. In a joint venture, partners

.ontribute both capital and effort. Their participation in capital and effort may differ, where the financial

eward is shared depending on the capital base or effort dialed upon at the basic agreement. Since

ast Islamic banks do not wish to be deeply involved with the management of a venture or a project, this

- mı of partnership is not so common.

:. Trust Financing (Mudaraba)

.Judharaba is partnership in profit.)

-~ is an agreement (contract) to form a partnership between two parties; one provides capital and the other

anages with his efforts. The party who provides capital is called ''rabulmal or financier" and the second

::arty who manages the partnership is called "Mudhareb".

The Mudhareb is an entrepreneur; who has good experience and managing skills and he is in full charge of

-.~ .. _ to day running of the joint-venture.

:lı.is agreement gives the right to the entrepreneur in profit share only, where by the capital and properties of

joint venture remain owned by the financer.

e partners agree on the profit share distribution between themselves as accepted in the main contract

tween them

t ı ~.Non Profit and loss share financing Contracts. 7

lark-Up Financing (Murabaha)

urabaha is a where the Bank, at the request of its client's buys from a supplier/producer and then sells on

tallments to client what was bought. The selling price includes the actual cost of the goods plus a given

redetermined) profit margin. The client pays back to the installments to Bank upon a agreement within

·:ıture date. Not to forget that the delivery of the bought product or item to the client is on the spot upon

signing of the Murabaha contract,

www.globalwebpost.comfarooqmstudy _resi_econ_fınschaik_banking.pdf Islamic bank, 200 I page 9)
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4-Salam Finance

Salaam is a sale of goods which will be delivered in a future date for a paid cash price, which means, it is a

financial transaction in which price is paid in advance to the seller who relays on no one but himself to

deliver goods of determined specifications on a certain future date.

Islamic banks used this mode to finance manufacturers, farmer and producers of natural resources such as

natural gas, crude oil etc.

5-Istisna'a:8

istisna'a is a service applied from the bank to the customer upon his request to build or manufacture a

factory, a building, equipment, or any other item that can be fabricated or manufactured.

For performing an istisna financing, there should be a contract signed between the bank and the service

requester.

Since the bank is not qualified to manufacture the item agreed upon, the bank signs with, another contract

called (PARALLEL ISTISNA'A CONTRACT) identical to the istisna.

Contract except the amount of the latter contract is greater than the main contract by the profit margin

agreed upon.

Payment of the (ISTISNA'A CONTRACT) amount is payable on varied installments as agreed before, while

payment of the (PARALLEL JSTSNA'A CONTRACT) is payable on cash basis.

6-ljarah :( rent)

t The Islamic banks get or gain certain assets such as machines, buildings, or equipment and allow the

ustomers to use them for a certain period within an agreed price. This is a rent contract for the assets. The

terms of the contract are decided by mutual consent.

7-Takaful (Islamic Insurance)

(http://www.alburag.co. uk/Key/G lossary.htm,2000 ,page 65)

(http://www.cefııııs.ac. u k/cgi-bi n/prograııı mes.c gi?fu nc=course&id= 13 3)
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In current and future business, one of the ways to decrease the risk of loss which is an effect of misfortunes

.s through insurance. The main idea for having insurance as a basic process in the modern bussines is the
sharing of investments risk. The idea of insurance where resources are pooled to help the needers does not
ppose Shariah.

raditiorıal trading insurance involves uncertainty (Al-gharar) in the contract of insurance, gambling (Al

maisir) as the consequences of the existence of uncertainty and interest (Al-riba) in the investment activities

f the traditional insurance companies which pentrates sharia rules. It is generally accepted by Muslim

Jurists that the operation of traditional insurance does not apply under the rules and requirements of Shariah.

_-financing

epending on the situation, Islamic banks can choose between PLS (profit loss sharing)-financing, trade

rinancing or lending. With respect to (PLS) a client will first of all present a detailed investment proposal to

the bank, then decides either to participate or not. If it does, and which it usually does on the bases of trust

financing, assuming the role of financing partner so as not to be involved with the actual management of the

f the venture. The contract between the bank and the client should clearly states as the partner's

sponsibility and the profit-sharing ratio. However, trust between both parties should be dominant.

- Trading in Securities

Arı Islamic bank may give securities as services for its clients, and ask a fee for it. The legal basis for this

security service in the Shari'a is the agency-contract. The fee, however, should be fixed and depends on the

cost and efforts of the bank. Hence, it may not depend on the sum in transfer, unless the quantity of the

ıransfers affects the bank's effort. A number of securities are not acceptable according to the Shari 'a: there

for Islamic banks may not deal with them.

And as was considered previously there is variation between three types of securities which are income

securities, stocks and derivatives. Fixed-income securities, such as certificates of deposit and zero-coupon

nds .these are forbidden and there reasons are they interests presentation (riba) as there is other types

vhich are legally accepted form shaira point of view as stocks and as its described above they sharing

istribution will depend on the capital contribution ratio. Positive, In general, Islam has a positive attitude

owards share holder ship and stock-market. Even other process in the stock market such as Speculative

ade in stocks, or shareholder ship should be under the frame of Islamic sharia legal rules

9



~. Other Banking Services9

The fourth category of bank activities includes services like payment and clearing of cheques, money

nsfers, safeguarding of valuables, purchase and sale of foreign currency, and financial advice. The legal
sis for these activities is the agency-contract. Clients benefit from these services, and the bank has to incur

costs to offer them. Hence, it is justified to ask a fee. When no extra effort is performed and no extra costs
zre incurred for repeated services, the bank cannot legally charge a fee. The fee must be proportionate to the

effort and costs. It may not fluctuate with the size of the transaction, if size does not matter for cost and/or

effort. Another important activity of banks is issuing letters of credit and guarantees. The legal basis for

ese transactions is the guarantee (kafala) contract. Earlier, we saw that liability (guarantee) is one of the

tifications for a reward, so a fee may be asked.

5. Social Activities and the Religious Supervisory Board 10

slamic banks have to combine both profit and morality into their aims. According to that, supporting social

·elfare Programmers is a way of achieving their religious duty. Islamic banks support financially social

zctivities through the obligatory skate (wealth) tax and through voluntary donations.

ules of profit and loss sharing in Islamic bank:-11

slamic bank has five types of contracts for profit and loss sharing

f financing with a fixed return is not allowed, banks should finance on the basis of a flexible return. One of

.he possibilities is profit and loss-sharing (PLS), which also includes equity-based financing. Within the

bari'a, it is the most dominant form of financing; therefore the second rule is that financing should be

rovided on PLS basis. Actually, interest-free loans also excluding debt with an implicit interest rate, such

- zero-coupon bonds), are another option, but not for large-scale financing. PLS is a form of partnership,

.here partners share profits and losses on the basis of their capital share and effort. The justification for the

:>LS financier's share in profit is his effort or liability PLS-fınancing is an example of cooperation on the

is of equity and solidarity Overall, there are two main types of contract. PLS - financing contracts and

n-PLS Financing Contracts. Islamic jurists have worked out two forms of PLS-financing: joint venture

musharaka) and trust financing (mudaraba).

www.globalwebpost.comfarooqrnstudy _resi_ econ _fınschaik _ banking.pdf Islamic bank, 200 I ,page 15)
( www.globalwebpost.comfarooqmstudy _resi_ econ_finsclıaik _banking.pdf Islamic bank, 200 I ,page 16)
( www.globalwebpost.com farooqmstudy _resi_ econ_finschaik _banking.pdf Islamic bank, 200 I ,page 17)
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dern Islamic bank services:-

"" Bank provides all kinds of banking services such as documentary credits, letters of guarantees,

ceptances, spot foreign exchange business (buying and selling), and other banking services such as ATM,

ne bank and Inter branch services.

mic Bank's Duties: 12

amic banks aim to develop and modernize the economical and social state through the banking

investing services. As also financial employments that precedes through the sharies rules and

.;ulations as thought the internal system that was founded and aimed to:

1. Expansion of dealing with banking sector by providing banking services with concern of aimful

services to animate the social affiliation which is organized on the common utilities basis.

2. Developing facilities for attracting funds & savings and directing it toward participating ın

investment as by Islamic Sahria'a Rules.

3. Providing necessary funding, to fulfill the different sectors demands as Sharia'a Principles.

4. Owning and renting machines & tools for the purpose of leasing them

Banking Functions associated with the Islamic Sahiria' a Rules: 13

1. Accept cash deposits, open current & other deposit accounts, pay value of withdrawn cheeques

& dealing them, collect commercial bills, transfer funds internally & externally, open letter of

credit, issue banks guarantees & letter of guarantee, personal letters of credit, credit cards &

other advanced banking services.

2. Deal with foreign currencies by selling & buying on present value basis, deal by future value for

customer's accounts, and enter within permitted ranges in the cases of exchangeable loans- with

no interest - for different currencies as per needs.

3. Provide "limited maturity lending "considering it - no interest service - either by discounting

short - term commercial bills or by partial payments lending.

- lıttp://www .alburaq.co.uk/Key/G lossary.htm)
money and banking book,Rashad AL_Asar, Read Halabe,2000, page90)
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