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Welcome

W

elcome to the winter edition of The Bahrain
Banker. Sadly this will be last edition of the
magazine as the Board of Directors has
decided to close down the Association’s
Publications & Events Department as a cost-cutting
measure. However I am sure you will agree that this
edition lives up to the high standards that have gained
the magazine deep respect in the market since its launch
in December 2009.
The Association’s Board of Directors has been taking
a close look at 2016 and beyond and we have taken
some difficult decisions to ensure that we can continue
to support our member banks and prioritise their needs
at the expense of ancillary activities. However we are
proud of the role that The Bahrain Banker has played in
promoting Bahrain as a banking centre since its first issue
in December 2009.
We would like to thank Publisher (and acting Editor
for the past nine months) Abdullah Jonathan Wallace for
initiating the idea and directing its successful contribution
to Bahrain’s banking sector over the last six years.
In 2015 the Supreme Council of Women (SCW )
celebrated year of ‘Women in the Banking and Financial
Sector’ and we have marked this important event by
reviewing an in-depth research study commissioned by
the SCW. Dalal Al Qais, Head of Retail Banking at Standard
Chartered, also writes about her experience over the
years. Looking at 2015 in a wider context we examine
the highs and lows of the banking scene in Bahrain in a
review of the year.
Once again the EDB’s Chief Economist, Dr Jarmo
Kotilaine, unpicks an important issue for banks, especially
for those in Bahrain when he takes a look at the potential
role of the private-sector in Gulf economies as they face a
downturn in oil revenues.
Continuing the Association’s determination to combat
increasing regulation, we have again given space to the
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outspoken analyst Dean Rowan
who asks whether over-regulation
has created more problems than
it set out to solve.
Gold prices and the volatility
of the gold market are never far
from the news and London-based
correspondent Martin Morris
presents an overview of the
current situation and long-term prospects for gold as an
investment.
Technical issues facing today’s banks are highlighted
in Tech Talk where we throw light on the technical
problems facing Sharia-compliant financial institutions.
‘Disaster recovery’ is ever-present in the minds of the
modern banker and is the subject of a brief review of the
latest developments in this field.
We are privileged to have a comprehensive insight
into the need for and the workings of Family Offices in the
Gulf by the Zurich-based expert, Dr Steen Ehlern. Takaful
(Islamic insurance) is reviewed in depth by industry leader
Ashraf Bseisu.
Crowdfunding and money laundering are investigated
in depth in two separate features and we are lucky to
have an overview of the markets in the GCC by Nomura
Asset Management CEO, Tarek Fadlallah.
This last issue of The Bahrain Banker is rounded off by
an analysis of Bahrain’s rising public debt by Adnan Yousif,
President & Chief Executive of Al Baraka Banking Group
and a Director of the Bahrain Association of Banks.
I hope you have enjoyed reading The Bahrain Banker
and I thank you all for your support and your contributions
over the last six years.
Abdul Razak Al Qassim
Chairman, the Bahrain Association of Banks
and CEO and Director, NBB, Bahrain
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Barriers to gender diversity within senior management in Asia
‘Double Burden’ Syndrome

								

‘Anytime, Anywhere’ performance pressure

							29

Lack of pro-family policies / support services

						 26

Women’s reluctance to promote themselves

					23

Women’s tendency to have lower ambitions than men

				22

Absence of female role models

			20

Women’s tendency to network less effectively than men

		 19

Women deciding to opt out of workforce

13

No barriers

12
0

Overcoming the challenges facing
women on the corporate ladder
The Supreme Council of Women’s 2015 ‘Year of Women in Finance
and Banking’, lead by HRH Princess Sabeeka bint Ibrahim Al Khalifa,
wife of the King and the Council’s President, was a huge success.
Many initiatives to improve the role of women in banking and
finance in Bahrain were undertaken as a result.

T

o clarify the issues underlying this important
subject, the Supreme Council of Women
(SCW) commissioned a research study entitled
Role Enhancement for Bahraini Women in the
Private Sector from Manama-based Intellect Resources
Management (IRM), headed by Sabah Almoayyed, a
seasoned banker and a former CEO of Eskan Bank.
The study found that working women in Bahrain are well
qualified, proficient at work, possess good communication
skills, are well organised, motivated and are confident of
their capabilities. They can multi task and are hardworking
and committed. They have contributed to the growth of
their respective organisations and have supported and
fostered their subordinates along their career path.
However despite these qualities and the contribution
women make, it is not very easy for them to rise up the
corporate ladder. The survey which formed the basis of
the study found that women face both challenges in their
current leadership position and obstacles in climbing the
4
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Special training and coaching
programmes should be
developed for women
employees to develop skills
that help them grow into the
most senior roles within the
companies they work
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McKinsey & Company, 2012, Women Matter: An Asian Perspective Harnessing female talent to raise corporate performance.

corporate ladder. Some of these include a lack of equal
opportunity, a preference for male colleagues and a lack of
training and coaching support.
These barriers and challenges can be overcome
by establishing an ‘Equal Opportunity or Equivalent
Committee’ at the institution level, with clearly defined
terms of reference, IRM proposes. To measure the impact
of these committees it is important regularly to monitor
and evaluate their work. There should be diversity and
representation of women on corporate boards of directors
and women should be supported in several ways to ensure
that they attain the qualities and competencies to become
effective board members. Special training and coaching
programmes should be developed for women employees
to develop skills that help them grow into the most senior
roles within the companies they work.
Putting this in a regional context the study investigated
the barriers to greater diversity across senior management
in Asia as a whole. Based on a survey of selected participants
a McKinsey & Co report concludes that balancing work and
domestic responsibilities (the ‘double burden syndrome’)
is the biggest barrier. In certain markets the level is much
higher. In India, South Korea, and Japan it is close to half,
indicating the strength of the cultural views held by many
women as well as men that hinder women’s progress. In
Australia, China, Hong Kong, and Singapore family duties
appear to exert less influence over women’s decisions
about their working lives.
In the academic year 2013/14 in Bahrain the number of
female students enrolled in higher education was 20,422

compared their male counterparts at 12,652. According
to 2015 government data 55,535 Bahraini women were
employed across all sectors of the economy and in
2014 number of women owning business (commercial
registration) was 29,793.
According to the Central Bank of Bahrain’s (CBB) survey
of banking and financial services institutions in 2014,
women accounted for 26 percent of the workforce in
Bahrain’s financial and banking sector. The percentage of
Bahraini women in entry-and-middle-level management
is close to 33 percent and at managerial positions it is 18
percent. However it diminishes in senior management
positions and above.

Percentage of Bahraini women occupying
senior positions in banking and finance
33%
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Directors
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Extracted from CBB survey of Banking and Financial Services
Sector Institutions 					

Officers
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In terms of support services provided by different
institutions in this sector, the CBB recorded data on certain
select indicators.

Banking and financial services institutions
that provide selected support services to
their employees
Support Services
Flexible Working Hours
Insurance Coverage
(including Maternity Insurance)
Nursery at workplace
Work from home

Number of 		
Institutions (%), 2014
93 (45%)
117 (57%)
6 (3%)
39 (19%)

Extracted from CBB survey of Banking and Financial Services Sector
Institutions

(2013-2022) was often raised, especially the steps towards
mainstreaming women’s needs into the policies of
institutions based on the principle of equal opportunities.
It was observed that several initiatives are being
undertaken by a few institutions to promote equal
opportunities for employees. They provide support
services, such as flexible working arrangements, to balance
personal and professional lifestyles and have introduced
measures to fast-track the career progression of women
employees to reach leadership positions. In addition
questionnaire-based surveys and focus-group discussions
were conducted on a regular basis to identify gaps and
training and mentoring programmes for employees are in
place.
To achieve the objective of equal opportunity and
diversity it was strongly recommended that priority
should be given to establishing an Equal Opportunity

During the meetings key issues were identified to overcome barriers to promotion and achieving the objective
of mainstreaming women’s needs.
Equal Opportunity: Provide equal opportunities to all employees and establish a committee that will work for the
integration of their needs into company policies.
Training: Develop leadership and technical skills training programmes for employees that will aid their career
progression.
Support Services: Provide support services to employees to improve performance at work. These include flexible
working hours, succession planning, a well-developed career path, a healthy work environment and infrastructure
support for all employees and customers.
Awareness: Implement awareness programmes for company employees about the concept of equal opportunities.
Knowledge Management: Share successful accounts of role models in the industry and encourage networking
among employees to support knowledge transfer.

IRM’s research concluded that the following steps have to be taken by different stakeholders in fulfilling the
objective of equal opportunities and diversity in the banking and finance sector.
Employers’ Support
l
l
l
l

Emphasis on equal opportunity and higher female participation in senior roles in the HR plans
Greater initiatives like workshops and mentoring and training programmes to prepare leaders and encourage greater
female participation in decision-making roles
Outlining a clear career path for women
Development of a conducive environment for women to ‘think out of the box’ and bring their ideas on ‘the table’

Government Support
l
l
l

Policies to guide industry to promote greater female participation and diversity in senior positions in the
private sector
Schemes to incentivize equal opportunity and diversity at in the private sector
Educational initiatives that focus on developing a balance between women’s academic understanding, and work
ethics and motivation to grow in the workplace

Bahraini Women Employees
l
l
l
l
l

Support from family and society
Flexible arrangements for balancing personal and professional life
Motivation and confidence to grow at workplace
Female role models to look up to for mentoring and guidance
Showcase and promote their skills when required

Based on primary research findings

Committee, implementing equal opportunity terms of
reference, monitoring and evaluation and enhancing
board members’ competencies.
It was also strongly suggested that members of this
non-decision-making Equal Opportunity Committee
report directly to the CEO or Deputy CEO. The committee
should be independent of the human resources and
corporate governance committees of their institution,

the report recommends. To create awareness of diversity
and promote equal opportunity the Equal Opportunity
Committee should include representation from the
executive management the product and business
development division, the human resources department
and the operations department.
The monitoring and evaluation of the performance of
Equal Opportunity Committees across the banking and 

Measuring Impact: Record gender-based statistics on select indicators (including the budget) and monitor and
document best practices.

Participation of women in the general workforce varies
across different countries. Compared with other countries
in the GCC, it is at a modest level in Bahrain. But when
compared with countries like Australia, Singapore and
China it is low. Hence an assessment of ways to overcome
the barriers women face is important, especially against
the backdrop of the significant contribution that women
make to economic growth of a country.
In compiling the IRM study one-to-one meetings were
held with senior management (including CEOs, General
Managers, Managing Directors, etc.) of select banking
and financial services sector institutions in Bahrain. The
National Plan for the Advancement of Bahraini Women

6
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To measure the impact
of the Committee’s work,
monitoring and evaluation
is a vital requirement
financial sector is absolutely essential. This can be done
by collecting data on indicators that capture information
on the following: demographics (age and gender); the
budget allocated for training and development of women
employees; policies adopted for promoting women
to senior positions; maintaining data on the career
progression of women; and the ongoing initiatives for
knowledge management through networking, coaching
and mentoring programmes
This data on the selected indicators should be collected
on a periodic basis and compiled by the Bahrain Association
of Banks, the Bahrain Insurance Association for member
organisations, and the CBB for non-member organisations.
These institutions will form the ‘data repository’. The data
can be shared with the CBB to monitor and evaluate the
impact of steps taken to promote equal opportunities and
diversity across the institutions.
The report underlines the need for greater diversity
in senior positions where there should be a greater
participation of women on boards of companies. There
should also be equal gender representation on boards
of directors and some age diversity at the board level.
In addition, for employees to reach the board level of a
company, it is important that they possess the necessary
qualities to become a board member.
To achieve this there is a need for training and
mentoring programmes for women employees. Such
programmes will help foster talent and facilitate growth of

the employees along the corporate ladder. The outcome
will thus feed into the objective of achieving greater
diversity in senior management. In addition it will create
a positive impact on the customers of the banks and
insurance companies. Better performance of employees
in this sector will in turn lead to inclusive growth wherein
both employees and customers benefit from career
growth and improved services.
To ensure that the objective of mainstreaming women’s
needs by promoting the principle of equal opportunities
is achieved through effective implementation, several
steps have already been taken to introduce and activate
the National Plan for the Advancement of Bahraini women
(2013-2022) to private institutions in the banking and
financial sector.
There has been a positive response to this initiative
and CEOs and senior management of several institutions
have extended their support in ensuring equal opportunity
for all.
Current trends in Bahrain indicate that male to female
ratio in the country’s working age group is 1:1 and there
is tremendous scope for absorbing more women into the
working population. Even though women’s employment
has grown in the past, women’s representation in senior
positions and on boards of companies continues to
remain low and are disproportionate compared with male
representation. These trends are similar to global trends.
Globally several steps, such as the formation of Equal
Opportunity Committees with clearly-defined guidelines,
a quota for women’s representation on boards and laws
and acts governing equal opportunity are being taken to
change this trend.
The report stressed that similar initiatives should
be undertaken and supported in Bahrain. This must be
done by establishing an ‘Equal Opportunity or Equivalent
Committee’ at the institution level with clearly-defined
terms of references. To measure the impact of the
committee’s work, monitoring and evaluation is a vital, the
report concluded. 				


Do you need to take a fresh
look at your brand?

Industry is a award winning strategic
brand consultancy with a strong track
record in building successful bank brands.
Talk to us about how we can help you
develop a brand advantage.
Bahrain office +973 1750 2716
www.industrybranding.com
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WOMEN IN BANKING

WOMEN IN BANKING

Let’s get more women into senior
positions
For half a century Bahraini women have been proving themselves
in the workforce across all sectors. They have paved the way, not
only for their peers within the country, but have also led the way
by example for women in other countries of the Gulf, writes Dalal
Al Qais. Of course, as expected back at the time when women first
started working, they have faced a lot of challenges both at home
and at work. Now we are at a time when women not only occupy
leadership and key positions within the Kingdom, but also play an
integral role in the economic output of Bahrain.

I

ssues exist in the financial and banking sector, as in
all sectors and that all staff face -- not just women.
But is must be said that banking and finance (my
sector) discriminates the least on issues of women’s
empowerment. This is due to the nature of the sector itself
and especially because it is open to so many other global
markets and cultural influences. As a result the issues that
may arise lie within an organisation rather than in the
sector as a whole. This will depend on the culture of the
organisation and particularly on the attitude of its female
employees.
In Bahrain there is agrowing number of women in
senior positions in banking and finance. I believe that,
with some support from the industry, it will be possible
to improve on this. There are many women who are ready
right now to assume leadership positions and many more
women who are eager to be trained and mentored to
assume senior roles. But progress in this also depends
on the organisation and its philosophy towards having
women in senior positions – a belief in their capability to
perform and deliver the objectives set. Last year’s Supreme
Council for Women and the Central Bank’s drive to establish
Equal Opportunity committees within the financial sector
is a step in the right direction.
The banking and financial field can offer a lot of career
opportunities for driven and result-oriented women and
there are many women who see banking and finance
as a great career option. Having said that, the challenge
of managing a work-life balance remains and that can
only be achieved if organisations can provide the right

10
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environment. I believe with the appropriate HR policies
and management push with the help of the Central Bank,
more women will be attracted to banking and finance and
will seek to attain leadership roles.

There should be no ‘ceilings’
for women and we should
aggressively pursue roles we
believe that we can take on
and enhance

Standard Chartered
Group Global Facts (as at October 2015)
l 24% of our Board Members are women.
l 38% of the senior management team reporting
to our CEO are women:
- Chief Operating Officer
- Regional CEO of Europe & Americas and Chief of
HR and Compliance
- CEO of Retail Banking
- CEO of Commercial Clients
- Interim Chief Risk Officer
l Seven country CEOs in: China, Hong Kong,
Singapore, Tanzania, Nigeria, Turkey and Peru
GCC Cluster (Bahrain, Oman, Qatar and KSA)
34% of GCC workforce of the Bank are women
l 21% of GCC workforce are senior women
executives
- Head of Retail Banking, first woman in GCC
market
- CFO, first woman in GCC market
- Head of Compliance
- Head of Corporate Affairs and Brand & Marketing
l

Bahrain
l 35% of the Bahrain workforce are women
l 23% of Bahrain’s workforce are senior women
executives
l 40% of the Country Management Team are
women
- Women leaders in Bahrain include:
- Head of Retail Banking, first Bahraini and woman
in GCC market
- CFO, first Bahraini and woman in GCC market
- Head of Compliance
- Head of Corporate Affairs and Brand & Marketing,
First Bahraini and woman,
- Head of Clients Acquisition
- 3 branch managers
- Head of Global Sourcing
- HR Manager
The qualifications needed to enter the banking and
finance profession are not only about the university
degree or the individual’s wider educational background.
Admittedly in some parts of banking that is all that is often
required, but to be a well-rounded banker, both women
and men also need to have good emotional intelligence
and communication skills. This will help them work well
with their colleagues. Good and sound judgment is also
necessary for the job. Therefore the readiness to acquire
enough experience through hard work and a willingness
to learn should be there at the core. It is not about the job

you hold, it is about how a person can handle the job and
about being accountable and trustworthy.
Banking is known to be a challenging and highlydemanding sector. People (both men and women) who
decide to enter this field should come in with their eyes
wide open. They should understand that their role will
include a lot of administrative work, especially now with
the increasing demands of compliance regulations.
Individuals need to have a clear idea of the job that they
are hired for and an honest assessment of their ability to
perform that job and be willing to meet the expectations
of management. If an employee/new hire believes that
the job was not what they signed up for or that they
cannot perform to expectations, they should have a word
with the supervisors to see what can be reasonably done
or find the right job fit in another role.
On the other hand it is also the organisation’s
responsibility to fit people into jobs that match their
capabilities as much as possible – a difficult task but largely
achievable with the right motivation and support.
Another obstacle to women’s empowerment is men’s
traditional attitudes to women. This is an age old issue
which is not going to be resolved overnight. Having said
that, old-fashioned attitudes have significantly diminished
over time. This is personal and specific to an individual
and, moreover, is related to the environment in which
the individual was raised. It is difficult to change this and
largely remains the responsibility of the organisation’s
management to see that discrimination or old (or
traditional) attitudes towards women are not practiced
in the workplace by putting in the necessary policies and
instilling the right culture and values.
Women and everyone, for that matter, should seek
more challenges within the workplace. This includes the
willingness to take on more responsibilities and the desire
for more challenging roles. Career building is not about
waiting for what you think you deserve, but it is about
identifying
opportunities
and ensuring that is where
you want to be. Women have
proved their capabilities and
their drive. There should be no
‘ceilings’ for women and we
should aggressively pursue
roles we believe that we can
take on and enhance.


Dalal Ahmed Al Qais was appointed the first female
Head of Retail Clients by Standard Chartered Bank in
Bahrain in May. She is also the first Bahraini to hold this
role at the bank.
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We need a more robust private sector
“Sweet are the uses of adversity, which like the toad, ugly and
venomous, wears yet a precious jewel on its head,” William
Shakespeare wrote more than four centuries ago. Clichés abound
but the fact remains that every crisis constitutes an important
opportunity to do things differently and more effectively, writes
Dr Jarmo Kotilaine. For the Gulf Cooperation Council countries (GCC)
the current bout of oil-price volatility serves as a reminder of the
main limitation of its traditional growth model which has involved
channelling oil surpluses through government spending into
economic development.

W

hatever the future of oil prices, it seems
that the current market environment is
increasingly challenging expectations of
‘business as usual’. Cheered on by the likes
of the International Monetary Fund, the GCC countries are
tackling the challenges created by the prospect of ‘lower
for longer’ on multiple fronts. In essence the end result
of these efforts is likely to be a diminished reliance on
government spending along with smaller, more efficient,
public sectors. For this paradigm shift to work, the region
needs a more robust private sector which can step in to
perform some of the functions historically undertaken by
the public sector.
Empowering the private sector is likely to enhance
the ability of economies to adapt to disruptive change
Prince Mohammad Abdulaziz Airport in Madinah
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as well as proactively drive innovation. The profit motive
has an impressive track record as a driver of productivity.
Conversely heavy involvement by government in the
economy tends to drain off dynamism through weaker
market competition and through the creation of an
environment where even private companies can rely on
government contracts, rather than on creativity, as their
lifeline. The labour market dynamics arguably tend to be
even more troubling, with a seemingly total crowding out
between the private and the public sector observed in the
GCC. As the public sectors of the regional economies have
absorbed jobseekers, private sector companies have often
struggled to recruit and retain talent.
The private sector opportunity has been recognised
across the GCC. After all the region has experienced

bouts of oil-price volatility before – most recently in 20082009. As a consequence plans to reduce dependency
on oil revenues are firmly embedded in the economic
development strategies of all the Gulf countries. Although
it is not easy to implement such visions at a time of plenty
when the alternative of inertia remains a credible option.
While diversification has made headway, oil has remained
dominant, especially outside of Bahrain and the UAE. In
Bahrain, the non-oil sector has increased its share from
56 percent of GDP around the turn of the century to 80
percent now.

Greater productivity and
entrepreneurship are
needed to create the
numbers and quality of jobs
The lack of greater progress in empowering the private
sector has been complicated by the limited institutional
experience, know-how, and skills in many areas but also
by a degree of complacency that high oil prices (and the
consequent ability to continue with established practices)
has engendered. Ensuring that private capital is now
mobilising more effectively is critically important as the
region continues to journey through what is effectively its
golden age of infrastructure projects. Such investments are
needed to drive economic diversification and job creation
alike and ensuring high levels of investment through new
modalities is of great importance. More generally greater
productivity and entrepreneurship are needed to create
the amount and the quality of jobs that the growing
number of young people in the region deserve.
In practice the way forward will likely involve redoubled
efforts to support and take further existing policies. In some
cases, however, new regulations and institutions may be
at least would be helpful in accelerating the transition. I
would like to focus on ways in which this transition can be,
and is likely to be, pushed forward.
The importance of entrepreneurship as a driver of
growth and job creation is increasingly well understood.
All regional governments have undertaken a range of
measures to support the creation of new companies
through a combination of grants, loans, and non-financial
support. Across the region, SME formation has accelerated

as there is growing awareness and acceptance of
entrepreneurship as a career option, in marked contrast
to the transition preference for public sector employment.
But the reality remains that the transformative impact
of these measures cannot be achieved merely by efforts to
boost the number of small companies. Such initiatives tend
to be weakened by the preponderance of low-productivity
service sector companies, widespread emulation of
‘popular ideas’, and the lack of strong regulation to ensure
a level playing field, or to facilitate insolvency.
Partly as a result the emphasis on SME initiatives,
as these programmes mature, is increasingly shifting
toward support for innovative entrepreneurship as well
as company growth. Evidence suggests that the larger
a company the greater its impact on job creation for
nationals, innovation, and exports demonstrating the
importance of these initiatives. New thinking is required
in terms of encouraging external investors as well as
mergers and acquisitions. Similarly it is important to
reduce the stigma traditionally associated with failure in
order to encourage creative risk-taking and to mobilise
entrepreneurial talent without unreasonable disruptions.
A number of policies have been used to reduce the
involvement of government in the economy. Perhaps the
most established of these includes downright divestments
of government assets through total or partial privatisation.
This is happening more and more with land and real
estate. But this approach has also delivered significant
benefits in connection with the privatisation of stateowned enterprises, often just through the sale of minority
stakes. In particular efforts to list SOEs on stock exchanges
has tended to result in improved transparency and
governance which in turn has reduced the cost of capital
and thereby has opened up new growth opportunities. 
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The deregulation of old government monopolies in the
telecommunications sector across the region has been an
almost unequivocal success story and has transformed the
sector into a key growth driver.
In some cases deregulating areas that have been
traditionally dominated by government provision has
opened up new opportunities for private investors while
also allowing governments to focus on genuine need.
Enabling the private provision of services in sectors such
as education and healthcare has fostered competition,
increased choice and has enabled governments to devote
its attention and resources to those for whom private
provision is not a realistic choice. For instance Bahrain has
made substantial headway in making private organisations
a systemically-significant element of provision in education
and healthcare alike. In both sectors, private companies are
responsible for more than 40 percent of the value created.
Private and public provision do not necessarily offer a
zero-sum choice. One of the most influential innovations
in public sector service provision since the late 20th
century has been that of public-private partnerships (PPP).
This has become an established practice in the GCC as
well, and periods of low oil prices have tended to push
governments to consider involving private companies in
the provision of services that historically would have been
purely undertaken by government.
The most impressive headway has been made in the
area of independent power and water projects which
have materialised in all GCC countries. In Bahrain, PPPs are
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now responsible for 79 percent of all power generation;
the region-wide total is 43 percent, up from 27 percent in
2010. The model has also been pioneered in the area of
social housing with Bahrain once again leading the way by
launching the first initiative in 2010. More and more other
regional countries are looking to follow.
Expanding the reach of PPPs to other sectors
commands great interest, but is not devoid of problems.
Some high-profile initiatives have failed in the past while
other projects have been plagued by massive delays.
There few established models and the formal regulatory
framework is still only taking shape. Kuwait was the first
regional economy to have adopted a PPP law in 2008
which was rewritten in 2014. Additionally Dubai adopted
a similar law recently and Oman is reportedly preparing
a formal regulatory framework. Qatar is also said to be
studying the idea. Bahrain does not have a law specifically
on PPP but has a rugulatory and institutional framework
for handling privatisations which also been used for PPPs.
Saudi Arabia is currently leading the way in terms of
actual implementation. The General Authority for Civil
Aviation (GACA) has announced plans to privatise the
King Khalid International Airport in Riyadh and plans are
reportedly in the making for the sector as a whole. The
new Prince Mohammad Abdulaziz airport in Madinah was
developed as a PPP and a similar plan is in preparation
for Taif.
Apart from formal PPP structures private capital has
been involved through capital markets, especially bonds

and Sukuk used to finance public provision of services.
Again, Saudi Arabia’s GACA was a pioneer by using Sukuk
to fund the Jeddah and Riyadh airport projects, thereby
limiting reliance on government budgets. Progress is
terms of developing project bond and Sukuk structures
would open up additional opportunities. After all the
region is home to exceptional pools of private and as semisovereign capital looking for investment opportunities.

Private capital is not a
panacea, it is not invariably
better and it is not a magic
bullet solution for the
region’s fiscal challenges
While the oil market down cycle has increased the
regional enthusiasm for mobilising private capital, it is
important to understand the opportunity at hand. Private
capital is not a panacea, it is not invariably better, and it is
not a magic bullet solution for the region’s fiscal challenges.
Regardless of the ideologically-inspired protestations
of the most ardent advocates of private provision, private
provision is by no means invariably a credible or an
attractive alternative. There are market structures where
private provision in the absence of strict safeguards
and regulation can easily lead to abuse. In some cases,
economies of scale of market size considerations
necessitate a proactive stance by regulators.
Moreover the world has many highly successful and
efficiently run state-owned companies just as it can offer
countless examples of poorly-managed and inefficient
private companies. An important step in the right direction
can involve greater discipline and stronger governance
for government assets. For instance the Government of
Oman is pushing state-owned enterprises toward selfreliance which in practice requires them to turn to banks
on the capital markets to meet their funding needs. In
Saudi Arabia, GACA is being restructured in order to
turn it into an independent organisation operating on a
commercial basis.
Opting for private provision without a clear, informed
evaluation of the alternatives can result in suboptimal
choices. Not all privatisations have been successful and
the early history of public-private partnerships in many
countries offers case studies of costly – and often avoidable

– mistakes. The IMF has cautioned that PPP projects
motivated purely by fiscal consolidation have tended to
fall short of expectations. The desire to manage cashflows
and reduce upfront investments has, in many cases, led
to poor project design and execution. Bringing together
private and public sectors often involves significant
complexities given the different motivations and objectives
of the two sides.
When the risks are not properly understood or the
government is not fully clear about its own objectives
throughout the process of negotiation, choosing a private
solution can be costly -- and costly for a long time given
that many projects run for two decades or more. As a
principle PPPs do not tend to be cheaper than outright
government provision, but minimising the difference
is critically dependent on clarity of objectives, effective
negotiation and good project management. While this
can manage the cost of projects, it also tend to enhance
the non-financial benefits, such as good governance and
effective knowledge sharing.
An important precondition of long-term value creation
is to have clarity on goals, effective regulation and a
willingness to learn from the past. The GCC countries have
over the past two decades built up significant experience
in mobilising private capital through PPPs and the
capital markets. It is generally agreed that some of these
experiences have been more successful than others. An
ongoing critical review of the track record can facilitate
the progress toward more efficient, transparent, and
standardised structures that deliver more at lower cost.
At the end of the day smart ways of encouraging private
provision can create significant win-win outcomes for all
concerned. The GCC region is home to a wealth of capital
held by various funds, families and private individuals. The
real economic opportunity
is mobilising more of this to
drive economic development
through the multitude of
infrastructure projects across
the region. Many of these are
underpinned by exceptional
fundamentals that the region’s
strong structural growth drivers
– demographics, diversification
and connectivity – ensure. 

Dr Jarmo T Kotilaine, Chief Economist, Bahrain Economic
Development Board (EDB). The views expressed in this
article are the author’s own and should not be attributed
to the Bahrain EDB.
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Bahrain’s banks are set to navigate
the obstacles ahead
Backed by the good fortunes of the oil industry and corresponding
increases in liquidity, the GCC region enjoyed a spectacular
economic boom until 2008/09. But then the global financial crisis
threw a spanner in the works and after a difficult few years, just
when the green shoots had started sprouting, came the plunge in
oil prices.

T

hat along with high volatility in global markets
and monetary tightening in the US as well as
wider regional political conflicts made the year
2015 one of the most challenging in recent
history, both for Bahrain and for the region.
As the oil price weakness continues, experts are divided
on the prospects for the financial industry. In a December
update, Moody’s Investors Service said that the outlook for
the GCC banking sector in 2016 is ‘stable’. Public spending
will continue to support operating conditions for banks in
the Gulf Cooperation Council (GCC), allowing performance
to remain resilient into 2016, but liquidity will continue to
tighten, the ratings agency said.
“Despite the headwinds generated by low oil prices,
we expect a broadly-supportive operating environment
for GCC banks in 2016 due to regional governments’
commitment to their counter-cyclical spending policies.
Key regional infrastructure projects are providing anchors
for capital expenditures,” said Khalid Howladar, a Senior
Credit Officer at Moody’s based in Dubai.
Moody’s has forecast credit growth in the 4-10 percent
range as private sector declines are moderated by new
government borrowings from local banks, helping to
support profitability and margins. Core revenues will
remain robust, driven by bank intermediation and
commissions income with little reliance on derivatives or
proprietary trading, it said.
While asset quality will face mild pressures it will remain
solid overall, with non-performing loans (NPL) expected to
reach a GCC average in the 3-4 percent range.
Robust capital levels of banks in the region will cushion
the impact of further weaknesses in oil prices, economic
growth and asset quality.
However in July 2015 Moody’s changed the outlook 
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The country’s growth
continues to be supported
by an open market
economy; stable and
prudent macro-economic
and fiscal policies; a
credible regulatory
framework in line with
international standards
and a notably strong
and well-qualified local
workforce
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for Bahrain’s banking system to ‘negative’ from ‘stable’,
reflecting the view that a slowdown in economic growth,
resulting from the impact of lower oil prices, would weigh
on banks’ funding and profitability over the coming 12-18
months.
But it is important to note that Moody’s also said the
banks’ strong liquidity and capital buffers are expected to
continue to provide financial flexibility to adapt to these
conditions.
Moody’s expects slower economic growth of 2.7
percent in 2015 (from 4.5 percent in 2014) in Bahrain (Baa3
negative) caused by the impact of lower oil prices and
associated lower government revenues and spending,
which will dampen operating conditions and weigh
modestly on banks’ funding and profitability.
At the same time the banking system’s credit profile
will remain closely linked to the weakening fiscal position
of the Government, as direct holdings of government
securities and loans, which currently represent over twice
the banks’ equity, are likely to increase further, said Moody’s.
It must also be noted that financial assistance from
other Gulf countries and fairly resilient growth expected
in 2016 for Bahrain’s relatively-diversified non-oil economy
will help soften the impact of lower oil prices and
moderate the risk of any severe deterioration in the banks’
performances.
In this context Moody’s forecasts a modest increase
in the formation of new non-performing loans (NPLs),
although reported NPL ratios should remain broadly stable
as a result of the banks’ ongoing initiatives to recover and
write off legacy problem loans.
Striking a more optimistic note, the Economic
Development Board (EDB)’s Bahrain Economic Quarterly
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Striking a more optimistic
note, the Economic
Development Board
(EDB)’s Bahrain Economic
Quarterly September 2015
report asserts that Bahraini
banks remain in a strong
position to boost lending

September 2015 report asserts that Bahraini banks remain
in a strong position to boost lending.
Growth in trade volumes reflects the strength of the
non-oil economy and Bahrain banking continued its
strong performance in the summer months, the report
said. Bank lending accelerated from an annual pace of 5.7
percent in June to 7.7 percent in July. This was the fastest
pace recorded since October 2012.
Private sector loans increased by 6.9 percent during
the year to July and reached a total of BD 7,114.9 million.
Lending to the general government sector increased in
June to BD281.2m, a 33 percent gain year-on-year (YoY).

As of July, business loans made up 54.2 percent of the total
loan book of Bahraini retail banks. The share of personal
loans was 42.1 percent and that of lending to the public
sector 3.7 percent. These proportions had remained
broadly static until then.
Banks deposit liabilities have remained generally stable
throughout 2015. Total deposits slightly declined from
their April peak of just under BD16.3 billion to BD16 billion
in June, a figure that nonetheless still represented a 3.3
percent YoY increase.
Private sector deposits, which constitute the largest
share, have remained stable since April and stood at
BD9.6 billion in June. This nonetheless marked a 5 percent
increase as compared with the same period in 2014.
Deposit liabilities to the Government declined by 3
percent YoY in June, having hovered around BD1.8 billion
between April and June. The loan-to-deposit ratio of
Bahraini retail banks was 47.9 percent in June compared
with 45.9 percent a year earlier.
Interest rates on business and personal loans continued
their slight downward trend since December 2014. After
converging in April at around 5 percent, business loans
declined to 4.2 percent in June, the lowest average in 2015
so far. As for personal loans, interest rates increased slightly
in May only to revert again to 5.1 percent in June.
The EDB assessment said that, despite the dramatic
slump of oil prices, the regional banking system remains in
generally good health and highly liquid. Bank profitability
has continued to improve further in most cases.
The resilience of the financial sector is reflected in
healthy increases in bank credit across the GCC, the
report said.
Bank lending growth in the region remains robust with
healthy institutions. This is serving as an important source

The Government has
categorically said that
economic growth plans
will not be hampered by
lower oil prices
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of continuity in the face of oil-price volatility. Investor
interest in new real estate and infrastructure projects is
likely to continue even if oil-price volatility curbs liquidity
somewhat, the EDB said.
A different view is taken by Fitch Ratings, which in a
December report said that oil-price weakness was slowing
GCC economic growth thereby taking a toll on bank
liquidity and earnings. Liquidity positions across GCC
banks are adequate but these are coming under pressure
because public-sector deposits are falling, in line with oil
price weakness, Fitch said.
Performance indicators are likely to be stressed across
the region, impacted by lower credit demand and rising
funding costs. But the banks are (and will) remain profitable,
having achieved an average operating return on equity of
14 percent in the first half of 2015 (1H15), driven by wide
margins which range from 2 percent to 3.5 percent.
Regional loan growth is still strong, averaging 13
percent in 1H15. Asset quality indicators hold up well in
most countries and impaired loans averaged 3 percent of
total loans at end-June 2015.
Fitch expects capital levels to remain sound for rated
GCC banks. “The biggest threat to loss absorption capacity
is, in our view, single-name exposure risk, but we are not
aware of any new significant problem loans at our rated
banks.”
The expert consensus therefore is that Bahrain seems
well positioned to weather the storm due to its strong
fundamentals and pro-active measures by the Government
such as the restructuring of both public spending priorities
and sources of government revenue.
The Government has categorically said that economic
growth plans will not be hampered by lower oil prices
because a combination of diversification and fiscal
reserve utilisation will allow it to cover existing spending
obligations.
Not only is Bahrain’s financial sector the single largest
non-government employer but it also contributes 27
percent of the country’s Gross Domestic Product (GDP),
making it a key pillar of the national economy. With
Bahrainis representing over 80 percent of the sector’s
work-force, its sustainable growth becomes critical.
The country’s growth continues to be supported by
an open market economy; stable and prudent macroeconomic and fiscal policies; a credible regulatory
framework in line with international standards, and a
notably strong and well-qualified local workforce.
Bahraini banks, which played a central role in reinvesting
surplus oil earnings, are now increasing moving to finance
opportunities in other segments of the economy.
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Over regulation: are the costs of
stability now exceeding the benefits?
I often wonder whether anyone is really watching the dynamics
of international regulation, asks Dean Rowan. Does anyone
comprehend the substantial impact on our banks that results from
the ever-increasing rush of regulation as regulators strive to protect
their financial markets, their banks and ultimately taxpayers’ funds? I
don’t think so, he adds.

I

am not sure if this is a conspiracy theory under a grand
global master plan or just the result of unintended
consequences. But certainly three key concerns do
leap out.
The first is that the constantly-growing financial
impositions on capital, liquidity and leverage via Basel III/
IV/CRD are driving down the profitability of banks to the
point where they may ultimately end up as public utilities.
The second (which was the topic of my article in
the autumn edition of The Bahrain Banker) is that the
regulations designed to protect and bring stability
to the global economies are, in fact, reintroducing
unpredictability, contagion and systemic risk—the very
issues that the regulators have worked so hard to minimise.
The third, and the primary focus of this article, is that
the fragmentation caused by the differing approaches of
the regulators -- USA (Volker via prohibition); UK (Vickers
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via ring-fencing); Europe (Liikenan via hybrid) -- are
substantially impacting the business models upon which
international and multi-regional banks operate. Very few
within the industry fully understand the implications
on strategy, financial resources, client products and
(most importantly) on financial strength. Let me say this
more directly. These changes are eroding the premise of
economies of scale that international banks can offer and
this is driving the industry back towards fragmented and
disjointed, stand-alone entities, with the financial strength
of being global now becoming eroded on a scale never
before seen.
To place this in context, we need to take a step back
and briefly review some of the ‘achievements’ of the
regulatory reform agenda.
l We have seen Basel III correct the capital definitional
deficiency resulting from Basel I [1988] (not Basel II).

Now the industry has both substantially improved
definitions and quantum’s of Tier 1 capital (T1). It was
correctly shown during the global financial crisis that
pre-existing T1 was deficient in times of stress.
l We have seen the groundwork by the global
regulators to reduce systemic risk through initiatives
improving the soundness and safety of banks and
market infrastructure. This has included ‘Recovery and
Resolution’ planning for globally strategic banks (which
includes granting powers to national authorities to
require banks to change their legal and operational
structures and even banks’ business models) combined
with ‘bail-in’ tools, which are complicated due to
the mandatory ‘single point of entry’ which limits
intragroup support.
l We have seen the advance of the wholesale and retail
conduct regimes.
l We have seen substantial compliance costs resulting
from the introduction of FATCA and its UK, Cayman
Island and OECD equivalents (binding on some 50+
countries with a total of 90+ committed in principle)
about which some might say: “Better hide your money
under the mattress.”
l We have seen recent pronouncements including a
move to ‘Outcomes’ based regulation; future European
Financial Transactions Tax (EUFTT) and pre-funding
of deposit guarantee schemes; improvements in
risk governance and of the risk culture; restrictions
on bankers’ remuneration; and the most recent and
expensive initiative issued by the Basel Committee
(BIS) around the quality and centricity of customer and
risk data via BCBS239, which is also known as ‘Principles
for Effective Risk Data Aggregation and Risk Reporting’
and becomes effective on 1 January 2016.
This is a huge amount of regulation (and cost) to digest so let
us focus on the issue in hand, which is the very substantial
impact on international business models resulting from
the fragmented approaches of the regulators: USA (Volker
via prohibition), UK (Vickers via ring-fencing) and Europe
(Liikenan via hybrid).

Does the cost of stability
exceed the benefit of avoiding
future periods of financial
instability? Only time will tell

These regulatory contradictions create massive
inefficiencies arising from:
l Direct structural separation (eg Volker via prohibition)
l Direct economic (via capital, funding and liquidity)
l Localisation (operational, staffing and economic
resources)
In order to comply with these clashing regulatory
approaches large banks operating internationally are
being forced make contradictory and inefficient decisions
regarding the separation of economic, operational and
legal issues.
Let us understand the impact of each of these in turn:
Direct regulation - structural separation
The regulatory premise: to reduce the size and complexity
of ‘too big to fail’ banking groups and to protect insured
retail deposits from investment banking activities.
a. USA (Volker via prohibition)
The USA introduced the ‘Volcker Rule’ as part of the DoddFrank Act. It prohibits banks from proprietary trading
and restricts investment in hedge funds and private
equity by commercial banks and their affiliates, so it
prevents federally-insured banks from using their own
money when investing in certain risky assets. The Act
further directs the Federal Reserve to impose enhanced
prudential requirements on systemically identified nonbank institutions.
b. UK (Vickers via ring-fencing)
The Financial Services Act, 2013 (the ‘Banking Reform Act’)
implemented the recommendations of the Independent
Commission on Banking (the ‘Vickers Report’) and the
Parliamentary Commission on Banking Standards. It
requires the ring-fencing of retail banking from the
riskier activities of investment banking. There are also
requirements for local capitalisation, local liquidity and
locally-responsible management (localisation).
c. Europe (Liikanen via hybrid)
Europe followed the UK and USA in late 2014 when
the European Commission passed structural measures
for improving the resilience of EU banks, based on the
‘Liikanen Report’ (October 2012).
It prohibits banks from proprietary trading, defined as
trading for the sole purpose of making profits for a bank’s
own account and from owning, holding shares in or
sponsoring alternative investment funds.
It requires the vehicles to operate as subsidiaries rather
than branches. It also demands minimum local liquidity,
capital, stress testing and a limitation on intragroup 
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support, which reduces potential support from home
countries.
The hybrid component arises from the discretionary
structural separation power granted to national authorities
to prohibit a ‘core’ credit institution (a bank that takes
deposits covered by a Deposit Guarantee Scheme) from
undertaking trading activities. The twist is that, despite
this discretion, there is a mandatory structural separation
when a bank’s trading activities exceed a set of assessment
metrics. This includes size, complexity, profitability,
resolvability and systemic impact.
Direct economic - on capital, funding and liquidity
The additional financial and economic imposts coming
from Basel III include: capital surcharges applied to
Globally Systemically Important FI’s (set at 0.5 percent
and 2.5 percent for 29 G-SIB’s – eg the UK’s Systemic
Risk Buffer [SRB] CET +3 percent = CET1 to 10 percent);
separate capital surcharges for domestically important
FI’s: ‘Recovery and Resolution Planning’ requirements; the
need to hold bail-inable debt; and --as previously detailed
-- the inefficient use of capital and liquidity via localisation
or subsidiarisation.
The future only becomes bleaker and more expensive
with Basel IV in the pipe, with significantly higher capital
requirements, for example Large Exposures set at 5 percent
of CET1 threshold; mandatory improvements in capital
management; changes in risk-weighting combined with
less risk sensitivity to capital ratios and internal modelling,
resulting in higher capital; increasing focus on stress
testing; increased reporting, including standard reporting
models (using predetermined templates); reduced reliance
on Pillar 1; and the unknown impact resulting from the
effect on the leverage ratio and other parallel regulatory
tracks, for example OTC Derivatives developing their own
capital standards.
Localisation
Host country regulators are becoming increasingly more
focused on preventing and/or managing the failure of a
foreign bank operating in its jurisdiction and, in the event
of distress or failure, to maintain the market’s critical
infrastructure, to maintain liquidity and confidence and
ultimately to protect domestic banks, creditors and
taxpayers.
Foreign banks are increasingly being required to
operate within the host country as subsidiaries rather
than branches. They may also be localised to meet host
standards on liquidity, capital, stress-testing, bail-in
liabilities and governance and risk management.
This is substantive. It forces the inefficient use of
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economic and financial resources which become “locked
in”. For global or multi-regional banks it substantially
reduces their ability to efficiently use capital and liquidity;
bail-in liabilities can only be accessed at the group, primary
vehicle level and so intragroup funding is reduced; credit
risk and capital use is increased by booking transactions
in multiple jurisdictions which decreases the benefits of
netting achieved through ‘single site booking’ or ‘regional
site’ booking. Similarly collateral is less effective.
When an external rating is involved, localisation or
subsidiarisation increases the complexity and can remove
or reduce ratings with its concurrent bearing on increased
funding costs.
From a business perspective this has a substantial
impact on global or multi-regional banks whose efficiency
is being simultaneously eroded on many fronts. It reduces
the advantages of scale and the quantum of intragroup
services that can be provided.
From a country of operation perspective, banks face
the issue that when a jurisdiction encounters a situation
of distress, despite all the statements of international cooperation and coordination, a home country regulator will
always preferentially look after and minimise the impact
on its own jurisdiction.
The bottom line
Global competitiveness is being impacted by reduced
economies of scale, increased capital requirements, the
reduced available of liquidity and by the increase of the
cost base by the need for localised staff. These regulatory
reforms are driving banks’ business models, increasing
pricing and reducing the flexibility of products, clients
and markets that banks can offer. Ultimately the cost
of continuing to increase regulation is borne by the
customers and by shareholders by way of reduced Return
on Equity.
The bottom line is that this will create a permanent
downward drag on economic growth. So, have we reached
a tipping point where the costs
of regulation actually exceed
the benefits? This question
remains unanswered.
Does the cost of stability
exceed the benefit of avoiding
future periods of financial
instability? Only time will tell. 

Dean Rowan, is the Bahrain-based Regional Director of
the Professional Risk Managers International Association
and Advisory Board Member of the International
Compliance Association.

The Euromoney
GCC Financial Forum
23-24 February 2016
The Four Seasons Hotel, Manama, Bahrain

The GCC Financial Forum has grown to be one of the region’s leading financial services strategy events.
Now in its fifth year, the Forum faces a market in the throes of a structural shift. Oil-driven fiscal surpluses have
fed regional liquidity since 2008 – effectively immunising regional financial services from most of the impact of
the global crisis. However, those surpluses are now deficits and whether or not they will return is unknown.
The 2016 GCC Financial Forum will focus on defining the opportunities which have been created for financial
services firms and investors in the increasingly uncertain environment, against a backdrop of tightening liquidity
in the region and significant change in the global financial services industry.
In short, it will be an influential, insightful and unmissable event for all those involved in regional financial
services strategy.
CONFIRMED KEYNOTE SPEAKERS:
H.E. Rasheed Mohammed Al Maraj, Governor, Central Bank of Bahrain
Mahmood Hashim Al Kooheji, Chief Executive Officer, Mumtalakat
Khalid Al Rumaihi, Chief Executive Officer, Bahrain Economic Development Board
“The 2015 Euromoney GCC Financial Forum in Bahrain provided a good opportunity for exchanging views
and fruitful debate on financial and economic issues of great importance to the region. I highly recommend
it to others in the region.”
Khalid Alkhater, Director of Research and Monetary Policy, Qatar Central Bank

Co-sponsor:
Lead sponsor:
Exhibitor:

Please see the website for more information
www.euromoneyconferences.com/bahrain
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Gold is still a long-term bet
On the face of it latest data from the World Gold Council showing
an 8 percent increase (to 1,120 tonnes) in global gold demand in Q3
2015 compared with the previous quarter – driven by a 6 percent
rise in jewellery sales – should be seen as a positive development,
writes Martin Morris.

Y

et drill down through the numbers and many
customers simply took advantage of price dips
to bring forward festival and seasonal purchases
in what is traditionally a robust SeptemberNovember in any event. Hence demand is expected to tail
off in Q4.
Adding to gold’s ‘problems’, overall supply was still
1 percent higher, due to the liquidation of ETF holdings
more than cancelling out a dip in mining production.
Since gold hit its all-time high of US $1,921 an ounce
in September 2011 the years have largely been
uncomfortable ones for gold mining companies. They have
been continually faced with cutting costs in response to
the price of bullion (mostly) heading south as gold prices
have been in steady decline over the last four years, hitting
a low of US$ 1,080 as we went to press in mid-December.
And while they have received some relief in recent months,
due to falling energy costs and favourable exchange rate
movements, this is likely to prove only temporary. Longer
term, however, reduction in capex resulting in a further
24
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squeeze on the production pipeline should prove positive
on the profitability front at least.
Crucial to the metal’s price fortunes (beyond the simple
issue of supply and demand) is the psychological behaviour
of investors in the markets as they factor in issues such as
future global economic growth and expected interest rate
moves over the next cycle.
In the meantime Central banks and other institutions
have been playing their part. Net purchases were made
totalling 175 tonnes in Q3, amounting to the second
highest net quarterly purchase on record (behind Q3
2014’s of 179.5 tonnes).
Again what could superficially be seen as ‘good
news’ belies the fact that diversification of reserve assets,
especially amongst developing nations, remains the
primary motivation for the increase in official gold reserves,
due to uncertainties regarding the global economic
outlook.
Interestingly, the UAE’s Central Bank recently confirmed
that between April and September 2015 it added five

tonnes of gold to its reserve asset portfolio, having held
none since 2003.
For gold, the ‘elephant in the room’ continues to be
global economic fragility. So fragile in fact that investors
drove London’s Baltic Dry Index down to an all-time low
of 477 points in mid-December – this after the index had
peaked at 11,793, prior to the banking meltdown in 2008 –
and having hit 1,222 as recently as August 2015.

Crucial to the metal’s
price fortunes is the
psychological behaviour of
investors in the markets as
they factor in issues such
as future global economic
growth and expected
interest rate moves over the
next cycle

The weakness of the index, which tracks shipping costs
for commodities, in part reflects an ongoing slowdown
in demand for cargoes from China. Beijing, for example,
accounts for 50 percent of global iron ore imports. Yet steel
mills there, which have traditionally required imported
iron ore from overseas, have now begun instead to run
off their inventories in many cases as a move to stave off
bankruptcy.
Against this backdrop copper prices have recently
dropped to a six-year low while overall growth in demand
for iron ore, unsurprisingly has slumped to a 14-year low.
The implications for gold may be profound – principally
on the basis that as a commodity, it is now seemingly
overpriced, given the precipitous decline in the price of
many other metals.
Indeed, its precious metal status may be unable to
save it because either the prices of non-gold commodities
will need to recover (unlikely in the short term, given the
relative weakness of the global economy) or the price of
gold will be set for another bout of weakness as it is rerated.
Goldman Sachs in its latest price outlook (October 2015)
certainly thinks so – arguing at the time that the US Federal
Reserve would probably raise interest rates in December
(which it has done) and follow this with a further 100 basis
points increase in 2016. But as analyst Jeffrey Currie noted,
while this may be part of a ‘normalisation’ process any
failure by the Federal Reserve to implement rate increases
sooner rather than later would simply push the negative
impact further out.
In fact the report, which forecast bullion to retreat
to US$1,100 an ounce within three months, US$1,050
in six months and US$1,000 in 12 months (this against a
backdrop of gold trading at $1,160 an ounce at the time),
makes for grim reading if you are a gold bug.
In July HSBC had similarly lowered its price targets
for 2015 and 2016 - in its case to US$1,160 and US$1,205
respectively arguing that gold would continue to come
under pressure in the short term and even test US$1,000
eventually, principally due to weaker Chinese and Indian
demand, coupled with expected tightening by the Federal
Reserve and the consequent knock-on effect of a stronger
US dollar.
Yet it is not all doom and gloom. UBS has maintained
its forecast of a recovery for gold to US$1,250 in 2016,
despite lowering its 2015 target to $1,170 an ounce from
$1,190. The Swiss bank cited historically low real interest
rates compared with previous economic cycles, coupled
with the suggestion of limited downside in the interim
due to the macroeconomic environment and any likely 
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anticipated US rate changes having already been factored
into the metal’s price. It added that the current steady (if
unexciting) environment should allow long-term investors
to rebuild their positions.
Meanwhile chartists who look at gold’s price movement
from a technical standpoint can also seek some solace in
the fact that the yellow metal’s price went through its
200-day moving average in early October. Yet even here
it needs to be noted that whilst a significant event in of
itself, the last three times this has happened prices went
into reverse as short-term rallies petered out.
Prior to that gold had seen a two-year rally (through
2011) with its price rising from US$860 to US$1,921 an
ounce.
While such a rally is unlikely this time around, investors
will be keeping an eye on the crucial 90-day moving
average and whether the gold price can not only cross it,
but remain there for an extended
period of time. That would remove
some of the psychological shackles
currently impacting the market.
A measurement of the
importance of the 90-day moving
average can be seen by the fact
that when this line has been broken
for an extended period of time in
the three most recent instances it
marked a transition from a bear to
a bull market.
Coming to the gold’s rescue
may yet prove to be investors prepared to look beyond
global economic weakness in the medium term, as well
as the expectation that bond markets will eventually blow
up, leading them to switch from paper assets to precious
metals.
Indeed interest rates are unlikely to rescue bonds in the
short term because in real terms they are low by historical
standards. Meanwhile global economic weakness – or at
best a slow recovery – will preclude a sharp rise in interest
rates. Of course the long-awaited bloodbath in the bond
markets may never come to pass, but the odds of it
happening have significantly increased in recent months,
given yields, against the backdrop of ongoing low interest
rates, will likely prove unsustainable.
Long-term investors can also take heart from an
earlier World Gold Council study of price behaviour over
the January 1975 to May 2013 period, which covered a
number of interest rate cycles. It showed that the average
monthly return over the period was 0.6 percent, equating
to an approximate 7.5 percent annual return. Of course,

the major question here is when is it best to get out when
markets start trending lower?
More importantly the study also found that while gold,
unsurprisingly, performed best in times of low real interest
rates (less than 0 percent) – posting an average monthly
gain of 1.5 percent – it also managed to return an average
0.7 percent a month during so-called moderate real
interest rate cycles (0-4 percent). The implication being
that the expected uptick in global interest rates, once the
Federal Reserve fires the starting pistol, may not prove to
be as damaging as originally thought.
But this also assumes the next interest rate cycle does
not peak at 4 percent+ in real terms, since the study also
showed that historically when this was the case the price
of gold typically fell 1 percent on a monthly basis.
One of the major metrics historically of course has
been the behaviour of the US dollar, given the strong
inverse relationship it has with
gold. Though the greenback is
presently strong there are plausible
scenarios where this could go
into reverse and, in theory, help
underpin bullion’s price.
Mindful
of
the
strong
greenback’s negative impact on US
exports the Federal Reserve could
try to undermine the dollar by
pushing out lower than expected
interest rate rises that have already
been factored in by the markets,
thereby spooking them with the suggestion that the US
economy is weaker than many previously thought. Or, it
could simply opt to push any rate rises further out.
Alternatively, a long-anticipated siphoning off of
investment to Europe and the emerging markets from the
US – as economic stimulus measures, leading to growth,
begin to take affect – could also negatively impact the
dollar.
In the meantime the relative
dullness of the gold market
means that those prepared
to exercise patience over the
long term are most likely to
reap the rewards. The question
then becomes whether it is
worth investing now and being
prepared to wait.


Those prepared to
exercise patience over
the long term are
most likely to reap the
rewards
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Martin Morris, is a London-based banking analyst and
technical writer.
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The Middle East is among
the fastest growing IT
markets in the world with
annual IT spending of
around $32 billion at the
end of 2014

Are you ready for a complete data
systems failure?
What can you do to protect your institution in the event of a natural
or human-induced data systems failure? Martin Morris, our technical
correspondent, lays out the procedures that you will need to put in
place for your organisation’s protection.

C

learly should such an event occur, you will not
only need to get your systems up and running
again as soon as possible you will also need
to ensure that any sensitive data has been
protected as much as possible beforehand, given that
its loss could negatively impact your customer offering.
Simply put that means having a Disaster Recovery Plan
(DRP) in place and fully functioning.
Clearly the principal aim of a DRP is to have in place
the necessary guidelines and procedures to ensure that
any interruption to the operational running of your
business – as a result of a natural or human disaster – is as
short as possible and will allow management to respond
promptly.
Typically this will mean regaining access to software
data, as well as the necessary hardware, which is crucial to
be able to perform normal business-critical functions.
All contingencies therefore need to be factored in.
These range from fire or flood destroying data storage
facilities, through to illness/epidemic impacting company
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staffing levels that will necessarily affect the performance
of everyday business activities.
DRPs usually form part of wider Business Continuity
Planning within companies and should be viewed as
programmes that will need to be periodically updated,
given the incorporation of new software and/or hardware,
as well as the employment of additional staff who will
need to be fully briefed on what the plan is and how it
will be executed. In effect the constant updating and
rehearsing of a plan should ensure that the company is
better equipped to respond in the event of a real disaster
occurring.
Incorporated within a DRP will be a so-called RPO
(Recovery Point Objective), this is the maximum targeted
period during which data might be lost from an IT service
due to a major incident. The RPO gives systems designers a
limit to work to. If the RPO is set to three hours, for example,
that will mean that off-site mirrored backups will need to
be continuously maintained. In other words a daily off-site
backup on tape will be insufficient.

While plans vary according to a company’s specific
needs a number of steps must be undertaken when
developing one (irrespective of its scope) starting with the
goal of a plan, coupled with a business-impact analysis of
how the company would fare in the event of a shutdown.
In addition, can disaster be avoided by taking prudent
steps?
Of particular concern historically has been distributeddenial-of-service (DDoS) attacks. While a denial-ofservice (DoS) attack is an attempt to make a machine or
network resource unavailable to its intended recipients
by temporarily or indefinitely interrupting or suspending
services of a host connected to the Internet, a distributed
denial-of-service (DDoS) involves an attack coming from
more than one source. These are often hundreds of
unique IP addresses that will ‘flood’ the system with bogus
requests, eventually bringing it down through the sheer
weight of messages.
Given criminal perpetrators of DoS and DDoS attacks
often target sites or services hosted on high-profile web
servers, such as banks or credit card
payment gateways, the effects can be
devastating.
Far from going away the
problem has become more acute,
according to Neustar’s 2015 DDoS
Attacks
&
Protection
Report:
EMEA. Based on survey responses
from 250 IT professionals and directors
across the EMEA region 50 percent of
those polled said that DDoS attacks
represent a bigger risk than a year ago.

Moreover nearly 40 percent of companies would lose
over €140,000 of revenue per hour, a 470 percent jump,
year-on-year. Brand image and customer trust were
identified by 26 percent of companies as the number one
area negatively impacted by DDoS attacks.
The report also confirmed that most companies are hit
multiple times, the number of those hit only once having
dropped by 30 percent over the previous year. Over 1 in
3 reported attacks lasting 1-2 days, while 52 percent of
companies attacked also found themselves victims of theft,
losing for example, customer data, intellectual property, or
funds – a 24 percent year-on-year increase.
While the majority of companies still use firewalls
to combat attacks, a significant number also now use
mitigation appliances, Cloud-based third-party services,
or hybrid solutions that combine both. Firewalls alone
are not sufficient to counter attacks as they often create
bottlenecks and accelerate outages.
In recent years institutions, including banks, have been
turning to the Cloud for their disaster recovery (DR) and
business continuity (BC) requirements. This brings obvious
benefits because it removes the need for the institution
in question to invest in its own data centre, or for staff
to transport data (via discs) to a data-storage facility and
the security and efficiency implications that this clearly
involves.
Moreover if the company’s data is stored off site with
a Managed Service Provider there is less likelihood of a
DRP having to be implemented, even if the company is
impacted locally, because the vendor’s data centre will, in
all likelihood, not be affected. Of course the institution will
need to ensure that the MSP is ‘fit for purpose in terms of
having DR and BC expertise as well as assessing the risk, in
effect, of sub-contracting out a DRP to someone else.
In an April 2015 report from MarketsandMarkets: Middle
East Cloud Infrastructure Services Market by Services ….
Forecasts and Analysis (2015 - 2020) the Middle East Cloud
infrastructure services market is set
to grow from $1.84 billion in 2015 to
$5.44 billion by 2020 – a Compound
Annual Growth Rate (CAGR) of 24.2
percent.
The Middle East is among the
fastest growing IT markets in the
world with annual IT spending of
around $32 billion at the end of 2014.
Significant deployment areas for these
services are public, private and hybrid
(part private, part public) Cloud. 
The Bahrain Banker - Winter 2015
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Middle East Cloud infrastructure services include
infrastructure-as-a-service (IaaS), platform-as-a-service
(PaaS), content delivery network/application delivery
network (CDN/ADN), as well as managed hosting and
colocation services.
IaaS provides infrastructure such as network,
storage, and servers, while PaaS provides a platform
allowing customers to develop, run, and manage web
applications without the complexity of building and
maintaining the infrastructure typically associated with
developing and launching an app.
CDN/ADN delivers content and
applications to the end-users over
geographically distributed data
centres, while managed hosting is
a type of service in which end-users
are provided entire servers on lease
for their own operations. Finally,
colocation services provide physical
space to enterprises to deploy their
data centres.
A number of vendors provide
Cloud infrastructure services in the
region, including Cisco, Malomatia,
Ooreedoo, Injazat and others and these embrace the
whole private, public and hybrid Cloud spectrum.
Figures from the International Data Corporation (IDC) in
its recent Worldwide Quarterly Cloud Infrastructure Tracker
report noted that IT infrastructure spending (server, disc
storage, and Ethernet switch) for public and private Cloud
in the EMEA region grew 16 percent year-on-year to reach
US$1.01 billion in revenue in Q1 2015.
The report, which monitored vendors such Cisco, Dell,
NetApp and Oracle, also found that the Cloud-related
share of total EMEA infrastructure expenditure on server,
disc storage and Ethernet switch, grew 2 percentage
points compared with the same period a year ago, to reach
19 percent in the quarter.
In terms of storage capacity Cloud represented around
33 percent of total EMEA capacity in Q1 2015, based on a
45 percent year-on-year growth.
The importance of having a communications plan
in place, in the event of a disaster, is highlighted in
the UK-based BCI’s (Business Continuity Institute)
Emergency Communications Report 2015. The global
survey of companies noted that 62 percent of respondents
had to activate their communications plan during the
previous year.
Moreover more than three quarters of those activations
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took place within 30 minutes of an incident occurring – reemphasising the need to not only have a plan in place but
to get it up and running as quickly as possible.
More worryingly however is that over a quarter of
emergency communications plans did not request a
response when activated. This suggested that if an incident
was sufficiently important for a plan to be activated it
would surely warrant knowing that the message had been
received by the intended recipients.
Meanwhile 14 percent of respondents reported that
they did not actually have an
emergency
communications
plan at all, 68 percent of this
segment confirming they would
only create one after a businessaffecting event.
Email was the preferred
method of communication used
during an emergency with 83
percent claiming to use this;
63 percent also used manual
call trees, 55 percent opted for
emergency
communications
software, 55 percent used
crisis telephone lines and 53 percent put out website
announcements.
Over two-thirds of respondents noted that their
organisation had emergency communications training
and education with regularly scheduled events, 72 percent
confirming their plan was exercised at least once per year
with a further 16 percent stating it was done twice a year.
Common triggers for activating the emergency
communications plan included unplanned IT outages
(50 percent), weather-related incidents (49 percent),
power outages (47 percent), natural disasters
(45 percent) and fire (42 percent), implying that many
companies had more than one type of event to deal with
during the year.
Over two-thirds of respondents (70 percent) used
mobile communications in private messaging to staff.
What these numbers suggest is that despite the
growing threat of cybercriminals, ‘recreational hackers’ or
even disgruntled employees, more needs to be done by
companies – not only in terms of putting in the necessary
security measures – but also ensuring they can quickly
recover from catastrophic events.
There is always room for improvement. But companies
resting on their laurels are the most likely to become the
next victims of cybercrime or other disastrous events. 

‘Austerity Arabia’ gives the markets
pause for thought
Talk of austerity in Arabia a year ago would have sounded ridiculous,
writes Tarek Fadlallah, the CEO of Numura Asset Management
Middle East. But it is increasingly certain that 2016 will see a
slowdown in economic activity due to the double whammy of
tightening fiscal and monetary policies.

W

ith budget deficits swelling and foreign
currency
reserves
shrinking
GCC
governments have indicated that they
will trim spending and the private
sector has started to lower its capital investments
accordingly.
The IMF has cut its growth forecasts for Saudi Arabia
to 2.2 percent amid a record fiscal deficit and estimates
that its foreign exchange holdings will last only a few more
years at current levels of spending.
Standard & Poor’s has accordingly revised its longterm outlook on Saudi Arabia from AA- to A+ and Fitch
has the Kingdom on negative watch from its AA rating.
Oman and Bahrain have been among other countries to
1.7%

SAR 1 Year

be downgraded or placed on negative watch by the credit
agencies.
The cash cushion built up during the boom will buy
a little time but most governments have been slow in
seeking ways to raise revenues and have chosen to rely
on their diminishing reserves or borrowings to sustain
expenditure levels. In the UAE higher utility rates and
housing fees as well as cuts in fuel subsidies are among
the measures taken to help balance the books while food
subsidies are being reduced in Bahrain.
These actions are necessary but their budgetary
impact is limited and the timing unfortunate given the
uncertain economic climate that is squeezing households
and inhibiting discretionary consumption.
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Meanwhile strong local currencies, courtesy of the
US dollar peg, have led to an effective tightening in
monetary policy that is hurting the competitiveness of
local enterprises.
Over the past eighteen months the Saudi Riyal
and Bahraini Dinar have risen considerably against the
Euro, the Russian Rouble and a basket of international
currencies. This has hit the tourist industry particularly
hard as price-conscious holidaymakers have sought better
value destinations. Moreover it is now cheaper to parallel
import many manufactured goods from Asia or Europe
than to pay the local sticker price.
The strength of regional currencies is being
compounded by interest rates that have edged higher
with forward rates reflecting slowing deposit growth and
fears of higher US interest rates.
Rising interest rates and strong currencies combined
with the prospect of reduced government spending and
higher taxation is exactly what the regional economies do
not need at this point in the business cycle. Companies
are already feeling the effects of this multiple tightening
phenomenon and it is now likely that GCC firms will
experience a profit recession over the next few quarters.
Given that oil prices might remain subdued for the
foreseeable future, the spectacular economic development
since the turn of the century can no longer be fueled by
petrodollars. A new paradigm, likely to be moulded by a
combination of spending cuts, revenue increases and
deep economic reforms, is required to propel economies
towards the next stage in their development.
Unfortunately the window of opportunity to reshape
economies during the oil-led boom is now firmly shut and
tough decisions will have to be taken under less favourable
circumstances. Compromises must be made but there
is considerable scope to cut wasteful expenditures and
to spend smarter with a focus on qualitative rather than
quantitative growth. Additionally, governments can limit
their role in the economy and allow the private sector to
satisfy any slack or fill gaps in the
markets on commercially viable
terms.
These adjustments should
provide
private
companies,
particularly SMEs, the opportunity
to enter sectors in which it had
been difficult to compete or from
which they had been excluded.
From a revenue raising perspective
the IMF has recommended the

application of duty on cars and value added taxes in order
to help stabilise government finances.
However, and unlike the removal of subsidies,
increasing revenues through the introduction of any form
of taxation raises the delicate issue of accountability and
transparency in spending. Higher taxation will lead to
an increase in the cost of living and should be offset by
deregulatory steps that reduce excessive pricing and allow
economies to remain competitive.
Telecom tariffs in the region, for example, remain
too high while the protective agency laws and archaic
company ownership rules preserve inefficiencies and
sustain prices at elevated levels. In other sectors, such as
real estate, there is latitude to ease regulations, improve
access to mortgages, extend residency rights to foreign
buyers and offer better legal protection to international
investors. Many industries across the region remain
highly fragmented with subscale operators that benefit
from barriers which sustain inefficiencies and discourage
consolidation and cross-border mergers.
The royal directive to open the Saudi Arabian retail
and wholesale markets to full foreign ownership should
reduce uncompetitive practices and allow international
firms to operate without costly intermediation. But the
devil is in the detail that is yet to be revealed and in the
implementation process. Policymakers must not shy away
from bold initiatives that offer an opportunity for economic
renewal, can invigorate entrepreneurial spirits and raise
the aspirations of ambitious companies.
Charles Darwin wrote, “it is not the strongest of the
species that survives nor the most intelligent. It is the one
that is most adaptable to change.”
To prosper the Gulf economies must adapt or risk
undoing the gains of the past decade.
Pessimism across the regional markets has led to a
substantial sell-off that reflect expectations of a decline in
corporate earnings with portfolio values down by around
a quarter over the past year. Indeed stock prices are
barely higher than after the global
financial crisis and the performance
gap between the MSCI GCC index
and the MSCI World index at is at
its widest levels.
Investors appear anxious about
a lack of clarity in the macroeconomic outlook and the limited
tools available to governments
constrained by factors beyond
their control such as oil prices, US

To prosper the Gulf
economies must
adapt or risk undoing
the gains of the past
decade
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monetary policy and regional security. From a top-down
perspective it continues to be difficult to identify pockets
of value as investors have been relatively efficient in
reacting to macro-economic developments and adjusting
their portfolios accordingly.
The performance of the Saudi stock market since
the introduction of the Qualified Foreign Investor (QFI)
programme on 15 June has been disappointing. Hopes
that foreigners would rush to buy stocks directly have
been overshadowed by the deteriorating prospects for the
economy and the worsening outlook for corporate profits.
In fairness the weakness in the energy industry has
contributed to a generally poor performance in most oilrelated stock markets around the world. Oil-dependent
equities from Algeria and Angola to Nigeria, Norway and
Russia have all suffered steep losses. The decline in the UAE
has been more muted due to an overstated perception
that its economy is more diversified and hopes for a revival
in trade with Iran.
Slackening global demand suggests that oil prices
will remain low for a prolonged period and Nomura’s
assumption is that the upside is capped at $60 as key
OPEC members seem willing to increase output in order
to protect market share and shutter high cost
producers. But the price of oil is notoriously difficult to
predict and it is hard to know exactly when sentiment
will turn or policy might shift and what the catalyst
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01/06/15

for a possible rally might be.
In terms of scope and scale, history suggests that we
could be in the final stages of a bottoming-out process
even if the recovery in prices might be less robust than its
precedent suggests.
The good news is that stock valuations have improved
even as earnings have started to decline and that the
bad news may be partly baked into prices with dividend
yields appearing particularly attractive at current levels.
The price-to-earnings multiple across the region along
with other metrics, such as price-to-book values, have
fallen considerably and are now comparable to, and in
some cases even cheaper than, peer emerging markets.
The Bahrain Bourse All Share Index, for example, currently
trades at a price earnings multiple of just eight times, a
price-to-book ratio of less than
one and an indicative dividend
yield of over 5.5 percent.
Whether valuations are
sufficiently appealing to attract
back disaffected investors will
depend on the extent to which
earnings eventually decline and
how quickly they can recover. 

Tarek Fadlallah is the CEO of Numura Asset Management
Middle East, based in Dubai
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Family Offices guide the transition
to the next generation
I wrote my first article on family wealth and family businesses in the
GCC some ten years ago, writes Dr Steen Ehlern. Now, a decade later,
it seems like a good time to take stock of some of the developments
in the region and determine some of the key areas and challenges
facing family businesses and present some of the tools with which
to tackle them.

M

uch has happened over this time as many
families have transitioned, or are in the
midst of transitioning, their business to the
next generation or preparing for external,
non-family ownership (whole or partial) along with all the
challenges and opportunities revolving around families.
Of course along with the economic and demographic
opportunities in the region come geopolitical challenges.
Thus having a clear understanding, vision and structure
of how the family wealth, business and legacy can be
preserved and transferred into the future is absolutely
crucial.
When considering family businesses a point to bear
in mind is that less than 30 percent of family-owned
businesses survive to the second generation and less than
34
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12 percent transition to the third generation. There is only
a 3 percent survival rate to the fourth generation. This is
shockingly low.
There are two common reasons why a family does not
retain their business. The first reason is straightforward –
there is no qualified successor. However despite the fact
that these businesses will not be passed down to the next
generation, steps can be taken to ensure that the value of
the business survives.
The second major reason for unsuccessful business
transitions is more unfortunate. In many cases, businesses
fail (for example through bad management) or are sold off
due to a lack of planning. Although most of us are careful
to safeguard our personal assets, for instance by insuring
our homes, many business people do not plan ahead to

less than 30 percent of
family-owned businesses
survive to the second
generation and less than
12 percent transition to the
third generation. There is
only a 3 percent survival rate
to the fourth generation
safeguard the value of their business. At first glance this
lack of planning seems incomprehensible. But when you
look at the personal and family issues that are involved, it
is easier to understand why many people put off dealing
with the issue of business succession.
This is when Family Offices are set up, which are there
to co-ordinate, manage, advise and supervise the financial
and non-financial wealth of families, often the latter being
the primary reason to help facilitate a smooth transition
to the next generation, by setting up governance and
shareholding structures, developing the next generation
and its philanthropic activities and so on.
A classification of individual family needs is as complex
as each family is unique and therefore has an individual
situation and an individual set of needs. The challenge of
effectively ‘managing’ individual and family needs derives
from a separation often based on how individuals judge
relationships by the sense of control and influence they
retain. This leads to the understanding that not all family
needs require similar treatment and not all individual
needs require individual treatment and can, therefore

sometimes be treated collectively, thus regarding them as
‘instividuals’.
Family Offices are private wealth-management advisory
firms that serve ultra-high net worth investors. Family
Offices are different from traditional wealth-management
shops in that they offer a total outsourced solution to
managing the financial and investment side of an affluent
individual or family. For example, many family offices offer
budgeting, insurance, charitable giving, family-owned
businesses, wealth transfer and tax services.
There are, however, some global needs which are
distinctive when a family business ‘mutates’ into family
wealth. New generations of family members tend to be
well-educated, sophisticated, culturally aware, financially
astute, technically versed, mobile, global citizens with
strong local roots and proud of their heritage.
A Family Office will be needed when the following criteria
apply:
l Investable wealth above US$100 million, threshold for
single Family Offices in the region of US$500 million.
l Complex wealth consisting of multiple asset classes
spread across several global jurisdictions.
l Complex family situations involving numerous family
members and generations, living in different countries
or jurisdictions.
l More insourcing than outsourcing; ie size justifies
hiring the best and fostering inhouse knowhow rather
than buying in expertise.
l Tailored, individual solutions are preferred.
l It is required that that the overall ‘picture’ is kept within
a small circle of trusted advisors.
It is also especially important to know about intrafamily relationships:
l Governance – who is more opponent or proponent? 

“Riches do not consist in the
possession of treasures, but
in the use that is made of
them.”. (Napoleon I, Maxims,
1769-1821)
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l
l

Is there a dominant head of family (patriarch/
matriarch) who gives instructions?
Is there one dominant individual or do the overall
collective interests of the family determine the
guidelines?

The model most suitable to a specific family situation
will depend on some vital criteria:
l Independence.
l Experience/specialisation/knowhow.
l Transparency.
l Network of partnerships.
l Putting families in power – different levels of
empowering different family member.
l Heritage and history.
l Comprehensive services (family business and
overseeing governance structures).
When family wealth and businesses are faced with
transition phases regarding the business, the family
and individual family members, the following questions
(although over-simplified here) are crucial:

It takes a multi-disciplinary
team of trusted advisors to
understand, advice and find
solutions when dealing with
complex family and business
or ownership structures
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Family needs:
What does the family expect from the business in
wealth-building, regular pay-outs and employment?
l Is there room for a common approach with an
increasing number of family members and, inevitably,
growing diversity?
l Regarding the individual family members: What
are their responsibilities to the past, current and
future family generations? What are their rights? What
do they want?

l

l

Business needs:
What are the ownership needs?
l What are the management needs?
l What does industry analysis indicate about the
company’s long-term viability?
l

It takes a multi-disciplinary team of trusted advisors to
understand, advise and find solutions when dealing with
complex family and business or ownership structures –
knowledge beyond that of conventional bankers. Family
Offices are as individual and different as the families
behind them.
With regard to geographic location, the family
situation, family and business activities and preferences
can play a key role and should be viewed with these
thoughts in mind:
l Proximity to family members.
l Politically stable location.
l Politically neutral location.
l Multi-culturally aware jurisdiction and laws.
However different families are in terms of background,
culture, denomination, number of generations, nature and
generis of the wealth, there remain a number of common
denominators typical to most families of wealth:
l Tailored/individual approach catering to family needs
(financial/non-financial).
l Reduce and manage complexity.
l Access to a wide range of (best-of-breed) experts,
services and opportunities.
l Consolidated view, non-emotional controlling and
reporting of overall global wealth.
l Professionally-run service organisation.
l Reduction of cost – increase in efficiency, decreasing
redundancy.
l ‘Advocatus diaboli’ for families.
l On-and-in business learning for the younger
generation.
l Training, education and succession planning.

l

Family cohesion – ‘glue’, by means of family constitution,
family charter and governance.
Family values, stewardship and philanthropy.

In Europe many centuries-old families and family
businesses are entering the transition from family business
to financial family (ie a Family Office) and are learning to
come to terms with the professionally-run Family Office.
In the GCC, the term ‘Family Office’ is much less prevalent
and used, despite there being many ‘private/investment
offices’ existing, but often in a less formal and more
historic, personalised, trusted advisor/gatekeeper role.
This not necessarily always to the advantage of the
wealth owners, as the previous, if not a formalised team,
can be limited in terms of knowledge, access to new
opportunities and generally resistant to change, with a
strong bias towards a cosy ‘comfort zone’.
Nevertheless a new breed of tech-savvy, more
financially astute, private clients is emerging. They are
more demanding and want greater involvement in the
investment decision-making process. These clients are
often asset-rich but time-and-cash poor, with the bulk

In the Middle East we are
still at the beginning of
transitioning wealth to the
next generation and there
is an enormous need for
many more professionallymanaged private and
Family Offices

of their assets and wealth tied up in real estate, stock or
stock options or corporate stock. As a result they do not
have the liquid assets at their disposition that investment
management-focused private client organisations are
seeking. They need access to a plethora of non-investment
services.
Often, it is also the new generation who want to make
the changes and seek a break from tradition in order to
accommodate the future and ‘status nascendi’.
Advisors who rely heavily on traditional investment
products and have a comparative lack of technology
cognisance and old-school relationship training are illequipped to meet the challenges of attracting, let alone
servicing or retaining these new and shrewd private clients.
Besides the main forms and ‘virtual’ Family Offices,
there are several family networks offering peers access to
exclusive investment opportunities, such as ‘club deals’
and gatherings. The heterogeneity of Family Office models
derives from that fact that no two families and their
needs are the same and despite having a mutual set of
common needs, as a consequence, there is always the
need for one or the other form as families (like businesses)
pass through different stages of their life cycle. In the
Middle East we are still at the beginning of transitioning
wealth to the next generation and there is an enormous
need for many more professionally-managed private and
Family Offices.
Wealthy families are turning towards a more
nimble, independent, nevertheless comprehensive,
model of utilising or establishing their individual type
of co-ordinating, controlling,
consolidating, and supervising
body (centre of excellence)
across all their financial
and
non-financial
assets
and activities – assisting,
supporting and putting the
family at the helm of decisionmaking and control – the
mission and objective of every
Family Office.


Dr Steen Ehlern is Managing Partner/CEO of Ferguson
Partners, a private Family Office, looking after the financial
and non-financial needs of its principals and other
investors in Europe and the GCC. He is also the author
of ‘Global Private Wealth Management: An International
Study on Private Wealth Management and Family Office
Services for Ultra-High Net Worth Individuals’ (London/
Zurich 2006).
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Beware of the money-laundering
risks in trade finance
The international trade system is exposed to a wide range of risks
and vulnerabilities, writes Dr Chithra Suresh and Savitha Raghavan.
These provide a range of opportunities for criminal organisations to
launder the proceeds of crime and even provide funding to terrorist
organisations.

R

ecent decades have witnessed an enormous
growth of global trade flows. Trade financing is
handled by the financial sector and this makes
it vulnerable to the risk of money laundering,
terrorism financing and proliferation financing. This
vulnerability is enhanced by the very nature of trade
financing, as banks may never actually come into physical
contact with the goods being traded.
This is the second article in a series highlighting the
vulnerabilities of trade finance to the risk of financial crime.
The first was published in the Summer 2015 Edition of The
Bahrain Banker, pages 33-37.
According to the Wolfsberg Trade Finance Principles,
the majority of world trade (approximately 80 percent) is
now carried out under ‘Open Account’ terms. With such
open account trading, the banks’ role is limited to providing
payment services with no (or very little) documentation
available. The underlying reason for the payment can
easily be manipulated thus exposing the banks to the risk
of money laundering.
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Using fictitious entities as examples, we are focusing
on two specific types of Letters of Credit (DC): Transferable
Letter of Credit (TDC) and Back-to-Back Letter of Credit.
We will explore their vulnerability to financial crime. There
are also certain gaps in the rules governing international
trade transactions which are ‘outside the norm’ and hence
warrant additional scrutiny.
TDCs and Back-to-Back Letters of Credit are mainly used
by ‘middle men’ or ‘intermediaries’ in the trade transaction.
Having a transferrable credit enables an intermediary to
secure the issuance of a documentary credit in favour of
the actual supplier of the goods, services or performance
without the need for a banking facility for that issuance.
The diagramme on page 60 shows the processes involved
in executing a transferable DC from issuance to settlement.
Transferable Letter of Credit (TDC)
1. Goodwill Ltd is a wholesale dealer of furniture in
Country A. Goodwill Ltd requests Bank A to issue a
transferable letter of credit for US$50,000 in favour of

Bestwill Ltd, a trading intermediary located in Country
B. Bank A issues the transferable letter of credit in favour
of Bestwill Ltd.
2. Bank B in Country B is the Advising, Confirming and
Transferring Bank. Bestwill Ltd then requests Bank B
to transfer the TDC to the second beneficiary which is
Betterwill Ltd located in Country C.
3. Bank B on receiving the instruction from Bestwill Ltd
communicates with Bank C in country C.
4. TDC is transferred in favour of Betterwill Ltd.
5. Betterwill Ltd, which is the manufacturer of furniture,
ships the furniture to Bestwill Ltd or Goodwill Ltd as
per the Sale Agreement between Betterwill Ltd and
Bestwill Ltd.
6. Betterwill submits the stipulated documents to Bank C.
7. Documents are received by Bank B from Bank C, which
substitutes the invoice and draft in favour of Bestwill
and Goodwill Ltd as the beneficiary and applicant
respectively.
8. On receiving the complying documents from Bank B,
Bank A pays Bank B.
9. Bank B receives the full payment of the TDC.
10. Bank B instructs Bank C to pay US$30,000 to Betterwill

Ltd while the US$20,000 balance is paid by Bank B to
Bestwill Ltd as the intermediary payment.
Financial crime risks
l Bank A does due diligence on Goodwill Ltd, which
is its client but may not know the countries dealt
with by Goodwill Ltd, or the nature of suppliers, the
customers etc.
l Bank A may not do any due diligence on Bestwill Ltd,
the intermediate beneficiary.
l Bank A may not know the ultimate Beneficiary,
Betterwill Ltd.
l Bank A is exposed to the usual risk of phantom goods
and undervalued/overvalued invoices.
l Betterwill Ltd may be located in a sanctioned country
or a high-risk jurisdiction.
l Bank B may alter the instructions pertaining to
Betterwill Ltd in the TDC so Bank A does not know the
ultimate beneficiary.
l Bank B is indirectly dealing with Bank C which may
be located in a sanctioned country or a high-risk
jurisdiction.
l All three companies may have the same ownership 
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substitutes the invoice and draft in favour of Bestwill
and Goodwill Ltd as the beneficiary and applicant
respectively.
12. Bank B examines the documents, as submitted for
compliance under the Master credit.
13. If found compliant Bank B pays Bestwill Ltd the residual
balance (net of payment to Betterwill Ltd).
14. Bank B forwards the documents to Bank A for their
examination and determining compliance.
15. Bank A pays Bank B.
16. Bank A releases the documents to Goodwill Ltd which
then collects the goods.

l

and Bank A may be used to transfer laundered money
from one jurisdiction to another.
The nature of the transaction involving different
banks, different jurisdictions and different entities may
open up the transaction to the risk of proliferation
financing.

Back to back letter of credit
A Back-to-Back Letter of Credit is an irrevocable credit
that is issued by a bank against the security of another
irrevocable credit that has been issued in favour of the
proposed applicant or middleman. This type of credit is
issued when the beneficiary of the credit is not the actual
supplier of the goods and a letter of credit in favour of the
supplier/s is required.
The diagramme above shows the mechanism involved
in a Back-to-Back Letters of Credit
1. Goodwill Ltd and Bestwill Ltd (a trading intermediary)
enter into a contract for the purchase of furniture.
Subsequently Bestwill Ltd and Betterwill Ltd (the
manufacturer) enter into a contract for purchase of
furniture.
2. Goodwill Ltd approaches Bank A for a Back- to -Back
Letter of Credit in favour of Bestwill Ltd.
3. Bank A issues the Back-to-Back Letter of Credit with
a request to Bank B (the Advising Bank) to add their
confirmation.
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4. Bank B advises the credit to Bestwill Ltd.
5. Bestwill Ltd requests Bank B to issue a ‘Baby’ credit with
the ‘Master’ credit as collateral.
6. Bank B advises the credit to Bank C (the Nominated
Bank) in Country C in favour of Betterwill Ltd.
7. Bank C advises the credit to Betterwill Ltd.
8. Betterwill Ltd ships the goods according to the terms
of the Letter of Credit.
9. Bank C forwards the documents to Bank B.
10. Bank B examines the document and settles the amount
on presentation of complying documents.
11. Documents are received by Bank B from Bank C, which

Trade finance is vulnerable
to the risk of financial
crime and banks should
adopt a risk-based
approach to identify and
review the risk of money
laundering

Financial crime Risks
All the banks in the above example deal with documents
and not with the goods or services (Article 5 of UCP600)
to which the documents may relate. This may lead to
phantom shipments or compromised quality/quantity of
goods.
The Intermediary (Bestwill Ltd) may misrepresent the
price of the goods in the invoice overinflating the value
of the goods at the time of submission thus transferring
value from one country to another.
Information from documents can be omitted or
amended at the time of submission which can expose the
issuing bank to the risk of dealing with sanctioned or highrisk entities, persons or countries and prohibited goods
The Nominated Bank (Bank C) may not have sufficient
AML controls or may not be located in a country having
strong AML Laws.
There may be collusion between Betterwill Ltd and
Bestwill Ltd to move funds from Country C to Country B.
Risk mitigation
Banks should adopt a risk-based approach to mitigate
its trade-based money laundering risk. Enhanced due
diligence on the intermediaries. Wolfsberg Trade Finance
Principles recommend enhanced due diligence when the
intermediary is a middleman or trader.
The issuing bank should be able to know the ultimate
beneficiary and should also know the name of Country C,
which is the ultimate destination in order to avoid dealing
with a sanctioned or a high-risk country.
It should then conduct sufficient due diligence on the
Advising Bank and request a declaration that the Advising
Bank does not deal with sanctioned entities or sanctioned
countries

Gaps in rules requiring additional scrutiny
Article 26 of UCP 600 allows the transport document to
bear a clause such as ‘Shipper’s load and count’ and ‘Said
by shipper to contain’. This provides the beneficiaries’
freedom to ship anything (or nothing) as there is
no checking done. This also leads to the creation of
a bill of lading describing containerised cargo but
without container numbers or with sequential container
numbers.
Article 34 of UCP 600 also states that banks assume no
liability for the legal effects or general particulars of the
documents. From a practical view point this may sound
acceptable, however this could enhance the misuse of the
systems as well as fraudulent documentation.
International standard banking practices (ISBP 745)
allow for the certificate of origin to indicate a different
invoice number, invoice date and shipment routing to that
indicated on one or more other stipulated documents,
provided the exporter or consignor shown on the
certificate of origin is not the beneficiary. Such a clause
allows the beneficiaries not known to the applicant to
issue a Certificate of Origin and get it accepted by the
banks.
Trade finance is vulnerable to the risk of financial crime
and hence banks should adopt a risk-based approach
to identify, assess, mitigate, monitor and review the risk
of trade-based money laundering. The due diligence
adopted should be commensurate with the risk and
appropriate policies, procedures, resources, systems and
controls should be in place to reduce the inherent and
residual risk of trade finance as a product of the bank. 

Savitha Raghavan

Dr Chithra Suresh

The authors, Savitha Raghavan and Dr Chithra Suresh, are
senior lecturers at the Bahrain Institute of Banking and
Finance in the Banking Centre.
The Bahrain Banker - Winter 2015

41

ISLAMIC INSURANCE

ISLAMIC INSURANCE

Islamic insurance is small but has a
strong potential
Islamic insurance in the GCC is a growing but very challenging
sector that has a lot of maturing ahead of it if it is to seriously
challenge the likes of Malaysia as the industry’s global hub. Tariq
Khonji spoke with industry leader, Ashraf Bseisu.

I

n his position as Solidarity Group Chief Executive,
Ashraf Bseisu controls an overseas portfolio of Islamicoriented financial services companies in Bahrain,
Jordan, Luxembourg, Saudi Arabia and Malaysia. He
believes that Islamic insurance is at a critical period in
its development. Although he sees strong potential for
it moving forward, the presence of many minor players
fighting over a small market and the lack of unified
regional regulation is keeping Islamic insurance from
reaching its full potential. Bseisu’s vision for the industry,
and for financial services in general, is a unified regional
system, similar to the way the European Union governs
and facilitates its cross-border financial services activities.
Although a small market compared with neighbours
such as Saudi Arabia and the UAE, Bseisu argues that
Bahrain, with its financial services experience and strong
regulatory framework, is in the best position regionally to
help take the industry forward.
“If any country in the GCC can lead the charge towards
turning the region into a true global hub for Islamic
insurance, it is the Kingdom of Bahrain. Although some
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may argue that there is a certain amount of overregulation
here, no other country in the region yet matches Bahrain in
terms of the sophistication of its oversight of the industry,”
he said.
“And when it comes to Islamic insurance in particular,
the Central Bank of Bahrain (CBB) is the only GCC regulator
so far which has a good understanding of the very specific
needs of our sector and the experience necessary to
implement it. Still, more can and should be done in Bahrain
and across the region to reach the level of Malaysia, which,
with its experience and first-mover advantage, for now
remains the global centre for our industry, and will be
tough to challenge.”
But there is no reason why the GCC cannot catch up
in time through proper planning and the right moves.
Bseisu believes that with 27 Islamic insurance companies
operating in the GCC, consolidation is inevitable as the
region begins to become more integrated with the global
economy. Family business traditions and cultural issues
have so far made companies hesitant to embrace a new
culture of integration and consolidation where the Islamic
insurance players are bigger, but the individuals involved
have less power.
“But this is changing. We are seeing some consolidation
and some companies talking to each other. This will
become especially important as the region adjusts to
new market realities, with lower oil prices and tighter
government spending. More challenging economic times
will leave us with no choice, but it is always better to be

The CBB is the only GCC
regulator with a good
understanding of the very
specific needs of our sector

ahead of the curve,” Bseisu says.
Stronger regional cooperation is required for this
to happen. Markets should be opened, but rather than
attracting new small companies, regulation should be
structured so that it encourages existing players to look at
neighbouring markets. In this way the GCC would become
one strong market rather than many small fragmented
ones, each operating out of sync with the other. Bseisu
added that, instead of worrying about competition
coming from companies based in other countries, the GCC
Takaful (Islamic insurance) industry should embrace it as
an inevitability.

I’d like to see companies
merge with each other across
borders
“I’d like to see companies merge with each other across
borders. Bahraini companies with Saudi players, UAE and
Kuwait firms merging, and so on, until we have a healthier
regional market with a smaller number of strong global
players. This is good for both business and the economy,
and provides greater security to the consumer. To help
this process along, a unified regulatory system is key,
something similar to the system the European Union has
in place, which allows companies to set up operations
in each EU country with a minimal amount of hassle,” he
continued.
“Regulators in each EU country count on cross-border
agreements that which allow them to operate in tandem
and trust each other with routine regulatory issues. A
UK company setting up in Germany will not face hugely
different rules. There will be no surprises waiting for them
or obstacles preventing
them from entering
the market. This is
something we don’t yet
have in the GCC, which
we should work towards
if we are to be a true
regional hub.”
The large number
The large number of
of small market players
small market players makes
makes it a challenge
it a challenge for Islamic
for Islamic insurance
insurance companies to
companies to compete,
compete
not only among each

“

”

other, but against conventional players as well. Islamic
insurance is by its nature a more challenging business
model than conventional insurance because it has two
statements of accounts which need to be kept separate
at all times. The assets of the business (policyholders)
cannot be co-mingled with those of the asset manager
(shareholders). They are two separate pots, Bseisu
explained.
“This
requires
a
more
stringent
management style in
terms of profitability
and control of expenses,
to overcome the issues
that
conventional
insurance players don’t
I believe the GCC has the
face. On top of that
resources and the potential
we face this incredibly
to take our industry to the
competitive industry,”
word stage
Bseisu remarked.
At the same time stronger corporate governance
should be promoted not only in Islamic insurance but in
the financial industry in general, he argued.
“Although the CBB has done much to encourage this
already, more incentives should be provided to companies
which show a willingness to improve their corporate
governance. Other markets implement tax breaks in such
cases. Here, although we don’t have income taxes, there
are many fees and requirements that could be waived in
such cases. This would encourage financial institutions to
pay more attention to this area, pushing the whole market
forward.”
Complementing this more sophisticated regulation
should be a strong focus on training and development,
which is necessary to compete globally. “For Bahrain, which
already has a well-educated and trained financial services
workforce, the Bahrain Institute of Banking and Finance
(BIBF) could play an important role as part of a national
or regional strategy. Malaysia is a good model to follow.
They didn’t reach where they are overnight. Starting in the
early 1980s, they have decades
more experience than we do, but
with a proper plan and execution,
and more regional cooperation, I
believe the GCC has the resources
and the potential to take our
industry to the word stage,”
Bseisu insisted.


“

”

Tariq Khonji is a Bahrain-based freelance writer
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FREEHOLD PROPERTIES BY AREAS
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Real estate investors are well
positioned to profit from economic
recovery
Bahrain’s economy and business climate, along with the rest of the
Gulf region, are going through challenging times, writes Sadaqat
Sattar, a Bahrain-based real estate expert. This situation is likely
continue over the medium term, he adds. But, in the short term,
the effect of low oil prices is expected to trickle down into various
parts of the economy as tighter government spending leads to a
slowdown in business and reductions in subsidies.
New economic realities, such as lower oil prices, will
have a substantial impact on real estate across the region
with Bahrain being one of the countries most susceptible
to the changes to follow. Unlike some overly-dramatic
predictions, however, I do not expect any kind of collapse
in the region. Things will slow down, but we will eventually
see a turnaround and investors would do well to position
themselves now for such a recovery.
The last ten years have been a roller-coaster ride for
Bahrain’s real estate industry which saw its prospects grow
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in 2005, reaching a peak by 2008, only to succumb that
year to the worst global financial crisis this century. Things
were not as bad in Bahrain as they were in Dubai during
that period, as Bahrain’s realty managed to sustain the
stress relatively well. In fact, prospects of a recovery were
looking strong by the end of 2010, but when the so-called
Arab Spring erupted in 2011, Bahrain suffered more than
any of the other countries in the region.
One good indicator that has emerged from all these
changes is the fact that Bahrain’s business community and

Source: Premium eBusiness Solutions

most of its industries have shown their ability to sustain
any stress the economy, geopolitical crises or regulatory
changes may bring. This was proven by how businesses
have continued to operate, post profits and announce new
developments -- even after these challenging periods.
Let us look at the projects that were rolled out in
Bahrain over the last ten years and see their rate of
increase. Needless to say, the majority of the projects
were inaugurated during the peak, the golden era of
Bahrain’s realty, and were at their minimum when things
hit rock bottom.
The fact that the last two to three years have seen a
steady growth in new projects indicates that investor
confidence is returning. Whether that will translate into
customer confidence is yet to be seen. It is, however,
predicted that a slight decline in demand and
subsequent price adjustments may take place that will
encourage consumers to take advantage of the market
bottoming out.
Irrespective of the current circumstances, the number

Bahrain and Dubai still
remain the preferred venues
for international real estate
investment in the GCC
of real estate investment projects is on a gradual rise, which
implies that at least developers see potential demand in
the midst of all these changes.
Foreign investment in the region’s real estate sector is a
challenging issue and opinions vary widely depending on
who you ask and what their risk appetites or investment
strategies are. Nevertheless the Middle East remains a
lucrative market primarily due to its reputation during the
past decade of allowing investors to reap unbelievably 
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Prominent Investment properties in the last 10 years
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Property investments in
Bahrain have offered better
income yields compared
with Qatar and Dubai
high returns in relatively stable economies. Bahrain and
Dubai still remain the preferred venues for international
real estate investment in the GCC, with Qatar being a late
comer and plagued by overly-aggressive speculators.
There is no denying the fact that Qatar’s economy
has boomed over the last few years and it will continue
to show a positive performance in the foreseeable future.

The prospect of the 2022 World Cup is a major driving
force behind this growth. But the reality on the ground
remains that Qatar’s policies towards business, residence,
employment and social coexistence is still a matter of
concern for many. From the outlook it does not seems to
be a priority as there is enough growth without addressing
these issues. However it remains to be seen how things
will pan out post ‘The Game’. A quick assessment of current
opportunities in the country also indicate that the quantity
of freehold properties is relatively low compared with
Bahrain’s approximately 80 freehold property options.
Furthermore whilst Qatar’s property boom is in its
early phase, land speculators have jacked up the prices
to a point where, in most areas, it is no longer viable to
develop properties and float them at market rates (rent or
sale). Surprisingly Qatar has quite a few leasehold property
opportunities of up to 99 years; Bahrain has almost none.
Dubai, on the other hand, rose like a phoenix from
the ashes of the financial crisis and went on to do some

Index
Bahrain
Doha
Dubai
Price to Income Ratio*		 4.87		 7.25		 5.82
Price to Rent Ratio - prime areas		 7.34		 11.23		 9.18
Price to Rent Ratio - non-prime areas:		 5.91		 15.38		 9.14
Gross Rental Yield (Prime areas)		 13.62%		 8.91%		 10.90%
Gross Rental Yield (Non-prime areas)		 16.91%		 6.50%		 10.94%
Source: Numbeo * Price to Income Ratio: It is a ratio of median property prices to median disposable annual income. The lower the better.
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marvelous things that have strengthened its position and
reputation in the international market. However Dubai is
also the most expensive place to live in the region, with
sky-rocketing inflation, a rising cost of living and a growing
number of taxes. This is apart from the fact that among all
the GCC countries, fuel prices are highest in Dubai.
But this imbalance is set to change or even out as
Bahrain and Saudi Arabia have recently increased fuel
prices. In fact there are talks of further gradual increases,
whereas the UAE has announced a decline in price. The
point is that, from a real estate investment perspective,
Dubai is proving to be an expensive game only reserved
for the ultra-rich and well-paid senior executives. In fact
Dubai has stricter rules in place when it comes to propertyownership-based residency visas, with most being valid
for six months only and not applicable to properties worth
less than AED 1 million (US$ 272,000), whereas Bahrain at
the moment has much more relaxed regulations in this
regard.
Therefore as compared to these two property
destinations in terms of demand, Bahrain stands
somewhere in the middle, not too expensive yet profit-

generating, not too aggressive but relatively lenient.
However if the following comparative analysis based on
statistics and historic data is to be taken as a guide, then it
is evident that property investments in Bahrain have so far
offered better income yields compared with investments
made in Dubai and Qatar over the past 18 months.
What is more interesting about these statistics is the
fact that real estate investments in Bahrain have managed
to produce these impressive ratios despite having the
lowest rental and purchase rate compared to the market
rates of these other two countries, as indicated in the
following table of average going rates in all three countries:
By far the most positive change that Bahrain’s realty has
experienced in recent years is the shift towards affordable
housing, as demand in this segment has been least affected
by internal and external factors. The property boom of last
decade proved to developers that local citizens are now
ready to embrace commonhold properties as opposed
to the long-held view that the greatest demand is for
luxury freehold local-ownership decreed properties. Thus
post the financial crisis short-to-medium-term investors
with liquidity and nominal risk appetites shifted their 

Monthly rental rate
Bahrain(BD) Doha(BD) Difference
Dubai(BD)
Difference
1 BR FF apartment in prime areas		 380.00 		 836.48 		 +120%		 792.65		 +109%
1 BR FF apartment in non-prime areas		 325.00 		 529.44 		 +63%		 553.98		 +70%
3 bedroom SF apartment in prime area		 662.50 		 1,547.32 		 +134%		 1,617.43		 +144%
3 BR SF apartment in non-prime areas		 633.33 		 1,014.67 		 +60%		 1,085.51		 +71%
Property purchase price
Price per sqm to buy foreign-ownership		 600.00 		 2,074.40 		 +246%		 1,682.72		 +180%
decreed property
Price per sqm to buy local-ownership		 435.00 		 1,828.80 		 +320%		 1,148.41		 +164%
decreed property
Source: Numbeo
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focus to meet the surging demand for affordable housing
and, for a while at least, abandoned the more lucrative
investment drive for foreign-ownership decreed property
development, with which only long-term investors are
continuing to experiment.
Social housing may not bring in the huge profits that
luxury developments promise, but they are much less risky
because the demand for it is very real. Low-cost housing
is very much needed in Bahrain, so the risk is mitigated by
this shortage in supply and the high level of demand.
Affordable housing developments will continue to get
preference over foreign-investment-friendly properties
as demand for social housing will outweigh the demand
for investment properties until such a time that investor
confidence is reinstated.
In my opinion Bahrain’s realty market can do well by
taking into perspective the realities on the ground and
work towards becoming a more mature industry that is
open to change, transparency and higher professional
standards. Having a national listing solution to channel
and record the country’s real estate information in the right
way and from the right people can help to accomplish
that. An industry with a reliable source of information,
ethical codes of conduct, centralised databanks and a
professionals’ platform is surely going to have a positive
impact on the future outlook.
It is worth mentioning here that real estate loyalists still
believe the money-making era will return again, perhaps
because it gives them a sense of security that many are
seeking in these uncertain times. The underlying factor
might well be that there are no other alternative modes
of investment in this region (or at least a lack of awareness

CROWDFUNDING
and initiative when it comes to it). Until then real estate
will continue to stay in the forefront as a sector, attracting
the most investment because in such circumstances
the easiest option is the best option, and what is better
than something that is always in sight, and hence always
in mind?


Crowdfunding- A Potential Conduit
for money launderers
‘You get to a point where it gets very complex, where you have
money laundering activities, drug related activities and terrorist
support activities converging at certain points and becoming one.’
– Sibel Edmonds (former FBI employee and founder- National
Security Whistleblowers Coalition). Deepa Chandrasekhar
investigates crowd funding.

A
Sadaqat R. A. Sattar has held strategic positions
at Zurich International, Bahrain National Life
and Bahrain Kuwait Insurance Company. He was
a founding team member of Reef Real Estate
Finance House, heading its Operations department.
As Managing Director of Premium eBusiness
Solutions he is currently deploying Bahrain’s
first centralised real estate listings and distribution
platform, mlsBH.

couple of months ago, a family friend’s daughter
asked her father whether she could use his
credit card to buy a new and revolutionary
jacket from Kickstarter (an internet website).
The jacket is no ordinary jacket. Marketed towards
frequent travelers, it possesses 15 different features
ranging from a built-in neck pillow to a microfibre cloth for
cleaning glasses. The cost ($149) served as a commitment
of purchase; when pooled with another 29,500 interested
buyers, it would enable/fund the promoters to start
commercially producing the jackets. She hastened to add
that the credit card would only be debited if the promoters
succeeded in raising the minimum amount they had
initially solicited on the website ($20,000). Our curiosity
piqued – we checked Kickstarter for more details – it
transpired that the ‘Baubax’ jacket had successfully raised
over $9 million (450 times the initial amount required) and
is the fourth most funded Kickstarter project of all time.
This is a classic example of Crowdfunding, best
understood as an internet-based source of raising money
from the public for a charity, business, project, or startup.
It matches investors to businesses, donors to charities, and
borrowers to lenders, all through the medium of a website.
Kickstarter, Crowdcube, Indiegogo, Lets Venture,
and Catapooolt are various crowdfunding websites that
have gained publicity in the past three years. Kickstarter

advertises that “9.3 million people have backed a
Kickstarter project; 2.9 million people have backed more
than one project and 347,000 people have backed ten
or more projects.” These are products where individuals
have invested as little as $1, with the highs being even
US$100,000. The way it works is depicted below.
Substantial funds have/are/can be raised through
crowdfunding, and this is only projected to increase
exponentially. The Tabb Group estimated that “The market
will hit $17 billion in 2015 with more than 1,000 new
platforms formed. Some funding will come from angel
investors who could invest $50 billion in 2015 across
all funding opportunities compared with $22.9 billion
in 2012. A more conservative estimate puts the figure at
$28 billion”.
Crowdfunding received a significant boost in 2012
when President Obama signed the Jumpstart our Small
Business Startup (JOBS) bill, thereby easing various
security regulations and paving the way for small US
businesses to raise funds from the public. Committing
money via the Internet can occur in less than 10 minutes
nowadays and side-step the onerous due diligence/
disclosure requirements for companies hesitant to raise
money through an initial public offering (IPO) or through
the secondary markets. Although this was an American
legislation, the JOBS bill had a ripple effect on the global 

Crowdfunding Process

=

Multiplied by

Individual Donors’ Cash
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CROWDFUNDING

Crowdfunding received a
significant boost in 2012
when President Obama
signed the Jumpstart our
Small Business Startup (JOBS)
bill, paving the way for small
US businesses to raise funds
from the public

crowdfunding market, including our present country of
residence (Bahrain) with the website Zoomaal. The process
behind a crowdfunding venture is shown below with three
parties involved.

Crowdfunding types
The crowdfunding model could be one of three types:
Donation or reward/product based Donors contribute
money to the project through the internet portals as
discussed above. If it is a donation, the consumer only
receives the charity’s goodwill. However if the model works
on a reward basis, consumers receive the good/service
they have paid for as a reward for investing. Once funds
have been raised for production, goods are then shipped
to the donor post-manufacture.
Lending based Borrowers raise money with a promise
to return it with interest (at a pre-specified rate) after a
particular tenure. One example is a British company offering
bonds to potential investors. For an initial investment of
£500 (and above), the firm offers to pay investors a fixedrate return of 8 percent gross interest a year for an initial
four years. At the end of the four-year period and on
every anniversary thereafter, investors have the choice to
continue holding the bond for another year (on the same
terms) or to give the company a six-month notice period
of redemption. The 8 percent bonds appealed to investors
- at the last count, 336 investors had committed to funding
£681,500 (at the time of writing).
Equity based Investors transfer money to the entrepreneur
in lieu of a share/ownership stake in the company or project
and are entitled to dividends at a later date. One British
company aims to raise £200,000 to produce vegetables/
salad greens in underground spaces in London using LED
lights/hydroponics. The company was offering both Class
A/B shares. Investors who put in >£25,000 were entitled
to Class A shares with full voting rights, while investors
committing amounts <£25,000 received Class B shares

with no voting rights/pre-emption. The business exit
strategy for investors was anticipated to be over a five-year
timeline, including the traditional possibilities of listing
on a small capitalisation market, sale of the business to a
fresh produce company/private equity firm, or a possible
management buyout.

Risks of crowdfunding
While crowdfunding is a boon for potential entrepreneurs
and SME’s having difficulty accessing credit from banks,
there exists a high risk of money laundering and terrorist
financing. They stem from three key areas:
Initial investment into projects can be done through
nameless, prepaid credit cards (those not linked to any
bank account and do not require any identification on
purchase). These are available legally/freely in the market.
Such cards are activated by registering online – not a
problem for money launderers who normally use spurious
addresses needing no validation. In the UK these prepaid
cards can easily be topped up using cash at several
PayPoint or epay vendors. The cards can also be used to
buy goods and services online. One such brand can be
loaded one time up to £200, with a limit of £11,250 a year.

Process behind Crowdfunding

$

Investor
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Internet Portal

Enterpreneur / Charity

The prepaid card represents the ‘placement’ stage
of money laundering, while the crowdfunding portal is
the ‘layering’ stage. Depending on the business model,
failed projects which are unsuccessful in meeting their
fundraising target normally return funds to investors
through wire transfers/cheques: the ‘integration’ stage.
Another possible scenario occurs when there is
collusion between the project owner and investors, with
the former floating a project that was never intended to be
completed. The small amount of investment required per
customer poses no barrier to money launderers who can
line up several individuals to make their initial investments
by giving them either the cash-funded prepaid cards or
paying them in cash and using their genuine credit cards.
Collusion between investors and investee companies
While some projects include the financial information/
background details of the entrepreneurs, the majority
of solicitations posted on crowdfunding websites lack
transparency. A spurious investor seeking to purchase bulk
contraband (fake branded handbags), could crowd-fund
a sham company owned by the distributor of the pirated
goods. The investor/buyer could receive the (essentially
worthless) handbags and equity. The distributor in turn
would receive wire-transferred funds under the guise of
a legitimate crowdfunding operation, making it easier to
integrate the laundered money into the financial system.
This modus operandi could also work in the donor
model of crowdfunding. If over 100 fake investors crowdfund a false company that supposedly does overseas
charity work, money is exchanged for worthless equity in
the firm. The crowdfunding portal provides a legitimacy
for international funds transfer requests from the
charity, which routes these through the financial system
and integrates them with genuine funds. Of late,
numerous charities have been accused or convicted in
court for using their revenues to
fund terrorism or revolutionary
movements rather than for the
humanitarian purposes for which
the contributions were ostensibly
collected.
Fraud: always a possibility
While crowdfunding is a popular
source of finance for growing
companies
and
genuine
charitable causes, there have

been instances where products have not been shipped to
buyers in the Reward/Product Model. An investor who paid
$100 for two smart watches on the crowdfunding site Tilt.
com, never received them. To make matters more complex,
he discovered that the company running the campaign
‘called Hex3’ was simultaneously marketing the offer on
two other crowdfunding sites. Close to US$300,000 was
raised for the company (which vanished without a trace).
A website still exists portraying the smartwatch’s features
in glowing terms. Any information about the man behind
the project/contact details is conspicuously absent.
Another bizarre, but well publicised, case in Canada
resulted in raising $200,000 to pay organised crime in
Toronto, to part with a video which showed Rob Ford
(at that time the Mayor of Toronto) allegedly consuming
cocaine. The American website Gawker.com openly
advertised “We’ve seen a video of him smoking crack
cocaine, and the people who have the video would like to
sell it. Through the miracle of crowdfunding, you can help.
Please consider donating to the Rob Ford Crackstarter.”
Gawker successfully raised the funds from chagrined
members of the public who donated funds to oust the
Mayor. Unfortunately for the website however, the seller
broke off contact. The money raised from the public was
finally split evenly between four Canadian charities to help
curb drug addictions/crime. Ford
was forced to step down once
the video was recovered by the
Toronto police; he then entered
a drug rehabilitation programme.
However the case raised several
ethical/criminal/regulatory issues:
whether it was acceptable to raise
capital through crowdfunding to
fund the activities of a criminal
syndicate.


As crowdfunding is
still a nascent industry,
regulation has been
lax or non-existent in
several jurisdictions
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Mitigants to money laundering
Threshold limits
As crowdfunding is still a nascent industry regulation
has been lax or non-existent in several jurisdictions.
The USA has been successful in imposing
some checks. For example, if an investor has an annual
income/net worth <US$100,000, then they can only
invest in securities worth up to US$2,000 or 5 percent of
their annual income/net worth (whichever is greater).
Similarly an investor who has an annual income net
worth of >US$100,000 can buy securities worth 10 percent
of their annual income/net worth with an overall annual
cap of US$100,000. The limit is cumulative across all
crowdfunding investments made by the issuer.
Requirements for issuers
The JOBS Act also requires issuers to disclose basic
information on the company – location, ownership/capital
structure, identities of its officers, directors and shareholders
who own 20 percent or more of the issuer. Details on
the target offering amount, a brief description of its
business plan and the proposed use of funds also have
to be submitted. Depending on the size of crowdfunding
audited or reviewed financials have to be disclosed.
Another important requirement is that the issuer must
be a domestic company, domiciled and incorporated in
the USA. This does not, however, prevent an issuer from
incorporating a local firm, receiving funds and
immediately remitting the funds overseas. While this
does not eliminate the risk of money laundering it does
empower law enforcers to investigate potential frauds and
establish the jurisdiction of a lawsuit in the event there is a
need to do so.
Requirements for intermediaries
In a bid to alleviate fraud/money laundering concerns
funding portals are prohibited from “Offering investment
advice or recommendations.” Nor are the portals
permitted to “hold, manage, possess or otherwise handle
investor funds or securities.” It is hence mandatory for
the website to use the services of a bank/another
money service provider, or credit card companies. While
primary contact between the investor and the issuer is
through the crowdfunding website, the actual exchange
of funds for stock, has to be conducted by a financial
institution.
The JOBS Act also requires funding portals to obtaining
a “background and securities enforcement check” on
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the issuer, directors, officers and 20 percent or more of
its shareholders. The SEC’s regulations provide that the
portals should comply with local anti-money laundering
requirements.
Despite the challenges, crowdfunding carries
significant promise for issuers – providing feasible
funding opportunities that would have otherwise been
unattainable, structured post-sales feedback processes
from consumers and the chance to transform an idea
into reality. For consumers it is the chance to be an
early adopter of what could be the ‘next big-thing’, or to
buy a new product with key functional benefits. It must
be noted that crowdfunding is a nascent industry
that has developed due to the advent of technology/
globalisation in the 21st Century the full set of checks and
balances has not yet been developed.
Despite the exponential growth of crowdfunding in the
past decade there is no guarantee that it will become a fullfledged developed industry any time soon. One only has
to take a look at the banking industry as an example. This
has become a mature, prosperous, and highly-regulated
industry over five hundred years old yet still coming
to grips with various compliance/AML/KYC issues
worldwide.
While certain regulatory measures in crowdfunding
are being developed in the USA they are practically
nonexistent in several developing countries. As fraud and
money laundering cases gain prominence there will be
moves to step up due
diligence
measures
undertaken by the
crowdfunding website
portals and the financial
institutions which are
the repository of funds.
Time will tell the nature
and extremity of these
challenges – and also
if our friends’ daughter
receives her jacket. 

Deepa Chandrasekhar is a senior banker based in the
Kingdom of Bahrain. Social media research for this article
was conducted by Vishakh Chandrasekhar, a post-graduate
student at Durham University, United Kingdom. The views
expressed in this article are theirs alone, and do not reflect
those of their respective organisations.

Software solutions for Islamic banks
The world is becoming progressively more digitised, writes our
technical correspondent Martin Morris. At the same time, he says,
banks are continually having to boost their capital buffers against
a backdrop of increasingly costly regulatory oversight. And all the
while they are looking to reduce their costs as margins come under
pressure.

T

he solution? Find ‘killer’ software (for both
conventional and Islamic institutions) to help
keep them ahead of their competitors in terms of
customer/client offerings. The urgency has never
been greater.
In the Islamic banking industry the days are long gone
when the primary focus was on deposit-taking among
similar activities. Nowadays the industry has evolved into
an integrated financial system seeking ethical financial
solutions across a number of different categories, including
equity markets, securitised debt markets, insurance
services, and renewables and so on.
Meanwhile increased competition from new entrants
with innovative and more nimble business models,
coupled with the need to adapt to a multi-channel
distribution reality that includes mobile offerings, merely
adds to the pressure being faced by incumbents.

As if these issues were not enough, Islamic banks face
the additional task, not required of their conventional
banking counterparts, of ensuring that they achieve
Sharia-compliance and of maintaining it.
Key to implementing ‘fit for purpose’ Sharia-compliant
technology is being able keep pace with a rapidlychanging and increasingly complex market environment
whilst simultaneously managing reputational risk.
That means being able to monitor products throughout
the entirety of their trading cycle and ensuring that any
third parties involved in that cycle are similarly compliant
at all times.
In addition banks will need oversight of a customer’s
activities across all access channels as well as being able
to provide a single view to its customers of all its products
and services – meaning, in effect, an ‘anywhere, anytime’
experience for the consumer or client.
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Integrating all of this information into a single softwarebased platform (and making it understandable) is therefore
the major objective vendors need to complete if they are
to generate more business from and for the banks.
There are many general tools on the market, such as
Thomson Reuters Islamic Finance Gateway. While these
can facilitate the easier use of product monitoring, in terms
of Sharia compliance, they do not address another major
challenge: a lack of product standardisation throughout
Islamic finance, given the differing interpretations of what
constitutes Sharia, by various Sharia boards.
As Deloitte pointed out in its recent note Islamic
Finance – A Technology Perspective: “Banks today deploy
core banking systems to support their business processes,
improve operational efficiencies and abide by regulatory
requirements.”
Which is fine. However the necessary enterprisewide planning required to complete any transformation
process is invariably more complex in an Islamic finance
environment. This is especially true for those conventional
banks operating so-called ‘Islamic windows’ that by
definition require the management of separate books
for clients and reporting purposes, coupled with fund
segregation in some instances.
Compounding the problem, Islamic banks continually
seek to innovate via new products and services. And that
means core banking solutions allowing banks to build new
products rapidly are a prerequisite.
While global software vendors such as Misys, Oracle,
Temenos and others have tended to bolt Islamic banking
solutions on to existing conventional banking suites,
others, such as BML, Path Solutions etc have focused more
on Islamic banking systems and they tend to operate in
the GCC and East Asia
Deloitte argues that an Islamic banking solution must
cover all lines of business such as investment, financing,
payments, bank cards, treasury management, trade
finance and AML services.
Apart from basic issues such as complying with Sharia
law, as well as with increasingly important organisations
such as the Bahrain-based Accounting and Auditing
Organisation for Islamic Financial Institutions (AAOIFI)
and other international or local accounting standards, any
solution will mean that stringent treasury management is,
by definition, required.
One issue needing to be addressed is reducing liquidity
risk, given that taking potentially interest-based loans on
the market to fulfil short and medium-term liquidity needs
is not permitted under Sharia law.
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In addition any solution should include a profit
distribution engine “which provides flexibility in pool
definition, profit-sharing schemes, revenue reserves
allocation and distribution, alongside the ability to perform
‘what if’ scenarios prior to the distribution of profits,” says
Deloitte.
In a sign that the various industry interests are slowly
converging it was confirmed in February 2015 that AAOIFI
standards would now be made available online through
Zawya Islamic and later through Thomson Reuters
products.
Adopting AAOIFI standards facilitates harmonisation
of Islamic finance practices and assists the confidence of
users of Islamic financial products and services, ultimately
leading to further growth of the industry. AAOIFI is
currently in the process of revamping key standards as well
as boosting its engagement efforts with the industry.
Indeed a revised standard for Sukuk and a new one
covering the sale of debt are among major efforts planned
for next year, AAOIFI Secretary-General Hamed Hassan
Merah told Reuters in a December 2015 interview.
AAOIFI, which last held a review of its Sharia standards
five years ago, has issued six new standards in the past 15
months alone, presently comprising 54 Sharia standards,
26 accounting standards, five auditing standards, seven
governance standards and two codes of ethics.
The software solutions market meanwhile remains as
competitive as ever with global software provider Misys,
for example, rolling out its Misys FusionBanking Essence
Islamic offering in May 2015.
Developed as a specialist Islamic banking solution,
with pre-configured Sharia compliant products, such as
Murabaha and Finance Ijara instruments, the processdriven nature of the system is designed to aid banks’
business users in building Sharia-compliant products from

Adopting AAOIFI
standards facilitates
harmonisation of
Islamic finance
practices and assists

a so-called ‘outside-in’ approach. That means processes
are engineered around the needs of external stakeholders
such as customers, regulators and investors.
And for good reason, given today’s consumers are not
only tech–savvy, connected as they are 24/7, they are also
impatient, meaning that if a bank is not providing a service
on a par with the likes of Google, Amazon and so on, they
will form negative views very quickly.
Misys’s move could prove a timely one, given that
only 52 percent of customers believed their bank was a
true Islamic bank following Sharia laws, according to the
October 2014 PWC report, Voice of the Customer.
While Misys has adopted a ‘bolt-on’ approach, Kuwaitbased software house Path Solutions has long specialised
in the Islamic financial marketplace with a range of
integrated solutions and services.
It offers a number of Sharia and IAS compliant
integrated solutions covering Core Banking, Customer
Universal Services, Investment and Private Equity, Treasury,
Risk Management and Securities Trading in both the GCC
and Global Capital Markets.
Its iMAL initiative, for example, is described as a
comprehensive enterprise, yet modular Islamic banking
and investment system “addressing the in-depth business
functionality and the state-of-the-art technology in a
single, highly-integrated front, middle and back office
system.”
It is built on open architecture, offers low cost of
ownership and uses established standards such as
HTTP/S and XML. It is also available as a Model Bank
implementation, with best practice processes built-in.
As a result it is a fully interoperable system that
can integrate with any existing core banking system
combining front-to-back-office functionality with
scalability and a customer-centric approach. This also
means that it can cater for innovative financing and
investment products with a minimum set-up time and
effort required.
Meanwhile Profile Software, with offices in Geneva
and Dubai, provides an Islamic Banking solution with full
product support based on the principles of Murabaha,
Mudarabah, Musharaka, Ijarah, Istisna and Salam. It can
also devise variations of the above products using simple
parameters, if required.
Also available is complete product lifecycle
management, from quotations management to facilities
write-off. Different workflows may be dynamically defined
for different products at any stage of their lifecycle so as to
ensure compliance with a bank’s policy.

It also allows for multiple pricing policies to be created
including fixed profit percentage, benchmark interest
rates, units purchase, profit distribution and loss sharing.
Real-time risk management, allowing for rapid
on-the-spot risk assessment, is also catered for as is
advanced deposits management, covering restricted and
unrestricted investment, Wadiah deposits, Time deposits,
current accounts and so on.
Yet irrespective of the software solutions currently
available on the market ongoing issues’ such as a shortage
of scholars qualified to provide advice to banks, need to
be addressed.
As does the issue of a skills shortage within the industry
that will, in many cases, require more education and
training. This can be seen by the fact that many members
of the Islamic banking industry – at both vending and client
level – come from a conventional banking background.
They bring their values and experiences with them. If this
means more companies coming into the market in order
to compete, the knock-on affect could end up being
an industry overpopulated with players not necessarily
equipped to serve it.
Standardisation, with banks, regulators, standards
bodies and scholars increasingly working together, will be
critical to creating the necessary transparency and clarity
that will remove any doubts from the minds of sceptical
Muslims and non-Muslims alike, when it comes to the
integrity of Islamic finance products and services.
In doing so, this should provide the needed push
regarding innovation which in turn will lead to the future
growth of the industry and will ensure its sustainability in
the process.
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ECONOMIC AND FINANCIAL INDICATORS

FACTS ABOUT BAHRAIN

Bahrain stock market index compared with GCC*, Emerging Market and World indices

Insurance companies (cont):

Population:
2013

1,253,191

Number of financial institutions:
June 2015

403

Number working in financial sector:
2012

14,009

of which:
Baharaini nationals

9,253 (66%)

Foreign nationals

4,756 (34%)

Economic indicators:
US$ 32.8 billion

Growth (2013)

6.8%

GDP (Constant 2013)

US$ 28.6 billion

Growth (2013)

Bahrain Money Supply (M2)

5.5%

Financial sector’s contribution to GDP
Bahrain Bank Assets

Bahrain Bank Lending

16.7%

Sovereign ratings:

Bahrain Leverage

Bahrain Net Foreign Assets (US$ Billion)

US$ 189.1 billion
113
28

Locally incorporated

13

Branches of foreign banks

15

Wholesale banks

74

Bank Society

1

Representative offices

9

Islamic banks: (included in above)
Number of banks (June 2015)
Assets (Feb 2015)
Bahrain Inflation (Based to Jan 2009=100)

3M Interbank spread over 3M LIBOR (in %)

Bahrain 5-Year Sovereign CDS (in bps)

24
US$ 25.1 billion
151

Domestic market
Gross premiums (December 2013)
Number of firms

Brokers

31

Consultants

4

Managers

3

Representative offices

4

Loss adjusters

11

Actuaries

27
9

Restricted licences

28

of which:
Firms

22

Brokers

4

Consultants

2

Investment firms:
52
8

(June 2015)

US$ 21.4 billion

Number of firms (June 2015)

26

Licensed Exchanges

2

Licensed Clearing, Settlement and
Central Depository Systems

1

Licensed Securities Brokers

4

Licensed Securities Clearing Members

6

Licensed Securities Broker Dealers

13

Specialised licencees:
Number of firms (June 2015)

52

Number of money changers

19

Number of financing companies

8

Microfinance Institutions

2

Funds industry:

Insurance companies:
Number of firms (June 2015)

10

Market capitalisation

of which:
Bahrain Deposits

Overseas

Capital markets:

Banks:

Retail banks

1

Representative offices

BBB (Fitch Dec 2014) with negative outlook

Number of institutions (June 2015)

Captives

Number of firms (June 2015)

BBB (S&P Feb 2015) with negative outlook

Assets (June 2015)

8

Others

GDP (Current 2013)

Bahrain banks statistical roundup

Takaful and Retakaful

US$ 685 million
35

of which:

Authorised funds (June 2015)

2,885

Net asset value (March 2015)

US$ 6.46 billion

Local funds (CIUs)
Net asset value (March 2015)

83
US$ 3.48 billion

of which:
Conventional (local)

47
36

Locally incorporated

25

Islamic (local)

Overseas

10

Foreign funds Offshore (June 2015)

2,794

Source: Central Bank of Bahrain, October 2015
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WHO’S WHO

LAST WORD

The Bahrain Association of Banks
Board of Directors

Dr Waheed Al Qassim - CEO

Abdul Razak Al Qassim
Chairman,
CEO & Director of NBB

Dr Khaled Kawan
President and CEO of
Arab Banking Corporation

Khalil Nooruddin
Managing Partner, Capital
Knowledge

Mr Ahmed Abdulrahim
Deputy Chairman,
CEO of Ithmaar Bank

Hassan Jarrar
Treasurer
CEO of Bahrain Islamic Bank

Adel El-Labban
Group CEO & Managing
Director of Ahli United Bank

Adnan Ahmed Yousif
President & CEO of
Al Baraka Banking Group

Dr Farid A Al Mulla
CEO of
Oasis Capital

Talal Al-Zain
Regional CEO of PineBridge
Investments

This is the last issue of our quarterly
magazine The Bahrain Banker. However, the
Bahrain Association of Banks will continue
to keep its membership and the world at
large informed of local and regional banking
and financial developments through
continual additions to our soon-to-be
improved website. Moreover, the Association
encourages the staff at all levels of member
banks to contribute articles, research papers
and news for inclusion on the website.
As our Chairman, has said in his ‘Welcome’
letter on page three, The Bahrain Banker has
played a significant role over the last six years
in promoting Bahrain as a banking centre.
The Association’s strategy for the future is
to devote our energies for the immediate
benefit of all our members.
With this in mind we shall be concentrating
on lobbying the Central Bank of Bahrain (CBB)
by seeking the earliest possible information
of forthcoming legislation, reviewing this
with the membership, researching its
implication for banks in Bahrain and making
recommendations to the CBB that will make
clear the interests of Bahrain’s banking and
financial sector. To help achieve this the
Association will hold monthly gatherings of
member banks and hold ad hoc consultations
when the situation calls for them.
The Association will also maintain a
constant and vigilant study and research of
the banking and finance sector’s vital role
within the country’s economy and will seek
to become an adviser to the decision-making
leadership at the highest level.
Our success will depend on your advice,
cooperation and contribution.

Management
Dr Waheed Al Qassim
Chief Executive Officer
Abdullah J Wallace
Publisher & Head of
External Communications
Wafa Janahi
Office Manager
Mayan Ghaith
Public Relations & Events Officer
Badria Salman
Advertising
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Bahrain’s rising public debt
Bahrain’s current public debt and budget deficit are subjects of
controversy, writes Adnan Ahmed Yousif. The public debt index is
one of the crucial economic indicators of the national economy’s
well-being and, in order to reach sound conclusions about the
national economy’s status, all debt indicators must be analysed in a
scientific manner with a base of sound economics.

U

nder the leadership of HRH Prime Minister
Prince Khalifa bin Salman Al Khalifa Bahrain’s
economy has achieved satisfactory results
over the past few decades. Despite the
numerous tumultuous events affecting all oil-exporting
states causing oil prices to plunge — whether in the
1980s, 1990s, after the global crisis in 2008 or at the current
moment — Bahrain’s national economy has maintained
its balance and durability. It has laid solid foundations and
launched mega-projects ensuring a continuously-strong
performance.
In June 2015 the public debt stood at BD6 billion
(US$15.9 billion) compared with BD1.35 billion in 2009, a rise
of 252 percent over 5½ years. Substantial rises had begun
in to be felt in 2013 when the public debt increased from
BD3.9 billion in 2012 to BD5.1 billion. Even though Bahrain
enjoyed high oil revenues in 2013 it also registered 

Despite the increased
use of Islamic financing
instruments over the past
years the bulk of the public
debt remained funded
through traditional
financing instruments
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a BD150 million increase in its budget spending and a
budget deficit of about BD410 million in that year.
The Government’s public debt borrowing instruments
include traditional financing instruments consisting of
development bonds, which are either local development
bonds with a two-year tenor or 10-year international bonds
and 91-day-to-one-year treasury bills. In addition there are
Islamic financing instruments made up of Islamic leasing
securities, Sukuk, (maturing in periods ranging from three,
five, six to 10 years denominated in both Bahraini dinars
and US dollars) as well as international issues and Islamic
advance payment bonds (maturing at 91 days).
Despite the increased use of Islamic financing
instruments over the past years — from about BD878
million in 2009 to BD1.3 billion in June 2015 — the bulk
of the public debt remained funded through traditional
financing instruments, which rose from BD1.3 billion in
2009 to about BD4.7 billion in June 2015.
Today 79 percent of Bahrain’s total public debt is
financed through traditional financing instruments while
the remaining 21 percent is funded by Islamic instruments.
This disparity is due to the magnitude of the traditional
banking market size compared with the Islamic market,
whether locally or internationally.
The Central Bank of Bahrain (CBB) announced earlier
this year that Bahraini and non-Bahraini investors may
directly subscribe through brokers registered in the
Bahrain Stock Exchange in the issuance of Islamic leasing
securities that the CBB intends to issue on behalf of the
Government of Bahrain in the primary market and then
trade in the secondary market through the Bahrain Stock
Exchange, as soon as these securities were offered on 25
January 2015.
The total of issued securities reached BD100 million
with a nominal value of BD1.0 (US$2.65) per share. The
duration of the issue is 10 years ending in 19 January 2025.
The expected annual returns on securities leasing is 5.5
percent. The return on security leasing is paid every six
months and matures on 19 January and 19 July of each
year throughout the issue duration.
It is worth mentioning that long-term debt instruments
account for the largest part of government public debt,
such as government development bonds and Islamic
leasing securities, of a total amount of BD4.3 billion,
equivalent to 71 percent of the total public debt, while
short-term instruments account for BD1.7 billion and the
bulk of them are treasury bills.
There is no accurate information about the division of
the public debt in terms of borrowing from the domestic
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market and borrowing from the foreign market, but
indicators suggest that it almost evenly divided. Generally
speaking borrowing from the domestic market has many
benefits since it represents a low-risk investment channel
to banks with large excess liquidity and it spares Bahrain
from taking on sovereign risks.
It could be argued that the public debt of BD6 billion
is not comparable to the GDP of approximately BD12.7
billion in 2014 because the GDP is annual while the public
debt is mostly for the long term. If we take a share of public
debt for a given year of BD1.7 billion it would account for
only 13 percent of GDP, which is a modest rate.
But economists are setting the conditions of the
government borrowing contribution to the economic
growth in terms of ways of spending it on investment,
productivity or consumer-related aspects. They are also
studying the burden of debt-and-interest-financing
installments on the public budget and the budget
proportion to the economy as a whole.
Finally it must be said that Bahrain should focus more
on diversifying economic sectors and activities since
they are numerous, varied and
expandable. Bahrain should
also diversify its public budget
income sources since the
available alternatives are limited
given that it is imperative
that economic diversification
will eventually lead to the
diversification of the budget’s
sources of income.


Adnan Ahmed Yousif is the President and Chief Executive
of Al Baraka Banking Group and a Director of the Bahrain
Association of Banks. This article has been translated
from one published on 9 November in the Lonbdon-based
daily Al Hayat.
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