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PCMA Chairman Opening Word

Launching the Strategic Framework for the Development of Islamic Financial
Services in Palestine comes as part of the implementation of the Capital Market
Authority’s Strategic plan 2021-2025, which includes a core program for the devel-
opment of Shariah compliant financial services and instruments; such as issuing
Sukuk (Islamic bonds), strengthening the legal and regulatory framework for the
financial leasing sector, expanding Takaful insurance services, preparing an Islamic
index for listed companies on Palestine Securities Exchange, in addition to creating
an enabling environment to support a sustainable Shariah compliant investments
in Palestine.

Furthermore, this Strategic Framework is in line with the objectives of the Na-
tional Financial Inclusion Strategy that was created in partnership between the
Palestine Capital Market Authority and the Palestine Monetary Authority, aiming
to enable the provision of the Shariah compliant financial services and support its
growth in line with the international best practices.

This Strategic Framework is considered the first step in the journey to sustainable
development of the Islamic financial services in Palestine. It will be followed by estab-
lishing action plans to achieve the positive outcomes desired from this project, as well
as offer Islamic financial investment products and instruments which make Palestine an
attractive destination for investment in general and Shariah complaint investment in
particular.

Recently, the Capital Market Authority (the Authority) has launched “Ebtaker” plat-
form, which is expected to support the digital transformation of the Islamic financial
services industry “being one of the most important pillars in the Strategic Framework
for the Development of Islamic Financial Services™ and help in establishing and launching
innovative Islamic financial projects.

It is worth noting here that the Authority is currently working on drafting a new in-
surance law that takes into consideration the fast changes taking place in the insurance
industry and seeks to regulate the Takaful sector alongside the conventional insurance
sector. Moreover, the Authority has started preparing an Islamic index for listed compa-
nies on Palestine Securities Exchange that would offer a tool for investors to benchmark
the performance of the companies listed on the index to facilitate their investment de-
cisions.

However, since the implementation of this Strategic Framework is an integrated and
coordinated work, we are looking forward to establishing partnerships with all the Pales-
tinian state institutions to take immediate actions and move forward in supporting this
important sector, aiming to achieve the development of the individuals and the economy
of Palestine.

| would like to take this opportunity to thank all the parties and stakeholders involved
in this project from the public and private sectors. Special thanks go to the Palestinian
Monetary Authority for its active role in establishing the Strategic Framework and its
remarkable participation in the project’s working groups, and chairing the Islamic banks’
working groups. We at PCMA look forward to working in partnership with the Monetary
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Authority on implementing the action plan to achieve the objectives of this Strategic
Framework. | also express my gratitude to the Ministry of National Economy for its ef-
fective participation in all working groups of the project, and for its leading role in im-
plementing this Strategic Framework, including the establishment and registration of
companies (particularly the need to establish a Special Purpose Vehicles "SPV" company
when dealing with Sukuk issuances). Moreover, | would like to thank the members of the
Supreme Shariah Supervisory Board for the constructive and effective contribution of its
representatives in providing Shariah opinions on the issues raised during the preparation
of the Strategic Framework.

Finally, | would like to thank the International Finance Corporation for its commenda-
ble efforts in supporting this project, where we all hope and aim that this initiative will be
the beginning of a new chapter in the Islamic financial services sector in Palestine.

Dr. Nabeel Kassis
Chairman of the Board
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EXECUTIVE SUMMARY

Islamic financial services were first offered in Palestine nearly three decades ago, and
since then, have evolved rapidly in the country. Since the establishment of Palestine’s
first Islamic bank in 1994, Islamic financial services expanded to include Takaful, Islamic
specialized credit (microfinance) and Islamic financial leasing. This was reflected in the
growth of the Islamic financial services industry over the past years in Palestine, where
it became of systemic importance according to the classification of the Islamic Financial
Services Board ("IFSB™) (2019).

However, the prospects of Islamic financial services industry growth remain broad and
the potential to achieve a bigger positive impact on the Palestinian national economy
is yet to be fulfilled. Because of the many characteristics pertaining to Islamic financial
services and its ability to reach new segments of financially excluded customers, the in-
dustry can develop and reach greater levels of proliferation and thus achieve a deeper
impact at both individual and macroeconomic levels. The importance of Islamic financial
services is highlighted in the strategy of financial inclusion issued by the Palestinian Mon-
etary Authority ("PMA") and the Palestinian Capital Market Authority ("PCMA") (2018),
which ranked religious beliefs as the first barriers to financial inclusion in Palestine. 31%
of adults have refrained from borrowing for religious reasons, 9.13% of individuals do not
have a bank account and 7.11% do not have an insurance policy for the very same reason,
indicating the importance of developing Islamic services and products to support finan-
cial inclusion and economic development in Palestine.

In order to address the challenges that hinder the growth of the Islamic financial ser-
vices industry, the PCMA, with the support of the International Finance Corporation "'IFC™
and the active participation of the PMA and Islamic financial services providers in Pal-
estine, developed this “Strategic Framework for the Development of Islamic Financial
Services in Palestine™ (the "Strategic Framework™) to translate one of the objectives of
Palestine’s financial inclusion strategy (2018) which is to enhance the availability and
quality of Shariah compliant financial services in Palestine.

The Strategic Framework was based on the results of research, studies and a series of
individual and group discussions conducted throughout 2020 to identify the status quo

1-In accordance with the framework of the "Advisory Services Agreement” signed between the PCMA and IFC on October 3, 2019, in which it was
agreed to cooperate to conduct an in-depth study on the Islamic financial services industry in Palestine to identify the major constraints, gaps and
opportunities associated with the industry, and then develop a comprehensive strategic framework for the development of the industry
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of the Islamic financial services industry in Palestine and the challenges it faces, as well
as learning about the experiences of countries that are leading in the field of Islamic fi-
nancial services. Based on the results of these studies and discussions, a range of frame-
works were developed to address the identified challenges, whether they are related
to the legal, regulatory, supervisory or tax environment, or those challenges related to
the need to develop Islamic financial products and services that meet the needs of the
individual and Palestinian institutions or related to the weak use of financial technology
(FinTech) by Islamic financial institutions. The frameworks also relied on the experienc-
es of countries that are leading in Islamic financial services, the recommendations and
standards of the industry’s standard-setting bodies and were in line with the criteria used
for evaluating the development of the Islamic financial services industry in the world.

The aim of this Strategic Framework is to ‘develop a flexible, stable and effective Islam-
ic financial services industry that is based on international best practices and expertise,
benefiting from technology and contributing to the sustainable growth of the Palestinian
economy’. Thus, this Strategic Framework comes as part of the implementation of the
PCMA's strategic plan for 2021-2025 which focuses on three fundamental programs, with
one key program pertaining to the promotion of Shariah compliant financing services
and tools, which includes enabling the issuance of Sukuk, strengthening the legal and
regulatory environment for leasing products, expanding Takaful services and preparing
an Islamic index for listed companies, in addition to creating the enabling environment
that is required for a Shariah compliant investment industry (such as Islamic investment
funds). This Strategic Framework also intersects with the strategic objectives of the PMA
in laying the foundations for instant digital financial services, promoting diversification
of government funding, enhancing financial inclusion and facilitating financial support
for strategic sectors.

To achieve its ends, this Strategic Framework is built on six pillars pertaining to devel-
oping and shaping the future of the Islamic financial services industry in Palestine, as

follows:

1. Developing the enabling legal and regulatory frameworks and supportive policies
- Developing the current legislations (based on what has been accomplished so far by
the PMA and PCMA) will constitute the starting point for establishing a strong regulato-
ry basis for the operations of all types of Islamic financial institutions and defining the
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frameworks and tools required to supervise them, taking into account the international
standards of Basel framework and the Islamic Financial Services Board.

2. Strengthening corporate and Shariah governance frameworks - Raising the level of
Shariah governance by unifying the relevant instructions that govern all institutions that
offer Islamic financial services in Palestine.

3. Supporting digital transformation of the Islamic financial services industry - The
adoption of financial technology is one of the main pillars that must be supported and
focused on in the development of the Islamic financial services industry in Palestine, due
to its significant impact on reducing the costs of providing financial services, enhancing
access to a wider base of customers and improving the quality of services provided to
them, thus supporting the efforts exerted to expand financial inclusion in Palestine and
enhancing the profitability of Islamic financial institutions.

4. Enhancing Islamic financial products and services - By encouraging the develop-
ment of innovative products and services that are based on a wider use of all forms of
Islamic financing and financial services, such as risk-sharing contracts, instead of copying
debt-based products offered by conventional banks.

5. Activating the role of social finance and improving its efficiency in financial inclu-
sion - Where the role of social finance institutions is strengthened and integrated into
the Palestinian Islamic financial system by developing mechanisms of social finance insti-
tutions to better serve low-income segment who find it difficult to access financing prod-
ucts that enable them financially and helps them move from subsistence to sufficiency.
6. Developing knowledge and awareness of Islamic financial services - Building the lo-
cal capabilities, knowledge and expertise needed to lead and develop the Islamic financial

services industry and move it to a new stage of development.

THE GLOBAL ISLAMIC FINANCE INDUSTRY

The Islamic financial services industry has expanded rapidly over the past decades
with total assets reaching almost USD 2.44 trillion in 2019 according to IFSB stability
report (2020) which represents a growth rate of 11.4%. Islamic financial services are pro-
vided by hundreds of financial institutions, divided between Islamic financial institutions
or traditional financial institutions that offer Islamic financial services through Islamic
windows operating in more than 75 countries. This growth came despite the challeng-
ing global climate with the volatility of oil prices and economic and political disruptions
among other challenges.
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The assets of the global Islamic financial services industry are largely concentrated
in the Middle East and North Africa ("MENA") region. Between the Gulf states and the
MENA countries, circa 71% of the assets of the Islamic financial services industry exist.
With assets of USD 1.1 trillion, the Islamic financial services industry in the Arab Gulf re-
gion accounts for 45.4% of the assets of the Islamic financial services industry around
the world, while the rest of the MENA accounts for 25.9% of these assets. On the other
hand, South-East Asia accounts for 23.5% of the assets of the Islamic financial services
industry, Sub-Saharan Africa accounts for 1.6%, while Europe, America and Australia col-
lectively account for 3.7% (IFSB, 2020).

In this context, the importance and size of the Islamic financial services industry began
to increase until it reached systemic importance in many countries?. According to IFSB
(2020), the number of countries in which the Islamic financial services industry became
of a systemic importance reached 1213 in 2019. The assets of Islamic financial services
industry reached 100% in two of these countries, namely; Iran and Sudan while it reached
more than 50% in another 2 countries; namely Kingdom of Saudi Arabia (with 69%) and
Brunei (62.8%).

Thelslamicbankingsectormaintaineditsdominanceinthegloballslamicfinancialservic-
esindustry. With agrowth rate of 12.7%in 2019 (compared t0 0.9%in 2018), Islamic banking
assetsareestimatedat approximately USD1.77 trillion, representing circa72.4% of the total
assetsofthelslamicfinancialservicesindustrywithapresenceacrosstheglobe (IFSB,2020).

2- The Islamic Financial Services Board considers that the Islamic financial services industry becomes of systemic importance if the ratio of Islamic
banking assets to the total assets of the banking system exceeds 15%
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The Islamic capital markets sector represents the second largest component of the
global Islamic financial services industry. As of 2019, Islamic capital markets (including
Sukuk and Islamic funds) accounted for 26.5% (approximately USD 645.7 billion) of the
total assets for the Islamic finance industry, split between Sukuk, standing at 22.3%, (with
56% thereof being sovereign Sukuk, 36% corporate Sukuk and 8% Sukuk issued by mul-
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tilateral organisations) and Islamic funds, standing at 4.2% (with around 1,545 Islamic
funds dominated by Islamic equity funds) . The continued growth in the Islamic capital
markets sector can be attributed to the positive performance of Sukuk issuances in sev-
eral markets, with a number of innovative sovereign issuances including green sovereign
Sukuk to finance environment-friendly projects as well as the relatively higher exposure
of Islamic indices to the technology sector, which recorded an outstanding performance
in 2019 (IFSB, 2020).

On the other hand, the Takaful sector holds a minor market share of the total Islamic
financial services assets. According to IFSB (2020), the global Takaful market represents
approximately only 1.1% of the total assets of the Islamic financial industry and is not
more than 0.6% of the total global insurance market. On the other hand, the total global
gross contributions of Takaful reached USD 27.07 billion in 2018, with an annual growth
rate of 3.2%. As for the number of service providers, until the end of 2018, there were
approximately 353 Takaful companies, including Takaful and Re-Takaful windows, that
provide Takaful products in at least 33 countries worldwide.

Islamic microfinance has become a rapidly growing market. Although it is not included
in many international Islamic financial services reports, there is no doubt that Islamic
microfinance is growing and will continue to do so. An estimated 255 financial servic-
es providers are offering Shariah compliant microfinance products, mostly through in-
terest-free loans, or Qard Hassan, serving about 1.28 million customers (Global Islamic
Finance Report, 2018). Despite its importance, this niche sector of Islamic finance has
yet to reach true scale as the Islamic microfinance industry accounts for less than 1% of
the global microfinance outreach. However, with 1.2 billion people estimated to be living
below the poverty line, of which 44% can be attributed to Muslim countries, which repre-
sents a wide customer base that can be served through Islamic microfinance.

Interest in Islamic Financial Technology (Fintech) has grown tremendously in recent
years on a global level, as Islamic financial institutions see a unique opportunity to in-
crease their outreach, streamline their operations and increase their efficiency. Broad-
ening the scope of Islamic Fintech sector is considered one of the most important fac-
tors for the success, growth and development of the Islamic financial services industry.
According to IFN Fintech (2021), there are more than 200 Islamic Fintech providers that
provide their services in several areas, most notably finance, crowdfunding, fund transfer,

mobile payments and trading and investment platforms. It is expected that the growth
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of Fintech will accelerate in line with the Fourth Industrial Revolution that the world is
witnessing. With countries realizing the importance of Fintech in the financial services
industry in general and Islamic financial services in particular, many governments are
working hard to facilitate the establishment of more Islamic Fintech institutions and to
provide an enabling environment. According to DinarStandard 2021 report, Islamic Fin-
tech companies are expected to grow to reach USD 128 billion by 2025 at a CAGR of 21%,
which is higher than the CAGR for conventional Fintechs, which is estimated to be 15%
only for the same period.

All reports indicate that the Islamic financial services industry will continue to evolve
despite all challenges. Thomson Reuters report (2020) indicated that the industry growth
is forecast to slow down as the world attempts to deal with the Coronavirus pandemic
that erupted on a global scale in the first quarter of 2020 in addition to other regional
and global challenges. Nevertheless, the report forecast that the global Islamic finance
industry will continue to grow steadily, and it will maintain a likely growth rate of 6% until
2024, whereby the total industry assets will rise to USD 3.69 trillion. The characteristics
of the global Islamic finance industry make the aforementioned growth rate over the
next few years a feasible assumption. To achieve this growth, Standard & Poor’s Rating
Agency (2020) believes that priority should be given to three basic aspects that will con-
tribute significantly to the sustainability of motivation and growth of this industry and
to achieve its positive economic effects on the individuals and the society. These aspects
include the following:

1.  Unify the legislative, requlatory and legal environment: This relates to the stand-
ardization of Shariah interpretation and legal documentation which take into account
the requirements and needs of all stakeholders.

2. Strengthening corporate and Shariah governance and social responsibility: Islamic
financial institutions and instruments must be subject to additional governance proce-
dures related to Shariah compliance compared to their conventional counterparts (Sha-
riah governance), and thus enhance market discipline towards Islamic financial institu-
tions and instruments by strengthening external audit and disclosure requirements.

3. Utilising financial technology: The expansion of the Islamic financial technology
sector is one of the most important factors for the success, growth and development
of the Islamic financial services industry in the future. Technology will help the industry
reach a higher degree of transactional efficiency, confidence and security, opening the
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way to greater transparency through decentralization, and enabling all relevant users to
access comprehensive data on the industry in safe ways, in addition to removing inter-
mediary parties, which leads to lower costs and increased transaction speed.

In the same context, the Global Islamic Finance Development Index issued by the Is-
lamic Development Bank Group (“'IsDB™) (2020) details the main factors needed to drive
growth in the Islamic financial services industry. The index is based on five factors that
are the main drivers of the development of the Islamic financial services industry. These
factors can be summarized as follows:

1.  The extent of the development of the industry in terms of size (the depth and per-
formance of the five main sectors of Islamic finance, namely: Islamic banking; Takaful,
Islamic capital markets including Sukuk and Islamic investment funds, Islamic specialized
credit (microfinance), and Islamic financial leasing);

2. The development of Islamic finance knowledge (the level of specialized training
and education);

3. Governance frameworks (the extent of the development of the legislative environ-
ment regulation governance, and the foundations of corporate and Shariah governance)
4. Social responsibility (the disclosure level of social responsibility activities of institu-
tions operating in the industry and the amount of funds spent on these activities)

5. Theextent of activities related to spreading awareness of Islamic financial services
(number of conferences and seminars).

The above factors have become the pillars that drive the plans and actions of legis-
lators and various standard setting bodies for the development of the Islamic financial
services industry. IFSB, the Accounting and Auditing Organization for Islamic Financial
Institutions ("AAOIFI") and the International Islamic Financial Market (*lIFM™) are pushing
for the development of the industry by creating harmony among legislations and stand-
ards, opening the way for Islamic financial institutions to develop their business through
digital methods, and spreading awareness in societies about the advantages of Islamic fi-
nancial services. In 2018, the Executive Board of the International Monetary Fund (*IMF™)
formally adopted the use of the IFSB's Core Principles for Islamic Finance Regulation for
Banking ("'CPIFR™)? in its financial sector assessments methodology. The CPIFR will be
applied by the IMF in its financial sector assessments undertaken in fully Islamic banking
systems and, as a supplement to the Basel Core Principles for Effective Banking Super-

3- The CPIFR are intended to provide a set of core principles for the regulation and supervision of the Islamic banking providers taking into considere
ation their specificities and unique requirements
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vision, in dual banking systems where Islamic banking is of a systemic importance. Such
decision has assisted in complementing the international Islamic financial architecture
for financial stability, whilst also providing incentives for regulators across many jurisdic-
tions to improve their prudential frameworks for the Islamic banking sector.

THE PALESTINIAN ISLAMIC FINANCIAL SERVICES

The Palestinian banking system is considered one of the oldest in the Arabic region,
as the early beginnings of the banking system in Palestine go back to before 1948, when
many banks and financing institutions were established and worked in Palestine, the most
prominent of which was the Arab Bank, which was established in 1930. During the years
between 1948-1967 the number of banks operating in Palestine increased to include, in
addition to Arab Bank, the Arab Land Bank, Cairo-Amman Bank, the Ottoman Bank (Grin-
dles), Intra Bank (Al-Mashreq), Bank of Jordan, and the National Bank of Jordan. In the
period from 1967-1993, banks operating in the West Bank and Gaza Strip were closed due
to the Israeli occupation of the Palestinian territories, apart from the Bank of Palestine,
whose business was confined to the Gaza Strip only, but it was also closed later. In the
mid-eighties, Cairo-Amman Bank was able to reopen a branch in Nablus, while Bank of
Palestine was able to resume operations in the Gaza Strip only.

The period after 1993 is considered the second launch of the Palestinian banking sys-
tem. After the signing of the Oslo Agreement between the Palestine Liberation Organi-
zation and lsrael, the Palestinian National Authority ("PNA") devoted great attention to
developing an advanced banking system in Palestine. The Palestinian Monetary Authority
("PMA") was established to work on creating the necessary regulatory environment for
establishing a stable, resilient and solid Palestinian banking system.

The post-Oslo period was also the second launch of the non-bank financial services
sector in general. The Palestinian insurance sector, whose roots stem from the Insur-
ance Companies Law of 1845 that was issued during the Ottoman ruling, reappeared
and developed despite the atrophy that afflicted the sector during the Israeli occupation
period, as there was only one company operating in the West Bank (the Arab Insurance
Corporation Company). The establishment and growth of insurance activities began with
the establishment of the PNA (in the beginning of the nineties of the last century), fol-
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lowed by the emergence of new insurance companies, including the Al-Takaful Insurance
and, more recently, Tamkeen Insurance company.

The growth of the non-bank financial services sector accelerated with the establish-
ment of the Palestinian Capital Market Authority in 2004. During the past few years, the
PCMA put in place legislative and regulatory frameworks that have opened the way to not
only reforming the insurance sector, but the securities sector as well. It also helped in the
emergence of new sectors such as mortgage financing, financial leasing and non-bank-
ing financial activity. Despite the challenging political and economic climate in Palestine,
these developments have enabled the financial services industry to play a major and
dynamic role in stimulating and growing the Palestinian economy by providing financial
products and services to individuals, small and medium-sized enterprises and commer-
cial institutions through banks, Specialized Credit Institutions (*SCIs")* as well as insur-
ance and financial leasing companies.

Currently, there are several sectors in the Palestinian financial services industry. The
Palestinian financial industry currently includes 13 commercial banks, three of which are
Islamic, with a total of 379 branches, 703 ATMs, and 5987 sale points. The industry also in-
cludes 10 licensed insurance companies in Palestine, including 2 Takaful companies, with
a total of 172 branches, which indicates a much better level of access to Takaful insurance
services. There are also 8 SCls (microfinance institutions) in Palestine, all of which are
non-profit organizations that fall under the Palestinian Network for Small and Micro Fi-
nance (Sharaka). The industry also includes 10 financial leasing companies, one of which
is Islamic. There is also a total of 292 money exchange institutions authorized by the
PMA. In respect of capital markets, the Palestine Securities Exchange (*PEX") operates as
a market for the trading of shares issued by listed public companies, including local and
foreign companies, while both Sukuk and investment funds are absent from the scene.
It is noted also that the stock market does not include any Islamic index for companies.

ISLAMIC BANKING

The banking system is the largest sector in the Palestinian financial services industry
with 13 banks operating in Palestine, 3 of which are Islamic banks. Islamic banks are sub-
ject to the rulings of the Supreme Shariah Supervisory Board (*'SSSB™), which acts as the
country’s highest Shariah authority for Islamic banks and regularly issues standards and

4-SCls is the legal name for microfinance companies in Palestine.
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Fatwas (Shariah compliance opinion/resolution/certificate) on the permissible activities
and contracts of Islamic banks.

SECTOR PERFORMANCE

The banking sector in Palestine has continued to grow in recent years de-
spite the geo-political context in the country. As Figure (3) shows, the sec-
tor's total assets stood at USD 19.2 billion at the end of 2020, represent-
ing a compound annual growth rate "CAGR" of 5.66% between 2014 and 2020.
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Despite their relatively recent appearance, Islamic banks were able to establish their
presence in the Palestinian banking system. With the growing interest in Islamic banking
and finance products, the Islamic banking total assets has doubled from USD 1.157 billion
in 2014 to USD 3.402 billion in 2020.

The Palestinian Islamic banking sector achieved commendable growth rates, where the
total assets of Islamic banking grew by a CAGR of 19.7%, which is nearly triple the CAGR
achieved by conventional banks which stood at 7.3% during the same period. The differ-
ence in growth can be credited to the relative maturation of the conventional banking
sector in comparison to the relatively new Islamic banking, however, the upward trajec-

tory of Islamic banking assets is a clear signal of increasing demand for Islamic banking

89 [ X X I 2021-2026 Strategic Framework for the Development of Islamic Financial Services



against conventional banking in Palestine.

Table 1: Banking Sector Total Assets (USD Billion)

YEAR 2014 2015 2016 2017 2018 2019 2020
Conventional Banking 10.378 10.969 12.179 13.303 13.284 | 14.509 | 15.833
Islamic Banking 1.157 1.326 1.688 2.192 2.348 2.832 3.402

Islamic banking assets
10.0% 10.8% 12.2% 14.1% 15.0% 16.3% 17.7%
to total banking assets

Source: PMA statistics

With this distinguished performance, the Palestinian Islamic banking sector was able
to become of systemic importance for the first time in its history. With its ability to
maintain a strong growth rate despite all challenges, the percentage of Islamic banks’ as-
sets rose to 17.7% of the total assets of the Palestinian banking system in 2020. It is worth
mentioning that in 2018, the Palestinian Islamic banking sector became a "sector of sys-
temic importance” according to the definition of IFSB. IFSB highlighted this in its stability
report for the year 2019, where it mentioned Palestine as the latest addition to the list
of countries in which the Islamic banking and financial system has gained systemic im-
portance (IFSB, 2019). The report highlighted that Palestine ranked 12" among countries
in which Islamic financial sector achieved systemic importance, thus surpassing many
countries with a long history of Islamic banking services, such as Bahrain, Pakistan and
Indonesia.
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This growth was evidenced in the finances provided by Islamic banks, where Islamic
banks significantly increased the value of finance facilities availed to customers from
USD 0.6 billion in 2014 to almost USD 2.0 billion in 2020, achieving a market share of
20.3% of the total finances offered.
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Islamic banking grew at a faster pace than conventional banking during the study pe-
riod. Comparing the growth rate of the total finances offered to customers, it is noted
that the growth rate achieved by Islamic banks was double the CAGR achieved by conven-
tional banks, with Islamic banks achieving a CAGR of 22.2% during 2014- 2020, while their
conventional counterparts achieved a CAGR of 10.9% in the same period, highlighting
again the fast growth pace of Islamic banking in Palestine.

Palestinian Islamic banks have succeeded in steadily expanded their customer base
and distribution. Whereas the customer base of conventional banks increased by 16.2%,
Islamic banks were able to increase their base by 61.7% during the study period. Part of
the significant increase in the number of customers of Islamic banks can be attributed to
the launch of a new Islamic bank in Palestine in 2016. The same is true for the geograph-
ical spread of Islamic banks, which is reflected in the number of branches and ATMs. The
number of branches of Islamic banks increased by 161.3%, while the number of ATMs in-
creased by 76.7%, compared to an increase of 31.3% in the number of branches and 19%
in ATMs of conventional banks.

However, conventional banks remain superior in their ability to service larger number
of customers. The ratio of customers to branches in Islamic banking stands at 4,432 cus-
tomers per branch, whilst the same ratio for conventional banking stands at 4,854 cus-
tomers per branch. Data shows that, on average, each conventional bank serves 144,651
customers, while each Islamic bank serves, on average, 119,683 customers. This is almost
a 21% increase in the customer base of conventional banks over the customer base of
Islamic ones and could evidence the efficiency gains that conventional banks are able to
achieve, which can be attributed partially to the wider use of technology in conventional
banks.

2016

Conventional Banks

Number of Banks 15 14 12 12 1" 1n 10
Number of Customers | 1,244,875 | 1,263,566 1,313,363 1,341,270 1,326,406 | 1,388,024 | 1,446,514
Number of Branches 227 241 261 277 280 291 298
Number of ATMs 463 498 524 543 551 567 551
2021-2026 S pm N 000 92



Islamic Banks
Number of Banks 2 2 3 3 3 3 3
Number of Customers | 222,003 196,473 223,062 262,403 281,379 342,679 359,050
Number of Branches 31 33 48 60 7 79 81
Number of ATMs 86 94 98 103 139 146 152

Source: PMA statistics
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However, Islamic banks still need to develop their operational efficiency. In contrast

to the outperformance of Islamic banks in the growth rates of assets and deposits, con-

ventional banks maintained their advance in terms of operational efficiency, as the cost-

to-income ratio of conventional banks was better than that of Islamic banks during the

study period. As this gap gradually shrank, reaching less than 2.4% in 2016, but it in-

creased again, reaching more than 15% in 2018, which can be attributed to the launch

of a new Islamic bank in that year, and the high capital expenditure associated with the

launch of any operations. Nevertheless, the gap shrank again to circa 11% by the end of

2020.
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2016 2017 2018

Cost to Income®

Conventional
59.12% 62.61% 62.25% 60.68% 61.52% 61.21% 61.43%
Banking

Islamic Banking 69.79% 67.75% 64.60% 70.44% 76.54% 70.37% 72.39%

Average Return on Investment (ROI)

Conventional
1.74% 1.46% 1.47% 1.58% 1.59% 1.31% 0.88%
Banking

Islamic Banking 1.42% 1.56% 1.50% 1.28% 1.09% 0.92% 0.76%

Average Return on Equity (ROE)

Conventional
17.36% 14.63% 15.51% 17.13% 16.32% 13.51% 9.54%
Banking
Islamic Banking 14.19% 17.45% 15.23% 11.01% 9.93% 9.30% 8.73%

Source: PMA statistics

Table (3) shows that conventional banks have achieved, almost consistently, better
profitability than Islamic banks during the study period. In fact, the ROl and ROE of con-
ventional banks were higher, on average, by 0.21% and 2.59% respectively than those of
their Islamic counterparts. Nevertheless, it is noted that in 2015, the ROl and ROE of Is-
lamic banks were superior to their conventional peers, but a downward trend in Islamic
banks’ profitability started to emerge in 2016, which could be caused by the launch of a
new Islamic bank in 2016 where it is very common to have low profitability (or even make
losses) in the early years of establishing a new business.

Moreover, the relatively high cost of funding for Islamic banks adversely affected their
profitability where the average cost of funds for Islamic banks was around 3% which is
more than double the average cost of funds for conventional banks which was approx-
imately 1.2%. This phenomenon is very prevalent in developing Islamic finance markets
where Islamic banks struggle to get competitive rates from other sources primarily due

5- Non-interest/profit expenses divided by gross income
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to the inadequate Islamic inter-bank market and lack of Shariah compliant liquidity man-
agement facilitates offered by the regulators.

In respect of financing products, retail financing seems to be the strongest in Islamic
banks, where Islamic banks were able to offer a variety of retail financing products that
match the ones offered by conventional banks. As Figure (7) shows, both conventional
and Islamic banks offer core financing products including personal finance, home finance
and car finance. These products are present in all Islamic banks and the vast majority of

conventional banks.
i 7. Retail i Product
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However, there is room for Islamic banks to develop and diversify their retail financing
offering. This includes, in particular, land and green financing, where financial invest-
ments flow into sustainable development projects. It seems that such product diversifi-
cation offered by conventional banks has helped conventional banks to attract a larger
and more diversified customer base than Islamic banks. Nevertheless, this gap in Islamic
products creates the potential for a second mover advantage, allowing Islamic banks to
replicate the success of conventional banks in these areas. Conventional banks also offer
overdraft facility, which is a common banking product around the world and represents
an important factor as to how conventional banking continues to have a stronghold on
the retail finance market in Palestine. While overdraft products are now available in Is-
lamic banking services (outside Palestine) for business customers, the Islamic banking
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industry has not yet found a solution to offer an overdraft product to individuals in line
with Shariah requirements.

As is the case in many countries, Murabaha to the purchase order is the dominant
Shariah contract in the financing portfolios of Islamic banks, where it constitutes 86% of
the total financing provided by Islamic banks. Murabaha is followed by ljara Muntahiya
Bittamleek (leasing ending with ownership) which has a share of only 6% of the financing
portfolio of Islamic banks. The lack of popularity of ljara Muntahiya Bittamleek can be
attributed to the difficulties faced by Palestinian Islamic banks in providing Islamic leas-
ing products due to the lack of clarity in relevant legislations, which creates confusion
among some institutions about the extent to which the Palestinian financial leasing law
applies to leasing products offered by Islamic banks.

Source: statistics and reports of banking sector market players

In terms of retail liability products, the Palestine market paints a more equal picture in
terms of the diversity of products offered by both conventional and Islamic banks. There
are three main products in the market, namely, current account, savings account and
fixed term deposit account. Some Islamic and conventional banks also offer an award
account product that offers account holders the opportunity to win various prizes. It is
noted that all Islamic banks offer the three core liability products to retail segment, while
not all conventional banks offer the same, as shown in Figure (9).
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Accordingly, it can be concluded that the liability products provided by Islamic banks to
the retail segment are not substantially less than those offered by conventional banks (as
may be the case in the retail finance products) but there are simply more conventional
banks that are more geographically accessible, resulting in a wider consumption of con-
ventional liability products across different market segments.

In respect of corporate products, the situation differs when looking at the mix of financ-
ing products offered by Islamic banks to corporate customers, where they offer a less
diverse product range compared to their conventional counterparts. Conventional banks
offer a wide range of products including export financing, invoice financing and letters of
credit despite the strict restrictions imposed by the Israeli authorities on the importex-
port operations. On the other hand, almost all Islamic banks have focused on providing a
core set of products including goods, real estate, land and working capital financing. One
Islamic bank also offers letter of credit product and construction finance.
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For corporate liability products, the products offered in the market are similar to
those provided to the retail segment, with all banks focusing mainly on current ac-
counts, savings accounts and fixed term deposits as shown in Figure (11). Interest-
ingly, banks seem to be less focused on the corporate liability segment than the
retail one, with a small number of Islamic and conventional banks offering these
products, which can be attributed to the small volume of business due to the very
limited number of companies in Palestine.
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Source: statistics and reports of banking sector market players
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In terms of SME financing products, conventional banks offer a wider range of prod-
ucts than those offered by Islamic banks. Among the prominent conventional fi-
nancing products that do not have Shariah compliant alternatives in the Palestin-
ilan market are, as depicted in Figure (12), invoice finance and overdraft facilities,
to name a few. Thus, the development of these Islamic products may help Islamic
banks gain a greater market share, diversify their customer base, and support their

growth.
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The SME liability products on the other hand are similar to those offered to retail
and corporate segments, with the availability of the three core liability products that
are offered by conventional and Islamic banks, namely current accounts, savings ac-
counts and fixed term deposits as Figure (13) highlights. However, the number of
SME liability products offered by both Islamic and conventional banks is relatively
less than those offered to the retail and corporate segments, both in terms of the
number of banks offering these products on one hand and the types of accounts
provided on the other.

99 X X X 2021-2026 Strategic Framework for the Development of Islamic Financial Services



Savings Account

Time / Term Desposit

-
\ W Islamic B Conventional /

Source: statistics and reports of banking sector market players

The analysis also shows that the banking services offered by Islamic banks to retail and
corporate customers are more developed than those offered to SMEs. These results can
indicate that the SME market is underserved, which is something that should be dealt
with as soon as possible given the important role that the SMEs can play in the develop-
ment of the Palestinian economy. Based on the above, focusing on offering a suitable set
of products for SMEs can provide the Islamic banking industry with more opportunities
for growth and development, while playing a greater role in the development of the
country’s economy.

LEGAL, REGULATORY AND SUPERVISORY FRAMEWORKS

Since the beginning of the second inauguration of the Palestinian banking system, the
Palestinian Monetary Authority has worked to create a legislative framework that estab-
lishes an advanced banking framework. The PMA has adopted a dual legislative model,
whereby most of the provisions of the Banking Law apply to both conventional and Islam-
ic banks. The PMA devoted Chapter Four of the Banking Law No. 9 of 2010 to provide the
required legal foundations for banking activities and the Shariah governance framework
for Islamic banks. The Banking Law was clear in preventing conventional bank from offer-

ing Islamic banking products and services and allowing only full-fledged Islamic banks to

—~
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offer Shariah compliant financial products (i.e., Islamic windows of conventional banks
are not permitted in Palestine).

To cater for the specific needs and requirements of Islamic banks at the regulatory
level, PMA has issued the following main pieces of regulations:

* Regulatory Instructions on the Business of Islamic banking and Shariah Governance
No. 5 (2013): covering, among others, the regulatory requirements governing Islam-
ic banking activities, financing controls and restrictions for different types of asset
classes, profit and loss sharing policies, provisions and reserves, and additional Sha-
riah governance requirements. The PMA has adopted the Centralised Shariah Gov-
ernance Model with the Supreme Shariah Supervisory Board ("'SSSB™) acting as the
country’s highest Shariah authority for Islamic banking while each Islamic bank is
required by the regulations to have an institutional Shariah Supervisory Board (*SS-
B")¢, and a Resident Shariah Supervisor (*RSS")’. Moreover, the external accounts’
auditors of Islamic banks are required to make opinions on the compliance of the
Islamic bank with the resolutions and Fatwas of its SSB in addition to the and the
resolutions and Fatwas of the SSSB.

* Regulatory Instructions No. 9 (2018) on Capital Adequacy of Islamic banks ("'RIC-
AIB™): addressing mainly the regulatory requirements related to calculating capital
adequacy ratios and risk-weighted assets for various types of permissible invest-
ments and Shariah compliant contracts that can be used by Islamic banks for pro-
viding financing facilities to their customers.

In terms of supervisory frameworks, the PMA adopted a risk-analysis approach that ac-
commodates the unique specifications of Islamic banking. Such supervisory frameworks,
tools and measures include but not limited to defined licensing procedures, on-site exam-
ination, off-site surveillance, regular and periodic reporting to the PMA etc. The PMA, in
cooperation with the PCMA, established the Supreme Shariah Supervisory Board, in line
with best international practices and standards issued by the Accounting and Auditing
Organization for Islamic Financial Institutions. The scope of work of the SSSB includes Is-
lamic banks, Islamic financing institutions, Takaful companies and financial leasing com-

panies that offer Islamic products. The SSSB includes (7) members, (5) scholars special-

6- An institutional committee comprised of independent Shariah scholars who provide Shariah compliance guidance, supervision, and Fatwas for
Islamic financial institutions to assure the stakeholders on their Shariah compliance status

/- Independent function for the day-to-day advice on Shariah related matters. The RSS is technically an employee of the bank with independent role
reporting directly to the SSB for Shariah related matters and indirectly to the management of the bank for administrative purposes. The primary ob-
jective of this function is to ensure that the SSB's directives and decisions are being correctly and accurately implemented within the relevant activities
and operations of the Islamic financial institution
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ized in transactional jurisprudence, in addition to a financial expert specialized in Islamic
banking and a financial expert specialized in Islamic insurance. The SSSB carries out its
activities and functions and issues its decisions and rulings on what is presented to it,
based on the standards issued by the Islamic Financial Services Board, the Accounting
and Auditing Organization for Islamic Financial Institutions, and the jurisprudence of its
members.

Despite the development in the legislative and supervisory aspects in Palestine, more
efforts from the PMA are still required to support the development of Palestinian Islamic
banks from the legislative point of view as well as the capacity of workers in the Pales-
tinian banking system. There is still an urgent need to develop Islamic liquidity tools and
products that enable the PMA to play the role of the lender of last resort in case a need
for it arises for Islamic banks. There is also a need to clarify a set of legislative and reg-
ulatory aspects related to product development (such as ljarah Muntahiya Bittamleek
and the extent to which it is subject to the Financial Leasing Law) and to encourage the
development of financing products based on partnership contracts.

In respect of the capabilities of workers in the banking system, the knowledge, skills
and abilities analysis conducted on a sample thereof showed that there is a moderate
level of knowledge among the workers, reflecting the need to enhance the capabilities of
people working in the field, stimulate human capital and expand their perception in the
fields of Islamic financial servicesg Islamic investments and related legislation.

LIQUIDITY MANAGEMENT IN ISLAMIC BANKS

Having a robust and effective liquidity management framework is an integral part of
developing a comprehensive and stable Islamic financial system. Over the last decade,
liquidity management in Islamic banks has become increasingly important with the re-
markable growth in Islamic banks' deposits, particularly if we take into the account the
scarcity of Islamic liquidity management tools in addition to the specific challenges that
exist in the banking environment in Palestine.

Liquidity management is still one of the most important challenges facing Islamic
banks in Palestine. Despite the development of the Palestinian banking system and the
development of Islamic banking there within, Islamic banks do not have, until now, Sha-
riah compliant solution to quickly access liquidity if necessary, and there is also no op-
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portunity to resort to the PMA as a lender of last resort as all loans offered by PMA are
interest-based loans. The lack of this option to Islamic banks forces them to focus their
investments on short-term, high-quality and liquid investments, and consequently, the
return on these investments is reduced, thus negatively affecting the profitability of Is-
lamic banks. The same challenge also exists in the case of excess liquidity due to the lack
of local Shariah compliant investment instruments in the Palestinian capital market.

It is noted that liquidity risk, even if it is within the internationally acceptable range, is
still high in Islamic banks. The steady growth in Islamic banks’ deposits in Palestine is con-
centrated in short-term deposits, which led to the creation of a liquidity gap by the end
of 2019, equivalent to 153% of the capital base of the Islamic banks on the maturity scale
for a period of less than a month?®. This highlights the need for products and instruments
at the level of the PMA and the PCMA to meet the challenges of effective liquidity man-
agement and the associated risks of mismatch in the maturity of assets and liabilities.

Reviewing the experiences of other countries, it can be noted that they have focused
on a set of measures to develop and enhance more effective liquidity management. Such
measures included the introduction of Shariah compliant liquidity instruments, the es-
tablishment of an effective infrastructure to facilitate the issuance of Islamic financial
instruments and the strengthening of its secondary market.

ISLAMIC DIGITAL FINANCIAL SERVICES

There is no doubt that the digital financial services are growing steadily and gaining
increasing importance in the world. The World Bank Report (2020) noted the increased
collaboration between banks and Fintech companies with a wide movement towards
open banking, which includes database sharing and the use of Standard Application Pro-
gramming Interfaces ("APIs™) to develop digital financial and banking applications. The
report also noted that the growth of Fintech has attracted a larger volume of invest-
ments reaching USD 110 billion in 2019, many of which focused on developing applica-
tions based on blockchain technology and addressing the challenges that banks face
(World Bank, 2020).

This rapid development in the digital financial services will eventually replace tradition-

8- Based on the analysis of published data of Islamic banks for the year 2019
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al banking services, where banks and financial institutions will gradually become “smart”
institutions, offering smart banking and financial services that operate independently
without relying on existing traditional operating systems. Banks and financial institutions
have realized that digitizing their financial services will help them to significantly reduce
the cost of marketing and managing its services, while opening up new revenue-generat-
ing prospects of income from the new smart products or services.

In order to progress more and remain competitive, banks and financial institutions
will need to replace their traditional systems. They should begin adopting data analysis,
cloud computing, artificial intelligence and blockchain technologies (World Bank, 2020).
A study by the Arab Monetary Fund (2019) indicated that modern technologies could
contribute to reducing the cost of providing banking and financial services, including
operations, compliance, disclosure and Know-Your Customer costs by 30-70%. The result-
ing savings are estimated to be between USD 8 - 12 billion a year for major international
investment banks.

Islamic financial services are no different from their conventional counterparts in this
field. It is expected that digitalising Islamic banking and financial services will increase the
market share of Islamic banks. However, digital transformation is not limited to financial
and banking services only, but it can be used in Takaful, financial leasing, microfinance,
treasury financing and wealth management. By leveraging financial technology and inno-
vation, digital Islamic financial services can increase their market share and open the way
for wider customer reach and larger databases, while being in compliance with relevant
regulatory requirements (World Bank, 2020).

According to DinarStandard®, there are currently 93 Islamic financial technology com-
panies mostly in the field of financing services, followed by wealth management. Through
Islamic Fintech, defined as “technologies that significantly enhance business services,
processes, and models and boost customer participation in Islamic financial services in
the 20™ century”, financing is offered through peer-to-peer mechanism (*'P2P") by 65
companies, followed by blockchain technology with 14 companies. It is not surprising
that P2P platforms are the most common Islamic Fintech platforms, as they embody
the essence of Islamic finance as they directly connect the capital provider with capital
users, through the power of technology.

Indonesia is considered the leader in Islamic financial technology with (31) companies,

9- Dinarstandard is a consulting and strategic research firm that empowers organizations to achieve a profitable and responsible global impact. The
company focuses on specific markets which are: OIC Economies, Halal / Ethical Food and Lifestyle Sectors, Islamic Finance, Impact Investing, NGOs /

Non-Profit Organizations




followed by the United States, the United Arab Emirates (led by the Dubai International
Financial Centre), the United Kingdom and Malaysia. It is noted that having a country
like the United States of America in the forefront of the countries leading in Islamic fi-
nancial technology, despite not having an advanced Islamic financial services market.
This indicates that efficiency in the development of Islamic financial technology is not
related to the availability and development of Islamic finance, but rather to the existence
of a strong technological base and an environment that encourages innovation. All this
requires the support of the legislators to create the grounding and the environment re-
quired for such development (World Bank, 2020).

In Palestine, the Palestinian economy is still highly dependent on cash. Consequently,
the prevalence and use of digital financial services in general, and Islamic financial servic-
es in particular, is still low, as more than 80% of public service bills are paid in cash (World
Bank, 2020).

With the PMA's awareness of the importance of developing financial and banking tech-
nology and the impact of such services in improving financial inclusion in Palestine, the
PMA began to develop the relevant aspects of this technology. The PMA began encour-
aging the use of digital payment services by undertaking many initiatives to facilitate the
utilization of digital payments. With the issuance of the National Payment Settlement
Law of 2012, which gives the PMA exclusive powers to oversee payment and settlement
systems, the PMA adopted "BURAQ", an automated transfer system to settle monetary
transfers immediately (same time) between banks, with an automated clearing house
system. The PMA also opened the payments market to non-banking institutions to en-
hance competition in the payments market and provide modern digital payment servic-
es.

The interest in enhancing the banking services environment in Palestine positively im-
pacted the investments in Palestine. A number of payment service providers have ob-
tained final approval from the PMA with a number of other applications are under con-
sideration. The banks have also begun issuing payment cards, while there is currently
only one card acquirer that serves traders effectively. The PMA also plans to convert
the PMA-run retail payment system into a national payments company to achieve stra-
tegic objectives pertaining to improving access to the country’s retail payment systems,
strengthen the non-cash ecosystem and provide low-cost, fast, safe and efficient retail

payment services.
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However, the world of digital financial and banking services is more than just the pro-
viding electronic payment services. Digital financial services can provide many innova-
tive areas in protecting the income streams of banks and financial institutions (conven-
tional and Islamic) from new competitors (telecommunications companies and financial
services companies) and generate greater revenues by expanding financial services pro-
vided through Islamic financial technology that opens the way for the development
of services pertaining to finance, wealth management, crowdfunding, money transfer,
payments through mobile phones and stock trading platforms. Many Islamic banks have
begun to look beyond electronic payment services and have begun to switch to digital
banking. In a survey conducted by IFSB in 2020, Islamic banks that started their digital
transformation is currently focusing on (3) technologies namely, mobile banking and dig-
ital wallets (93%), APIs (91%) and digital verification of customers (87%).

E-currencies can also be of an utmost importance to the Palestinian economy. With
the absence of a national currency and the dependence of the financial sector on Israel,
access to the global economy is restricted for Palestinians. In this difficult environment,
the use of cryptocurrencies™ is an opportunity to expand financial inclusion and ease
current geopolitical constraints. The PMA is currently considering the introduction of
a digital currency under the Paris Protocol of 1994 to provide a sustainable solution to
the financial challenges in the West Bank and Gaza, including economic and operational
concerns and those related to banking and financial commitment (United States Agency
for International Development [USAID], 2020).

However, the new risks created by these types of services entails the development of
regulatory and legislative frameworks in order to strengthen regulatory control over
digital financial services and to regulate and supervise them to ensure compliance with
the legislation in force. In 2018, a number of regulatory requirements" were issued by
EU Parliament in addition to new IFRS standards for regulating these rapidly evolving
services. Subsequently, technology-based solutions that are used for combating money
laundering and the funding of terrorism, which utilize Artificial Intelligence and APIs, are
becoming increasingly important along with programs for biometric authentication and
personal data protection (World Bank, 2020). Where the need for these frameworks ap-
plies to both conventional and Islamic banks, it is necessary in the latter to ensure that

10- The Palestinian Authority can issue its own encrypted currency. provided that this currency is subject to the control of the PMA to avoid money
laundering and terrorist financing issues
11-Such as MiFID II, Payment Services Directive 2 (PSD2) and General Data Protection Regulations (GDPR)
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digital financial services comply properly with the requirements of Islamic law, where
legitimate compliance is the essence of Islamic banking.

According to the Arab Monetary Fund (2019) study, the approach to dealing with these
techniques varies from one supervisory authority to another. Some regulatory authori-
ties prefer to wait and collect data about the new technologies and its application to as-
sess associated risks and then develop the required regulatory framework. Although this
approach mitigates the risks associated with the immaturity of such technologies, it may
also limit the opportunities for the utilization and development of these technologies, let
alone open the door for other technological applications that may steal the local market.
On the other hand, other regulatory authorities may create an experimental environment
to explore the opportunities associated with the use of technology in financial services.
This approach provides these authorities with the space to develop a more accurate un-
derstanding of the nature of these techniques and to facilitate the establishment of the
appropriate regulatory and supervisory frameworks. Some authorities may also hasten
the development of the required regulatory framework for such technologies to open
the door for innovation in using technology in financial services despite the lack of deep
understanding of such technologies.

In addition to the need to create the legislative and regulatory framework, develop-
ing the infrastructure and providing human expertise are some of the challenges that
stand in the way of the digital transformation of banks. The discussion paper issued by
IFSB (2020) referred to the factors that impede the process of digital transformation in
Islamic banks, the most important of which are the need to develop infrastructure, the
lack of banking initiatives in the field of digital banking services, the limitations of capital
financing, and the lack of specialized human capital required, issues related to organiza-
tional instability and support for senior management.

In general, human capital development is a key pillar for the success of innovation, as
digital transformation requires specialized human capital. Hence, regulators and digital
Islamic financial services providers should enhance and refine existing human talent or
find ways to acquire and attract new talent that commensurate with the digital trans-
formation that is required for banking services.
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TAKAFUL INSURANCE

In 1993, the Palestinian National Authority began supervising the insurance sector.
According to the Powers Transfer Agreement signed in 1994, the Palestinian National Au-
thority became the legally authorized body to supervise the insurance sector, including
licensing insurance companies and agents and supervising their activities. The sector
suffered from the absence of necessary governmental supervision and oversight mecha-
nisms and tools, in addition to the spread of chaos and lack of confidence in insurance for
a long time, until the Palestinian Capital Market Authority was established and became
the legally authorized body to supervise, regulate and control the sector at the end of
2004. The issuance of the Insurance Law no. (20) of 2005 helped to a good extent in re-
organizing the insurance sector.

As the legally authorized entity and through the General Insurance Administration,
the PCMA developed detailed policies aimed at developing the insurance sector. This
included preparing the necessary legislation and providing the appropriate climate for
the growth and progress of the insurance industry for the general benefit of the entire
economic activity in Palestine. The PCMA also worked, and continues to work, on making
plans to develop and regulate the insurance sector and spread awareness among mem-
bers of the community in cooperation with all stakeholders of the insurance sector. The
PCMA also seeks, in its futuristic vision, to improve its performance and increase its reg-
ulatory capacity and efficiency in accordance with the best international standards and
practices through the development of internal legislation, rules and working systems in
order to achieve effectiveness in the performance of its supervisory role.

The growth of the insurance sector has accelerated as the legal and operational work-
ing environment developed. At the end of 2020, there were 10 insurance companies li-
censed to operate by the PCMA, 8 of which are conventional while the other 2 offer
Islamic insurance (Takaful). The first Takaful company was established in 2007, while the
second company was established in 2018.

SECTOR PERFORMANCE

The insurance sector in Palestine has undergone impressive growth despite all chal-
lenges, growing the sector’s total assets from USD 383 million in 2014 to USD 685.5 mil-
lion by 2020, as displayed in Figure (14), representing a healthy CAGR of 10.2%.
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Takaful insurance surpassed its conventional counterpart in terms of growth. Takaful
assets increased from USD 27.2 million in 2014 to USD 120.5 million in 2020, representing
a CAGR of 28.2%, besting the CAGR achieved by conventional insurers which stood at 8%.
The growth achieved by Takaful assets has also helped to improve the Takaful market
share which reached 24% in 2020. This percentage highlights the development of the
Takaful sector to triple its size during the study period, where its market share was mere-
ly 7% in 2014. This can be attributed to the entry of a new Takaful company to the market
in 2018.

Total premiums™ of Takaful have more than tripled during the period 2014 - 2020,
growing from USD 19.6 million in 2014 to USD 70.2 million at the end of 2020. This growth
has increased the market share of Takaful, in terms of total premiums, from 11% in 2014
to 24% in 2020, and generated a CAGR of 23.7%, which is more than 3.5 times the CAGR of
the total premiums of conventional insurance which was around 6.5%. The total claims
for Takaful increased from USD 9.17 million in 2014 to USD 43.2 million in 2020, which
produced a high CAGR of 29.5%. On the other hand, the value of total claims for the con-
ventional insurance grew at a much slower pace, with a healthier CAGR of 6%.

12- For simplicity, the word "premium’ in this document means both; premiums paid to conventional insurance companies and contributions ad-
vanced to Takaful companies
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Figure 15: Growth of Insurance Assets (2015 - 2020)
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Access to insurance services has improved over the past years. Conventional insurance
companies continued to expand operations, opening 37 new branches over 2014-2020,
representing a growth rate of 38.9% over the period. As for Takaful companies, the in-
crease in the number of Takaful companies from 1 to 2 companies during the analysis
period has helped increase the number of Takaful branches almost three folds, taking
them from 16 branches in 2014 to 44 branches in 2020, signalling a much better outreach
of Takaful services.

In terms of market penetration rate, the overall penetration of insurance companies
in Palestine achieved a minor growth during the study period. The Penetration rate of in-
surance companies grew from 1.22% in 2014 to 1.7% in 2020, severely lagging behind the
world average of 6.45% (Swiss Re Institute, 2020). Such weak penetration rate reflects
the numerous challenges faced by the insurance industry in a low-income economy with
high unemployment rate like Palestine. Moreover, the industry suffers greatly from a
general lack of awareness on insurance and Takaful products among the public (National
Financial Inclusion Committee, 2018), which further affects the sector’s growth and mar-
ket penetration rates.

When comparing the market penetration rate of conventional and Islamic insurance
companies, conventional insurance supersedes its Islamic counterpart. The penetration

rate of conventional insurance companies was 1.29% in 2020 while for Takaful compa-
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nies it was a mere 0.41%. This is justifiable considering the significant differences in size
and capabilities between the conventional and Takaful insurance and the relatively new
Takaful operations in Palestine.

Table 4: Number of Insurance Companies and Branches

YEAR 2014 2015 2016 2017 2018 2019 2020

Number of Insurance Companies

Conventional Insurers 9 8 8 8 8 8 8

Takaful Operators 1 1 1 1 2 2 2

Number of Branches

Conventional Insurers 95 95 107 120 120 122 132

Takaful Operators 16 21 21 21 31 38 44

Source: PCMA statistics

Unlike Islamic banking, Takaful companies initially achieved higher profitability than
conventional insurance companies during 2014 - 2020 period, however, such profitability
soon declined, where the average ROl of conventional insurance was 5.4% while the same
for Takaful operators stood at 5%. The difference in profitability could be a reflection of
the ambitious growth strategy adopted by the Takaful industry to expand their outreach
and number of branches significantly during 2014-2020. Additionally, the launch of the
second Takaful operator in 2018 may have adversely affected the ROl where it is natural
to have low profitability or even make losses in the first year of business.

Table 5: Ret Investment in | c .

YEAR 2014 2015 2016 2017 2018 2019 2020

Average Return on Investment (ROI)

Conventional Insurers 6.49% 6.51% 5.72% 8.28% 5.11% 5.30% 2.89%

Takaful Operators 9.76% 8.53% 2.80% 3.54% 4.1% 3.54% 2.46%

Source: PCMA statistics
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LEGAL, REGULATORY AND SUPERVISORY FRAMEWORKS

With the establishment of the PCMA in 2004, the regulatory framework of the Pales-
tinian insurance sector developed for the better. Immediately after its establishment,
the PCMA issued the Insurance Law No.20 in 2005. Furthermore, the PCMA also issued
a number of regulations and instructions for the insurance sector to support the Insur-
ance Law. However, despite this regulatory development, there is no specific legislation
(whether in the Insurance Law or the prevailing instructions) that regulates Takaful pro-
visions and governs the activities of the Takaful companies. Nonetheless, the PCMA has
licenced Takaful companies on the bases that Takaful insurance falls within the insurance
services in general. The PCMA overseas how Takaful operators carry out their activities
taking into account the unique operational model and Shariah requirements that the
Takaful operators need to adhere to. However, the complete absence of a basic enabling
legal environment for Takaful may create a barrier to entry for potential Takaful compa-
nies in the Palestinian market.

The PCMA is currently working on developing the regulatory framework for the insur-
ance sector. The PCMA is drafting a new insurance law that includes a chapter on Takaful
that was developed by the SSSB and presented to the Shariah boards of Takaful compa-
nies for consultation. The PCMA has also issued new regulations pertaining to capital and
solvency ratios and calculations. Furthermore, the PCMA is currently working on raising
the efficiency of the employees of the insurance sector, where it has developed a special-
ised framework that demands that the first official in each department of the insurance
company should obtain specialised certificates according to their field. This program
includes all conventional and Takaful insurance companies in addition to brokers. As for
Shariah governance, there are no explicit Shariah governance frameworks for Takaful
companies, nevertheless, these companies are subject to the supervision of the SSSB.
They also have internal SSB within their Shariah governance framework.

Despite the success of companies operating in the Takaful insurance sector, they still
face a number of major challenges. For example, Takaful companies face major chal-
lenges in terms of their ability to effectively manage their liquidity because of the lack of
high-liquid Islamic investment instruments in the market, such as sovereign or commer-
cial Sukuk or Islamic treasury bills, making it difficult for them to match insurance assets
and liabilities. This lack of liquidity tools forces these companies to invest their liquidi-
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ty through low-return deposits with Islamic banks, which can affect the profitability of
Takaful companies and their pool of investment. Furthermore, Takaful companies suffer
from lack of clarity in respect of tax treatment pertaining to some technical aspects of
Takaful operations, such as subjecting the surplus of the Takaful pool of funds to income
tax (as if it is profit). Additionally, and similar to Islamic banks, there is a dire need to
encourage the development of new “protection and savings” products under the gen-
eral family Takaful, as well as the need for new business models to accommodate such
products, enter new markets and increase operational efficiency. There is also a need
to improve operational processes and controls to accommodate new regulations and
promote compliance and excellence by using new channels of distribution and adopting
technology, which will help reduce operational and product costs, improve sales efficien-
cy and increase productivity.

There is an increased need to develop leadership skills and expertise in the field of
Takaful, which currently in a weak state. In the context of the need to respond to the rap-
id change in the operational environment, new wider capacities and expertise must be
developed to lead the development of the Palestinian takaful sector. The analysis of the
knowledge, skills, and abilities of workers in the Islamic Takaful industry highlighted the
existence of broad knowledge gaps in relation to the instruments and risks associated
with Islamic finance, commercial finance, rules and regulations, financing contracts, and
Islamic commercial legislation, in addition to significant gaps in capacity levels pertain-
ing to the implementation of Shariah controls and conducting scientific research.
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ISLAMIC FINANCIAL LEASING

The leasing sector plays an important role in the economic and financial development.
It is a vital sector as it provides the tools to increase local investment in production
tools. Unlike other financing instruments, financial leasing concept is built on generating
income from the use of the leased assets (rather than ownership thereof), and the les-
see’s ability to achieve positive cash flows resulting from the asset’s operation. Financial
leasing is considered one of the new financial tools in Palestine, and a complementary
means to banking credit. Financial leasing increases cash flows directed to the produc-
tive sectors of the economy, which supports local production, improves the profitability
of enterprises, especially small and medium ones, and creates more job opportunities,
which in turn increases financial depth and speeds up economic development.

The PCMA has worked on completing the legislative framework for financial leasing, in
order to enhance confidence in this sector and increase its operations. The PCMA pre-
pared a Financial Leasing law, which was issued in 2014, (Law No. 7 of 2014). The PCMA
also issued instructions No. (1) for the year 2016 for licensing and supervising financial
leasing companies, in order to complete and develop the enabling legal system for the fi-
nancial leasing sector. The PCMA currently oversees 10 leasing companies, including one
specialised in Islamic leasing.

SECTOR PERFORMANCE

Similar to the other sectors of the financial services industry in Palestine, leasing has
grown considerably between 2014 - 2020. The total assets of the industry accounted
to USD 32.1 million in 2014, and by the end of 2020, it had grown to more than USD 161
million, achieving a CAGR of 30.8%. This CAGR was achieved despite a USD 9.5 million

contraction in the total asset size between 2017 and 2018.
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Despite the mild shrinkage of financial leasing total assets in 2018, both Islamic and
conventional leasing achieved impressive overall growth during the study period. On one
hand, the assets of the conventional leasing assets grew with a CAGR of 28.7% between
2014-2020. While on the other hand, Islamic leasing assets achieved a CAGR of 46.8%.
Considering the financial leasing operations carried out by banks in Palestine, the size of
the financial leasing sector stands at USD 216 million, with Islamic financial leasing stand-
ing at USD 93 million, constituting 43% of the total assets of the financial leasing sector.

The number of customers accessing leasing services in the country has almost quad-
rupled in the past few years. In the period between 2014 and 2020, the number of cus-
tomers rose to 1,364, achieving a CAGR of 20.5%. However, despite the good growth rate,
the number of customers is deemed very modest considering that there are 10 leasing
companies operating in the market.

Both conventional and Islamic leasing companies have, on average, achieved, a similar
level of operational efficiency. In terms of operations, the average cost to income ratio
was around 45% during the study period, although such ratio should be improved to
enhance the profitability of the operation. The analysis indicates that the cost of funds
for the Islamic leasing company was relatively high compared to the cost of funds for
conventional insurance companies. This issue is one of the challenges faced by Islamic
banks as well.
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Table 6: Leasing C ies EFfici Rati

YEAR 2014 2015 p{0) [ 2017 2018 2018
Cost to Income
Conventional Leasing 55.5% 45.4% 43.3% 48.5% 34.2% 59.68%
Islamic Leasing 87.8% 50.6% 28.6% 19.5% 37.5% 40%

Source: PCMA statistics

Islamic lease financing products are limited to one type of ljara, namely ljarah Munta-
hiya Bittamleek. It is noticeable that the Islamic financial leasing company and Islamic
banks in Palestine do not offer other types of leasing such as service ljarah and ljarah
products that provide greater flexibility to the customers such as sale and lease back, and
leasing coupled with a financing leverage, which are still not available in the Palestinian
market.

In terms of the capabilities of the sector’s personnel, the analysis of the knowledge,
skills and abilities revealed the need to develop the knowledge and capabilities of those
working in the field of Islamic leasing. As wide gaps in the knowledge levels of Islamic
leasing programs and methods as well as Islamic finance instruments tools exist among
the staff. In addition, there are wide gaps in skill levels related to leasing risk analysis,
Islamic financial instrument management, data analysis, regulation and goal setting.
Moreover, there are other knowledge gaps that indicate a moderate level of theoretical
knowledge with a modest level of varied practical experience in the sector. These gaps
need to be carefully addressed where the necessary expertise and training programs
should be provided to develop the Islamic leasing sector.

LEGAL, REGULATORY AND SUPERVISORY FRAMEWORKS

The Financial Leasing Law No.6 (2004) alongside the regulatory instructions issued
by the PCMA form a comprehensive regulatory and legal framework for financial leasing
operations. This framework covers statutory requirements for licensing of leasing com-

panies, bookkeeping and registrations, rights and responsibilities of lessor and lessee,
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disputes and resolutions etc.

However, this advanced framework for legislating financial leasing does not have any
legal provisions for Islamic leasing, and there are no official instructions from the PCMA
to explicitly cover the Shariah governance of Islamic leasing companies (such as con-
tracts and their related procedures), the SSB and Shariah, dealing with cases of arrears
and defaults, the need for Shariah audit etc.). Nevertheless, Islamic leasing companies
fall within the framework of the Supreme Shariah Supervisory Board and thus are sub-
ject to its supervision. The companies have also appointed their own Shariah supervisory
bodies as part of their Shariah governance. Furthermore, as is the case with conventional
financial leasing, there is a need to review tax legislation, whether income tax or value
added tax, to ensure that these legislations achieve tax neutrality between conventional

and Islamic financial leasing.

ISLAMIC SPECIALISED CREDIT (MICROFINANCE)

The Palestinian microfinance sector has evolved immensely over the last decade, where
it transformed from an unregulated and scattered offering to a regulated sector regu-
lated by the PMA. This transformation was reinforced by the PMA preparing and adopt-
ing a strategic framework for microfinance for the years 2019-2023 to define the plans
and objectives required to achieve the PMA’s vision for the specialized lending policy for
Palestine, which is represented in "building a truly inclusive financial system for all and
allowing all Palestinians permanent access to a set of financial services and products that
are provided in an efficient and cost-effective manner "(Palestinian Monetary Authority,
2019). Unlike Islamic banking, the PMA has allowed microfinance companies to establish
Islamic windows in the specialized credit sector, and thus Islamic specialised credit prod-

ucts are offered by a number of conventional financial service providers.

SECTOR PERFORMANCE
With the positive shift in regulating the sector, the specialised credit sector contribut-

ed to boosting financial inclusion and improving the economic development of the finan-
cially marginalized population in Palestine. The sector almost doubled its size during the
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study period (2014-2020) where the total assets amounted to USD 335.2 million at the
end of 2020, achieving a good CAGR of approximately 20.1%. The assets of the sector rose
in 2020 by more than USD 25.8 million than in 2019. The value of conventional finance
facilities availed to customers has significantly increased from around USD 75.6 million
in 2014 to USD 199.1 million in 2020, achieving a CAGR of 17.5% during 2014-2020 while
dominating the microfinance industry with 79.9% market share as of 2020.

i 17: Microfi Total Asset
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Despite the growth of microfinance assets in Palestine, the number of customers ac-
cessing microfinance services in the country increased from around 45 thousand in 2014
to almost 68 thousand in 2020. However, although the total number of microfinance
customers increased by 51.2% during the study period, it is remains marginal considering
the total population in Palestine.

The growth of Islamic microfinance was relatively small when compared to its conven-
tional counterpart. The total Islamic finance provided to customers amounted to USD
50.7 million in 2020, which is more than double its starting value in 2014 which stood at
USD 21.3 million. This increase represents a CAGR of 15.6%. Contrary to what has been
observed in the uptake of Islamic products in other sectors of the Palestinian financial
services industry, it seems that there is a downward trend for the consumption of Islamic
microfinance where its market share™ was reduced from 22% in 2014 to 20.3% in 2020

13-
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as shown below in Figure (18). This indicates the possibility of structural obstacles that
negatively affect this sector, which calls for urgent action to change the situation and
find solutions to the current problems to push this sector towards growth again.

i 18: Islamic Specialised Credit (Microfi ) Market Share - Total Fi to Cust
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Such deteriorating performance of Islamic microfinance could be attributed to a num-
ber of factors including lack of awareness among the end consumers on Islamic products,
potential taxation issues, expensive finance rates', high financing costs, difficult opera-
tional procedures, relatively weak marketing of Islamic products by the market players
(as it could be easier for their staff to sell the conventional products), possible spread of
misconceptions among the public about the Shariah compliance of the window model.

Table 7: Number of Microfi c ies. Brancl { Cust

14- During the study period, the average cost of funding for the microfinance industry was 21% per annum.
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YEAR 2014 2015 2016 2017 2018 2019 2020

Number of Microfinance Companies

Conventional Microfinance® 1 3 2 2 2 5 5
Dual Microfinance'™ 5 3 4 4 4 3 3
Total 6 6 6 6 6 8 8

Number of Branches

Conventional Microfinance 0 22 19 18 17 44 43
Dual Microfinance 53 49 64 65 64 56 53
Total 53 VAl 83 83 81 96 100

Number of Customers”

Conventional Microfinance 36,236 42,418 57,956 62,854 59,071 69,311 63,057
Islamic Microfinance 8,916 9,171 9,866 9,354 6,387 6,146 4,970
Total 45,152 51,589 67,822 72,208 65,458 75,457 68,027

Source: PCMA statistics

The spread of Islamic microfinance reduced significantly during the study period. Com-
paring Islamic and conventional microfinance, it is noted that customer base of Islamic
microfinance shrunk by approximately 44.3% during the study period whilst the number
of conventional microfinance customers grew by 74%. Such substantial decrease in cus-
tomers of Islamic microfinance has resulted in the deterioration of the Islamic financial
assets.

In terms of number of institutions operating in the sector, it seems that the sector has
achieved some progress, where initially, only 6 licensed microfinance companies operat-
ed in Palestine in 2014, but by the end of 2020, there were 8 institutions. The total num-
ber of microfinance branches also increased from 53 in 2014 to 96 in 2020, improving the
accessibility to microfinance products with a CAGR of around 11.4%.

Such increase in the number of institutions and branches enhanced the accessibility
to Islamic microfinance products, where around 55% of the microfinance branches in
Palestine offered Shariah compliant facilities during the study period. Such products are
provided by only 3 out of 6 licensed microfinance institutions in the country, while 2 oth-

15- Offering only conventional microfinance products
16- Offering both conventional and Islamic microfinance products
17- Active borrowers
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er institutions stopped offering Islamic microfinance products but still have an Islamic
finance portfolio.

The sector struggled to achieve an acceptable level of efficiency. The average cost
to income ratio of the Palestinian microfinance sector was a whopping 84% during the
study period (much higher than the average cost to income ratio of the banking sector).
Although this ratio has fallen drastically (from 137% in 2014 to 70% in 2020), it is still a
signal that the Palestinian microfinance sector is suffering from operational deficiencies
with a lot of operational costs/expenses that are burdening its profitability.

As for the knowledge, skills and abilities of workers in the Islamic microfinance sector,
the sector suffers from wide knowledge gaps in respect of Islamic financial services. The
analysis of knowledge, skills and abilities revealed low levels of knowledge in the concepts
and forms of Islamic finance, financial products and financing risks. Wide gaps were also
observed in skills related to Islamic product pricing, financial analysis, Islamic financial
systems and instruments. Medium gaps were identified in levels of knowledge related to
Islamic finance rules and regulations, financing contracts, risk-sharing, Islamic markets,
Islamic investment types / instruments, pricing methodologies and investment risks. It is
evident from the aforementioned that the Palestinian microfinance sector needs com-
prehensive efforts to build the knowledge, skills and abilities of its employees, which
highlights the urgent need to design training programs to address the gaps that have
been identified.

LEGAL, REGULATORY AND SUPERVISORY FRAMEWORKS

The microfinance sector is under the supervision of the PMA where the main piece of
legislation covering microfinance business activities in Palestine is the Banking Law No.9
(2010). In fact, article 2.2. of the Banking Law stipulates that the provisions of this law
apply on all licensed banks and Specialised Credit Institutions (*SCIs™) (which is the legal
name for microfinance companies in Palestine). The Presidential Decree No. 132 (2011)
and the Instructions No.03 (2016) were subsequently issued to provide further clarity on
the legal requirements for licensing and supervision of SCIs in the country.

In terms of regulatory and supervisory frameworks, the PMA is adopting a unified risk-
based approach for regulating and supervising the SCls. The PMA has issued the Instruc-
tions No. 04 (2017) that included "Rules and Best Practices Guide for Governance in SCIs™.
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Section (8) of the Guide mandated a Shariah governance requirements similar to those
imposed on Islamic banks (for example, each SCI should have its own SSB and a Shariah
Compliance Officer (SCO).

The PMA has given leeway for microfinance companies, within the current regulatory
framework, to ease the financial burden on these institutions. The PMA allowed microf-
inance institutions that provide Islamic financial products to use a shared SSB, subject
to compliance with the SSB requirements specified by the PMA for SCls. Furthermore,
the SCI's internal auditor can perform the functions of the SCO (subject to having the
required qualifications and meeting the requirements of an SCO) to reduce costs to the
institution.

ISLAMIC CAPITAL MARKET
SECURITIES EXCHANGE

The capital market in Palestine emerged in 1995 when the Palestine Securities Exchange
("PEX") was set up as a private company. The first trading session was inaugurated in
1997. An operating agreement was signed with the National Palestinian Authority, rep-
resented by the Ministry of Finance (*"MoF"), where PEX was subject to the supervision
of the MoF until 2004, when the PCMA was established. Since then, the capital market
became subject to the supervision and regulation of the PCMA, where it was able to make
relatively good progress in the capital market sphere by issuing the required licenses as
well as supervising and monitoring all activities related to the emerging securities sector
in Palestine including initial public offering, secondary trading, capital increase etc.

Admitting the PCMA as an ordinary member in the International Organization for Se-
curities Commissions (*10SCO)™ in 2013 has further helped the PCMA in its ongoing en-
deavours to implement the international standards and best practices developed by the
IOSCO to enhance the regulatory environment, improve investor protection, and reduce
systemic risks in the Palestinian market.

In respect of PEX trading during the past years, it is noted that the total market cap-
italisation of companies listed in PEX did not increase much. The total market capitali-
sation increased from approximately USD 3.2 billion in 2014 to USD 3.9 billion in 2017, to

go down later to USD 3.4 billion only in 2020, representing a relatively weak CAGR of 1%
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during the study period™. The market capitalisation to GDP ratio of Palestine in 2020 was
around 20% which is much lower than the global average of 91.9% and the average of the
Arab world which was approximately 49% (World Bank, 2018).

i 19: Market Capitalisation of PEX Listed C .
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Al-Quds Index is considered the main index of the PEX. Currently, the index is composed
of 15 listed companies spread across several business sectors. The companies included in
this Index are usually changed at the beginning of every year to include the most active
companies in terms of value of traded stocks, the number of traded stocks, total number
of transactions, number of trading days, the stock turnover ratio, and the market value
of companies at the end of the previous year.

Efforts to establish an Islamic index were not successful as there was no agreement
on the mechanism of enlisting companies in the index as Shariah compliant companies.
Nevertheless, the SSSB, in collaboration with the PCMA and PEX, is working on preparing
the controls required to issue an Islamic index for companies listed in PEX.

SUKUK

Sukuk is considered one of the most prominent financial instruments that provides
a Shariah compliant alternative to debt securities and offers an effective way to raise
funds and attract national savings in Shariah compliant manner. Sukuk helps provide
liquidity for various projects, whether at the governmental/quasi-governmental level or

18- During the study period. the number of companies listed on PEX was almost constant and reached 48 companies
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at corporate level, or to provide for the sustainable development needs such as in the
case of Green Sukuk. Sukuk plays an important role in helping institutions operating in
the field of Islamic financial services manage their liquidity by providing tradable Islamic
investment instruments, thus broadening the bases of primary and secondary capital
markets and revitalizes them in general.

Despite the importance of the role that Sukuk plays at various levels, the capital market
in Palestine lacks this important tool due to a number of reasons related to the absence
of the legislative and legal framework necessary to regulate the issuance and trading of
Sukuk and to protect the rights of its holders. The PCMA and the PMA have confirmed
their desire to establish the legal and regulatory environment necessary for the issuance
and tradability of Sukuk.

INVESTMENT FUNDS

As in Sukuk, Islamic investment funds play an important role in directing local and
international investments and capital towards financing economic projects. The impor-
tance of investment funds lies basically in their ability to attract small investors’ funds
and to provide investment advantages and returns that are generally better than those
provided by institutions operating in other sectors of the financial system. In addition to
its role as a tool to help manage the liquidity of Islamic financial institutions, investment
funds play an important role in activating, developing and increasing the volume of cap-
ital markets.

Although the current law allows for the establishment of investment funds in accord-
ance with Article 6 of the Financial Securities Law No. 12 of 2004, there is a general ab-
sence of investment funds in the country. This may be due to several factors, including
lack of expertise, the high cost of establishing an investment fund, the lack of investment
areas that provide the diversity required for appropriate risk allocation (especially high
liquid assets such as sukuk), low demand (which can be attributed to the lack of aware-
ness of this investment instrument by the Palestinian citizen), and of course the overall
geo-political conditions that have significantly impacted this line of business.

LEGAL, REGULATORY AND SUPERVISORY FRAMEWORKS
As is the case in many non-banking financial sectors in Palestine, the Palestinian capital
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market witnessed development and reorganization with the establishment of the PCMA
and commencement of its activities. The year 2004 witnessed the issuance of the Finan-
cial Securities Law No. 12 and the Law of the Capital Market Authority No. 13. The Finan-
cial Securities Law provided, among others, a number of provisions related to issuing,
owning, trading and registering different types of financial instruments including stocks,
bonds, investment units in funds, and financial derivatives. In addition to the laws, a set
of regulatory instructions and circulars were issued governing the functioning of the
capital market activities and providing the regulatory requirements related to issuance,
disclosure, control, licensing, trading activities etc.

Despite the establishment of the legislative frameworks to regulate capital markets
in Palestine, no piece of legislation mentions Shariah compliant securities. For example,
Sukuk is not mentioned in the Financial Securities Law which is the primary piece of le-
galisation governing capital markets. Such lack of legal anchoring is probably prohibiting
the market from issuing Sukuk which are vital for the comprehensiveness of the Islamic
financial infrastructure. Moreover, there are neither legal nor regulatory frameworks for
the emerging crypto assets and their relevant tokenisation process. Addressing such le-
gal gap by the PCMA in a timely fashion is very important with the increased internation-
al acceptance and usage of crypto assets. This may also help PEX to have a competitive
advantage over other exchanges in the MENA markets and potentially become a regional
hub.

There is a need for a legislative and regulatory framework that stimulates the develop-
ment of the Palestinian capital market. In particular, developing an index for the shares
of Shariah compliant companies to attract local and foreign investors to the Palestinian
financial market. Furthermore, it is important to ensure tax neutrality in Islamic capital
market products by equating the tax treatment of the Sukuk yield with the tax treatment
of conventional bonds, in addition to achieving tax neutrality for Sukuk issuers and inves-
tors. The use of Sukuk by governments is essential to diversify the sources of funding for
the government, create a long-term yield curve, develop the Sukuk market for compa-
nies, and to enhance transparency and efficiency in asset pricing (Islamic Development
Bank, World Bank Group, 2016).
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ISLAMIC SOCIAL FINANCE

The Islamic Financial Services Board (IFSB,2019) defines Islamic social finance as “Sha-
riah compliant financing activities that are undertaken for "non-profit™ and/or “societal
welfare™. Social finance institutions include Wagf institutions (institutions founded as
endowments), Islamic institutions and non-governmental organisations (NGOs) that
raise social solidarity funds such as donations and Zakat.

Islamic social finance is considered an effective way to achieving economic empow-
erment and solidarity, but it has not yet been fully utilized. Along with a variety of ap-
proaches, whether charitable (non-profit) financing based on donations (such as Qard
Hassan (benevolent loan), donation, Zakat or Waqf) or social financing based on nominal
fees that consider social aspects (whether through direct loans or donations).

Social finance activities have generally been limited to corporate social responsibility
initiatives in many countries around the world, however, these are not considered to be
part of the Islamic financial services industry. Nevertheless, integrating social finance
with commercial/financial activities will foster initiatives, which is critical for certain seg-
ments of society to be pulled out from poverty, as people living below poverty line do not
have enough money to save or open a bank account. Through Zakat, Sadagat, and Waqf,
Islamic social finance can take this financially-marginalised group to a social safety net,
moving them from subsistence to sufficiency, allowing them to become self-sufficient
and able to save and invest, and helping them to progress from being entitled to receive
Zakat and Sadagat to becoming contributors thereto.

According to IFSB, Islamic social finance institutions can play a significant role in sup-
porting financial inclusion. Thus, incorporating Islamic social finance, which seeks to pro-
mote financial inclusion initiatives, into the Islamic financial services industry can en-
hance social and economic well-being, financial inclusion, and enhance overall financial
stability by bringing social solidarity practises into the organisational scope.

Islamic social finance has the potential to promote income distribution and the activa-
tion of co-benefits from economic development. It can play a significant role in achieving
two of the United Nations’ Sustainable Development Goals, being: ending global poverty
worldwide by 2030 and enhancing shared prosperity by increasing the incomes of about
40% of the world population. Islamic social finance institutions and tools are rooted on
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income redistribution and philanthropy. Contributions such as Qard Hassan, Zakat, and
Sadaqgat can fulfil the basic needs of the poor and vulnerable while also providing a social
safety net. The Islamic Waqf tool is perfect for creating and managing assets in a way
that guarantees a continuous source of resources to support education, healthcare, and
other social needs. These Islamic institutions can play a critical role in achieving the glob-
al vision of generating sufficient income-earning opportunities, with the need to invest
in the prospects for individual development by enhancing the coverage and quality of
education, healthcare, and sanitation, protecting the poor and vulnerable from the risks
of sudden unemployment, hunger, iliness, famine, and other crises. These policies, with-
out a doubt, have the potential to significantly increase shared prosperity and promote
the well-being of the less fortunate (Islamic Development Bank, World Bank Group, 2016).

One of the challenges of social finance is that collecting and paying funds in cash
makes the process prone to misuse, fraud, and embezzlement. Perhaps one of the best
solutions for managing this process is to direct the payment of donations via bank ac-
counts or smartphone apps which may be also supported through blockchain technol-
ogies, where this technology would reduce the incidence of fraud and serve financial
inclusion more effectively.

FinTech can provide integrated solutions for the entire Zakat value chain, including
the collection and distribution of Zakat funds, as well as enhancing the ability to recog-
nise legitimate beneficiaries. Technology can also help increase the number of Zakat and
charity donations. Indonesia provides a good example where the National Zakat Board of
Indonesia launched a comprehensive platform (*BukaZakat™) for Waqgf, charitable activ-
ities, and Zakat payment. Furthermore, several Zakat-related organisations have collab-
orated with financial technology firms that specialise in payments to provide collection
and payment channels.

THE MAIN PILLARS OF THE STRATEGIC FRAMEWORK

Developing the Islamic financial services industry on solid foundations has become of
great importance to increase the industry’s contribution to the economic growth of the
country . Therefore, efforts must be made to develop public policies, improve products
offering, foster entrepreneurship, and establish and develop a solid regulatory and su-
pervisory framework. On the supply side, increasing the number and diversity of Islamic
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non-bank financial institutions, as well as improving the mix of products and services,
are two major challenges. Furthermore, the need for a balanced regulatory, tax, and
supporting structure in the Islamic non-bank financial institutions sector to facilitate
cross-border investments is considered another major challenge on this side. As for the
demand side, the main challenges include, but are not limited to, the low levels of finan-
cial knowledge about the products and services offered by Islamic non-banking institu-
tions; the existence of cultural and social barriers; and the need to enhance and reinforce
customer protection policies, as well as problems related to reputation and credibility,
which hinders the development of Islamic non-banking institutions (Islamic Development
Bank and World Bank, 2016).

DEVELOPING THE ENABLING LEGAL AND REGULATORY FRAMEWORKS AND
SUPPORTIVE POLICIES

Establishing a Coordinating Committee for the implementation of the Strategic Frame-
work for the Development of Islamic Financial Services as part of the Financial Inclusion
Strategy. This committee will be responsible for coordinating the efforts of the PMA and
PCMA on one hand and the government bodies on the other to translate this Strategic
Framework into an action plan. The plan will be implemented within a specified time-
frame and will have specific criteria to measure its effectiveness and the extent of its
progress in achieving its goals and converting it into actionable policies that help in the
development of the ecosystem for Islamic financial services in Palestine.
Developing the legislations required to create an enabling ecosystem for the devel-
opment of the Islamic financial services taking into account the standards of BASEL,
AAOIFI and IFSB.

= Clarifying the scope of the Financial Leasing Law to enable the offering of Islamic fi-
nancial leasing contracts by Islamic banks. It is recommended that the PCMA, PMA
and related bodies such as the Ministry of Land and Transportation, the Land Au-
thority and the other relevant departments, work together to develop specific pro-
cedures to enable the registration of financial leasing contracts for Islamic banks as
per the requirements of the Palestinian Financial Leasing Law.

- Developing the legislation required for Takaful as part of the draft Insurance Law that
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is being drafted currently by the PCMA. The Takaful regulation key focus areas shall
include Shariah governance, operations, capital adequacy, risk management, rights
of policyholders, surplus calculations and distribution, types of investible assets and
instruments, regulatory reporting, additional financial statements and disclosures
related to Takaful fund etc. The regulations shall also include the requirements for
determining Wakala fees charged by Takaful companies, identify who bears the cost
of insurance brokers (the company or the Takaful Fund), and the rules regarding the
loan provided by the Takaful company to the Takaful Fund and how to repay it.

- Designing policies that balance the protection of participants’ rights on one hand and
the need for effective pricing, greater solvency, and financial sustainability for insur-
ance companies and related disclosures on the other hand.

= Issuing regulation to allow the use of Fintech solutions for electronic verification
of customers “"Know Your Customer™ to automate the process of registering new
customers and adopting an "Open Banking™ policy to facilitate the automation of
financial products and services.

- Examining tax legislation to ensure tax neutrality between conventional and Islamic
financial products and services. This can be accomplished by carrying out a detailed
analysis of existing/potential Islamic financial and investment products (including
banking, specialised credit institutions, Takaful, leasing, and capital market instru-
ments and securities including Sukuk) and perform case study testing against lo-
cal taxation requirements to identify areas of potential conflict, including, but not
limited to, double fees on real estate financing products, double taxation on auto
finance products (value added tax and registration fees), how to calculate taxes for
Takaful companies, the treatment of the Takaful fund surplus, the speed at which
value added tax funds are recovered from the Ministry of Finance. Once the analysis
is completed, the required amendments to the tax laws, regulations and instructions
shall be made to ensure the correct tax treatment of Islamic financial products and
services.

= Issuing instructions on how to create an Islamic index including the Shariah and ac-
counting criteria for assessing the companies listed on this index. This index plays a
critical role in assisting investors identify Shariah compliant securities and in meas-
uring the efficiency of the Islamic market.

- Lightening the requirements for listing companies in PEX to facilitate the listing of
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more companies, thus enhancing market dynamic and providing greater options for
investments in stock.

- Establishing the enabling legal and taxation frameworks for Sukuk'™ issuance and trad-
ing by issuing a bespoke Sukuk law that creates the legal anchoring for the issuance
of sovereign, quasi-sovereign, and corporate Sukuk?. This legal framework should
clarify Sukuk legal status and treatment for purposes of public debt and cash man-
agement. Moreover, it should clarify at the minimum, Shariah governance require-
ments for Sukuk issuance, Sukuk taxation treatment, the requirements for the es-
tablishment, management, and accounting of Special Purposes Vehicles (“"SPVs™)
underpinning the issuance of Sukuk, how proceeds of Sukuk should be accounted
for, where the raised funds will be spent and what liabilities there might be for the
issuers including Palestine government and corporates, in the event of a default by
the SPV. It is also important to take all necessary steps to ensure that the cost of
issuing Sukuk is not more than the cost of issuing conventional bonds.

Issuing the required regulations for Sukuk operations, such as issuance, tokenisation,
listing in the stock market, trading and redemption.

Creating the enabling environment for the issuance of retail Sukuk for small investors.

Developing the necessary infrastructure to issue Islamic Treasury Bills?'.

Reviewing legislative and capital requirements for the establishment of investment
funds, including amending the current draft instructions for investment funds to
include a special section for the establishment of Islamic investment funds with de-
tails of the Shariah governance requirements for such funds.

Developing the enabling legal, regulatory, and supervisory frameworks for crypto as-
sets, including tokenisation, in accordance with international standards.

Creating policies to provide strong protection for small investors and establishing
strict disclosure requirements in relation to investing through crowdfunding plat-
forms.

Developing the necessary legal environment to regulate the activities of social finance
institutions to create the supportive environment for Islamic social finance to be

used as a sustainable means to provide "affordable™ financing to the poor.

19 Countries like the UK, Turkey. Luxembourg, and Jordan, among others, have created enabling legal and taxation environments for the issuance of
Sukuk

20- Corporate should include, but not limited to, all types of financial institutions such as banks, Takaful companies, Specialised Credit Institutions,
leasing companies etc

21-Islamic Treasury bills can be used to directly finance the spending of the National Authority. unlike Sukuk that are usually used for productive and
investment projects
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- Developing the regulatory framework for the endowment and creating a sufficiently
flexible and enabling regulatory environment that includes all types of endowments.
Developing short and long-term liquidity management products to ensure better
stability of the financial system and assist Islamic banks in expanding their market
share.

- Develop a suite of short-term Islamic liquidity injection solutions (ranging from over-
night to 1-year) to assist the local Islamic financial services providers in managing
their liquidity in a Shariah compliant manner.

- Developing a Sukuk Platform using Fintech solutions based on blockchain technology
in collaboration with the PMA, PCMA, PEX and the Ministry of Finance to facilitate
the process of issuing, tokenising, and trading of Sukuk in the primary and second-
ary market, thereby minimising costs associated with Sukuk issuance and trading.

STRENGTHENING CORPORATE AND SHARIAH GOVERNANCE FRAMEWORKS

» Building on what has been already accomplished by the PMA and PCMA in develop-
ing the Shariah governance frameworks by requesting Islamic financial institutions
(including Islamic banks, Takaful companies, Islamic Specialised Credit Institutions,
financial leasing companies and social finance institutions) to adopt a periodic ex-
ternal Sharia audit, in accordance with Auditing Standard No. 6 issued by AAOIFI,
provided that the external Sharia auditor shall submit the audit findings to the Su-
preme Shariah Supervisory Board. The objective of the Shariah audit is “ensuring
that the management of the financial institution have implemented the decisions
of both the SSSB and the institution’s SSB”, and not to contest the Shariah rulings of
either the SSSB or the SSB.

 Establishing the required procedures to ensure that the SSBs have full independence
from the financial institutions and that their decisions are binding thereon. This is
to strengthen the SSB’s position and ability to issue rulings and Fatwas in accord-
ance with the requirements of jurisprudence and Fatwa controls. This also liberates
the SSB from any pressures that may negatively impact its performance or deci-
sion-making in order to achieve objectivity and hold it away from any suspicion or
uncertainty, thus achieving the key purpose of SSB's existence: to shield the institu-
tion from Shariah violations and thereby improve its performance.

* Allowing Islamic Specialised Credit Institutions to use the services of external Shariah
compliance/ audit companies in order to build a more competitive market and lower
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the costs of Shariah audit for institutions operating in the field.

Providing a definition and detailed explanations of the approved audit standards in
accordance with the standards approved by AAOIFI and IFSB.

Developing the role of SSSB in terms of Shariah certification of the Islamic financial
institutions’ products and changing it from “reviewing and approving each product
on a case-by-case basis” to “providing guidelines for approvals™ where each insti-
tution’s SSB shall provide the required certification subject to compliance with the
SSSB’s guidelines.

Create a dedicated and easily accessible archive that is published through official
channels where regulators and market players alike are able to view the resolutions
of the SSSB.

SSSB to play a thought-leadership role in research and innovation in product devel-
opment as one of the critical areas for the growth of the industry.

Developing a sound governance framework that recognizes the importance of trust
and credibility as the two main drivers of Islamic social finance.

Standardizing the financial reports of Islamic social finance institutions to enhance
transparency.

SUPPORTING DIGITAL TRANSFORMATION OF THE ISLAMIC FINANCIAL SERVICES IN-
DUSTRY

The PMA and PCMA to jointly establish a formal FinTech strategy in Palestine in as-
sociation with the relevant market players. Such strategy should assist in creating a
uniformed and shared vision among the key stakeholders on the role of FinTech in
the country with a focus on Islamic FinTech and its role in the development of the
Islamic financial ecosystem.

Encouraging Islamic banks to adopt digital transformation strategies and to build-
ing the necessary legal and technological environment to help Islamic banks
improve their digital banking capabilities.

Automating and digitising the entire Islamic financing processes using cloud-based
Fintech solutions, making them quicker, more efficient, and less expensive.
Encouraging the use of regulatory and insurance technology solutions (RegTech &
InsureTech respectively) to assist Takaful companies in expanding their outreach
and lowering operating and customer acquisition costs.

Permitting the use of digital insurance services (i.e., remote insurance services) to
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remotely complete the contracting process between the parties (this may be added
to the new insurance law draft).

Issuing instructions and procedures authorising the offering of insurance services
through digital means (provided that these instructions cover the work of insurance
brokers as well).

Requiring Takaful insurance companies to develop special plans for digital automa-
tion to upgrade the level of the technology used by Takaful companies to provide
electronic services.

Creating a central information bank that specialises in providing information on in-
surance applicants (each person’s insurance history) and can also be connected to
the police and supervised by the PCMA.

Developing an application to automate the sale of Takaful insurance products, pro-
vided that this application can communicate directly with the information technol-
ogy (IT) systems of local Takaful companies.

Developing InsureTech solutions for micro-Takaful to help the public access Takaful
products digitally at a low cost.

Encouraging financial leasing companies to adopt a digital transformation strategy
that focuses on new RegTech and FinTech solutions to expand their outreach and
reduce operating costs as well as the costs of attracting new customers.
Developing an application to automate Islamic leasing activities, provided that this
application can communicate directly with the information technology (IT) systems
of local financial leasing companies.

Developing crowdfunding platforms as a microfinance solution and to support start-
up companies through direct equity investment or providing financing on the basis
of Mudaraba, Musharaka or Wakala.

Considering the creation of a comprehensive Islamic social finance platform based
on blockchain technology to ensure transparency and traceability of all fundraising
and distribution of funds activities, thus enhancing the participants’ confidence in
the platform.

Considering the development and usage of cryptocurrencies in addition to other
digital payment solutions to make payments more convenient.

Ensuring that the selected solutions comply with the legislations issued by the PMA
and PCMA, while ensuring accurate and direct monitoring of the activities of such

133



solutions and issuing regular reports regarding the extent of their compliance with
the relevant legislations, which enhances the confidence of users and regulatory
authorities around the world in the safety of operations and their compliance with
laws and regulations.

ENHANCING ISLAMIC FINANCIAL PRODUCTS AND SERVICES

Encouraging Islamic banks to (i) exert more efforts in the product development
area to bridge the gap with conventional banks, (ii) offer financing products based
on risk-sharing contracts (such as Musharaka and Mudaraba) instead of copying
the debt-based products offered by conventional banks, and (iii) introducing Islamic
overdraft products, which are available in some other countries.

Encouraging the Takaful sector to improve its products by studying the feasibility of
introducing micro-Takaful products, Takaful cover for financing products provided
by Islamic Specialised Credit Institutions, as well as insurance for real estate and
projects in the event of wars and disasters by establishing a special fund for this pur-
pose (in which Takaful companies cooperate in coordination with Insurance Union).
Encouraging the Islamic financial leasing sector to expand its products to include
real estate leasing products and leasing of services (service ljarah), provided that
controls and limits are put in place in respect of each product by specifying certain
percentage of the total financing as a ceiling for the product(s); and considering
permitting Islamic financial leasing companies to provide Takaful products, where
they can offer such products as intermediaries for Takaful companies.

Improving the products offered by the Specialised Credit (microfinance) sector (es-
pecially in terms of operations) and providing products like Mudaraba for owners of
micro businesses, Salam products for farmers, and Istisna products for craftsmen.
Developing the essential Islamic tools and instruments for the Islamic capital mar-
ket, including Sukuk, Islamic investment funds and an Islamic index.

Developing specialized products to hedge against the high risks associated with fi-
nancing marginalized and poor groups.

Make innovative use of Zakat and Waqf to create risk management tools (such as
credit enhancement / guarantees and micro-Takaful) for marginalized groups.
ACTIVATING THE ROLE OF SOCIAL FINANCE AND IMPROVING ITS EFFICIENCY IN FI-
NANCIAL INCLUSION

Studying the role and significance of Islamic social finance in supporting the var-
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ious financial inclusion initiatives, and work with the Ministry of Endowments and
Religious Affairs to enable and develop the role of Islamic social finance institutions
(Waqgf and Sadagat institutions) in providing financing to economically and finan-
cially marginalised groups.

Using Islamic social solidarity tools directly by including fund-raising accounts as
an “on balance sheet™ item in the financial statements of Islamic financial services
providers.

Enhancing the scope of Islamic finance to include low-income segment of the pop-
ulation by developing the mechanisms and operations of social finance institutions
and integrating them into the Islamic financial services.

Building partnerships between Islamic social finance institutions and Islamic finan-
cial service providers to support financial inclusion activities. To ensure Shariah
compliance, Islamic social finance institutions can rely on their internal SSB or on
Shariah decisions issued by SSBs of other Islamic financial institutions, all of which,
of course, shall be in accordance with the SSSB’s decisions.

Considering the development of comprehensive digital platform for the entire Zakat
value chain, including receiving and distributing Zakat funds, as well as enhancing
the ability to recognise legitimate beneficiaries of Zakat.

DEVELOPING KNOWLEDGE AND AWARENESS OF ISLAMIC FINANCIAL SERVICES
Developing strategic partnerships with the regulatory bodies in countries leading in
Islamic financial services and the key bodies in the industry (such as the AAOIFI and
IFSB) to establish collaborative programs in research, product development, aware-
ness and training, and sharing of best practises and strategies. It is also recommend-
ed to arrange for technical workshops to keep Palestinian stakeholders informed of
developments and innovations in this industry and to gain a better international
perspective on the Islamic financial services industry around the world.

Identifying training needs and building stakeholder capacities (Ministry of Finance,
PMA and PCMA), and strengthening internal capacities in respect of the issuance of
Islamic Treasury Bills and Sukuk.

Launching awareness campaigns aimed at potential Sukuk issuers such as govern-
ment agencies, municipalities, and private-sector businesses. Potential investors
and other partner organisations should be included in these initiatives.
Establishing a Continuous Professional Development ("CPD") program for SSSB
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members.

Creating a comprehensive capacity-building programmes in Islamic financial institu-
tions that is tailored to the needs of stakeholders. It is preferable that the programme
covers multiple levels (beginners, intermediary, and advanced), to cover the various
management levels (basic, managerial, and executive), and to include specific topics
relevant to each sector of the Islamic financial services industry (banking, Takaful,
financial leasing, capital markets, and specialised credit (microfinance)).

SSSB to require all scholars working in Islamic financial services industry to acquire
professional qualifications through a CPD program approved by the PMA/PCMA in
consultation with the SSSB, to ensure that the Palestinian scholars are well versed in
all disciplines related to their work.

Developing the administrative capabilities to achieve a sound and orderly manage-
ment of Islamic social finance institutions.

Organizing workshops and conferences for local and foreign stakeholders to increase
awareness about the role that Islamic financial services can play in developing the
national economy, attracting foreign investments, promoting financial inclusion,
and deepening of financial markets.

Encouraging local training institutions (including the Palestinian Banking Institute)
to develop professional certificates specialized in Islamic financial services (or es-
tablishing a partnership with international training institutions that have such pro-
grams and use their certificates) to be offered to the local market. These new cer-
tificates should be approved by the PMA and the PCMA as part of the Continuous
Professional Development programs.

Collaborating with the Ministry of Higher Education to encourage universities to
start introducing subjects related to Islamic financial services, then to introduce
bachelor’s and master’s degrees as specialized courses in Islamic financial services.
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Developing knowledge
and awareness of

Strengthening Supporting digital
corporate and Shariah transformation of the

Developing the
enabling legal and

Enhancing Islamic
financial products and

Activating the role of
social finance in

Islamic financial
services industry

regulatory frameworks
and supportive po

governance
frameworks

Islamic financial
services industry

services

financial inclusion

Islamic financial
services

-Establishing a Coordinating Committee to be responsible for coordinating the efforts of the PMA and PCMA on one hand and the government
bodies on the other hand to implement the Strategic Framework for the Development of the Islamic Financial Services Industry.

. Creating an enabling ecosystem by developing the required legislations taking into account the standards of BASEL, AAOIFI and IFSB.

. Examining tax legislation to ensure tax ._.._.m.ﬁ.._”.wm_m._n.K between conventional and Islamic financial products and services.

Islamic Banking

- Developing the required
instruments, tools and
mechanisms for liquidity
management.

* Enhancing the role of
Islamic banks in social
responsibility.

+ Adopting a periadic
external Sharia audit.

+ Providing a definition
and detailed explanations
of the approved audit
standards in accordance
with the standards
approved by AAQIFI and
IFSB.

* The PMA and PCMA to
jointly establish a formal
FinTech strategy.

* Evaluating the degree of
development of the
infrastructure and
databases to start the
digital transformation.

» Establishing digital
transformation strategies
for all banking operation,
including "Open Banking”.

» Adopting Fintech
solutions for electronic
verification of customers
“Know Your Customer” to
automate the process of
registering new
customers.

* Automating and
digitising the entire
Islamic financing
processes using
cloud-based Fintech
solutions, making them
quicker, more efficient,
and less expensive.

= Encouraging Islamic
banks to exert more
efforts in the product
development area to
bridge the gap with
conventional banks.

- Offering financing
products based on
risk-sharing contracts
(such as Musharaka and
Mudaraba) instead of
copying the debt-based
products offered by
conventional banks.

- Developing the role of
SSSB in terms of Shariah
certification of the
Islamic financial
institutions' products and
changing it from
“reviewing and approving
each product on a
case-by-case basis™ to
“providing guidelines for
approvals™.

* Using Islamic social
solidarity tools directly by
including fund-raising
accounts as an “on balance
sheet” item in the financial
statements of Islamic
financial services providers.

+ Enhancing the scope of
Islamic finance to include
low-income segment of the
population by developing
the mechanisms and
operations of social finance
institutions and integrating
them into the Islamic
financial services.

- Developing strategic
partnerships with the
regulatory bodies in
countries leading in
Islamic financial services
and key bodies in the
industry to establish
collaborative and
training programs.

* Creating a
comprehensive
capacity-building
programmes in Islamic
financial institutions that
is tailored to the needs
of stakeholders.

+ Encouraging local
training institutions
(including the Palestinian
Banking Institute) to
develop professional
certificates specialized in
Islamic financial services.

+ Establishing a
Continuous Professional
Development program
for SSSB members as
well as SSB members and
staff working in Shariah
compliance.




+ Developing the
legislation required for
Takaful as part of the
draft Insurance Law that
is being drafted currently
by the PCMA.

+ Designing policies that
balance the protection of
participants’ rights on
one hand and the need
for effective pricing,
greater solvency, and
financial sustainability for
insurance companies and
related disclosures on the
other hand.

« Establishing the
required regulations in
respect of Takaful
companies’ governance,
operations, capital
adequacy, risk
management, rights of
policyholders, surplus
calculations and
distribution, types of
investible assets and
instruments, regulatory
reporting, additional
financial statements and
disclosures related to
Takaful fund etc.

+ Determining Wakala fees
charged by Takaful
companies, and the rules
regarding the loan
provided by the Takaful
company to the Takaful
Fund and how to repay it.

- Adopting a periodic
external Sharia audit.

+ Permitting the use of
digital insurance services
(i.e., remote insurance
services) to remotely
complete the contracting
process between the
parties (this may be
added to the new
insurance law draft).

+ Issuing instructions and
procedures authorising
the offering of insurance
services through digital
means (provided that
these instructions cover
the work of insurance
brokers as well).

+ Requiring Takaful
insurance companies to
develop special plans for
digital automation to
upgrade the level of the
technology used to
provide electronic
services.

- Creating a central
information bank that
specialises in providing
information on insurance
applicants (each person's
insurance history) and
can also be connected to
the police and supervised
by the PCMA.

+ Encouraging the Takaful
companies to improve
their products by
studying the feasibility of
introducing micro-
Takaful products.

* Offering Takaful cover
for financing products
provided by Islamic
Specialised Credit
Institutions

+ Offering insurance for
real estate and projects in
the event of wars and
disasters by establishing a
special fund for this
purpose (in which Takaful
companies cooperate in
coordination with
Insurance Union).

+ Opening the door to
offering micro-Takaful for
savings and investment.

+ Opening the door to the
provision of micro-Takaful
for family, health, crops,
livestock and property on
the basis of a cooperative
model (Wakala -
Musharaka

- Collaborating with the
Ministry of Higher
Education to encourage
universities to start
introducing subjects related
to Islamic financial services,
then to introduce bachelor’'s
and master’s degrees as
specialized courses in
Islamic financial services.

- Establishing specialized
awareness programs
explaining the importance
of insurance and the role of
Takaful in protecting the
individual and family from
unexpected dangers.

* Establishing the
enabling legal and
taxation frameworks for
Sukuk issuance and
trading by issuing a
bespoke Sukuk law.

+ Regulating the
publication of disclosures
related to Shariah
compliance within the
regular reports issued by
companies listed on PEX.

* Developing a Sukuk
Platform using Fintech
solutions to minimise
costs associated with
Sukuk issuance and
trading.

* Encouraging the
issuance of long-term
Sukuk, Green Sukuk, and
Sukuk to meet sustainable
development needs which
are based on risk- sharing
such Mudaraba and
Musharaka.

+ Creating the enabling
environment for the
issuance of retail Sukuk
for small investors.

= ldentifying training needs
and building stakeholder
capacities (Ministry of
Finance, PMA and PCMA),
and strengthening internal
capacities in respect of the
issuance of Islamic Treasury
Bills and Sukuk.




« Developing the
necessary infrastructure
to issue Islamic Treasury
Bills.

« Developing the enabling
legal, regulatory, and
supervisory frameworks
for crypto assets,
including tokenisation, in
accordance with
international standards.
« Lightening the
requirements for listing
companies in PEX to
facilitate the listing of
more companies, thus
enhancing market
dynamic and providing
greater options for
investments in stock.

* Reviewing legislative and
capital requirements for
the establishment of
investment funds.

+ Adopting a periodic
external Sharia audit.

+ Developing an index for
Islamic stock.

* Launching awareness
campaigns aimed at
potential Sukuk issuers such
as government agencies,
municipalities, and
private-sector businesses.
Potential investors and
other partner organisations
should be included in these
initiatives.

* Creating policies to
provide strong protection
for small investors and
establishing strict
disclosure requirements
in relation to investing
through crowdfunding
platforms.

* Working to increase and
diversify the number of
Islamic non-banking
financial institutions and
develop their products.

* Regulating the
publication of disclosures
related to Shariah
compliance within the
regular reports issued by
companies listed on PEX.
- Adopting a periodic
lexternal Sharia audit.

- Allowing Islamic
Specialised Credit
Institutions to use the
rvices of external
Shariah compliance/ audit
companies.

* Adopting a periodic
external Sharia audit.

* Encouraging financial
leasing companies to
adopt a digital
transformation strategy
that focuses on new
RegTech and FinTech
solutions to expand their
outreach and reduce
operating costs as well as
the costs of attracting
new customers.

+ Adopting Fintech
solutions for electronic
verification of customers
"Know Your Customer” to
automate the process of
registering new
customers.

* Promoting
diversification by
directing more financing
to small and
medium-sized companies
compared to larger
companies.

* Encouraging the Islamic
financial leasing sector to
expand its products to
include real estate leasing
products and leasing of
services (service ljarah.

+ Considering permitting
Islamic financial leasing
companies to provide
Takaful products, where
they can offer them as
intermediaries for Takaful
companies.

* Building partnerships
between Islamic social
finance institutions and
Islamic financial service
providers to support
financial inclusion
activities

+ Establishing awareness
programs directed to all
segments of society to
increase societal knowledge
of Islamic financial services.
+ Arranging for technical
workshops with the
regulatory bodies in
countries leading in Islamic
financial services and the
key bodies in the industry
(such as the AAOIFl and
IFSB).

* Developing the required
skills and methods to
mitigate risks through
appropriate monitoring and
evaluation.




» Developing
crowdfunding platforms
as a microfinance
solution and to support
start-up companies
through direct equity
investment or providing
financing on the basis of
Mudaraba, Musharaka or
Wakala.

* Developing the
necessary legal
environment to regulate
the activities of social
finance institutions.

+ Creating the supportive
environment for Islamic
social finance to be used
as a sustainable means to
provide "affordable”
financing to the poor.

+ Developing the
regulatory framework for
the endowment and
creating a sufficiently
flexible and enabling
regulatory environment
that includes all types of
endowments.

* Developing a sound
governance framework
that recognizes the
importance of trust and
credibility as the two
main drivers of Islamic
social finance.

* Standardizing the
financial reports of
Islamic social finance
institutions to enhance
transparency.

+ Adopting a periodic
external Sharia audit.

+ Encouraging
cooperation and
coordination between
Islamic social finance
institutions and the SSBs
of Islamic financial

institutions and the SSSB.

* Considering the creation

of a comprehensive
Islamic  social finance
platform based on

blockchain technology to

ensure transparency and

traceability of all
fundraising and
distribution of funds

activities, thus enhancing

the participants’
confidence in the
platform.

- Considering the
development of
comprehensive digital|

platform for the entire
Zakat value chain,
including receiving and|
distributing Zakat funds,

as well as enhancing the
ability to recognise
legitimate beneficiaries of
Zakat.

* Developing specialized
products to hedge
against the high risks
associated with financing
marginalized and poor
groups.

+ Make innovative use of
Zakat and Wagqf to create
risk management tools
(such as credit
enhancement /
guarantees and
micro-Takaful) for
marginalized groups.

* Establishing a strategy
to activate the role of

Islamic social finance in
supporting the various
financial inclusion
initiatives.

+ Developing the
administrative capabilities
to achieve a sound and
orderly management of
Islamic social finance
nstitutions.

- Organizing workshops and
conferences for local and
foreign stakeholders to
ncrease awareness about
the role that Islamic
financial services can play in
developing the national
economy and promoting
financial inclusion.
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