CHAPTER 11

Ny

THE BACKGROUND OF THE LIBYAN BANKING INDUSTRY(
2.1 INTRODUCTION ' \}

'oz of '\‘ orth Africa,
between Egypt in the east, Tunisia and Algeria in the west, Sudt

{0 the s b Chad

Ny
and Niger in the south, and the Mediterranean Sea in Ul Y. Libyf 1s '7@1‘5‘051
ricu.@h an area

nillpon¥people in the

Libya is a developing Arab state. It is located in the Maghreb

country in the world in terms of arca and the fourth largggt Cou

of almost 1.8 million square kilometers. Most i%y OR

Libyan population are Muslims, and the lur:vcs
which is home to 1.7 million people. LibyaMgsfthol
country in the world and the 17" higeg PGty )mc{&mn. Arabic is its native

language, whereas English zm%z arc gso

i‘ 101’@4&{6 of GDP and 97% of exports. The

m@g toward the reform of the country’s

S

1 ;1\\’?@. 5 of 1997 regarding the encouragement of

&

Ws ment such as lbrm\\bﬂ banks to enter and work in Libya (Central Bank

revenues from the oil su\\' ich ¢
2 ‘:1 ;

Libyan government agadually

financial system 4

foreign capit

of Liby, ¥ However, the World Bank defines Libya as an “upper-middle income

econo Jong with only seven other African countries. Given its substantial revenues
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from the energy sector and a small population, Libya has one of the highest per capita
GDPs in Africa (General Information Authority. 2000).

This section aims to explain briefly about the components of the Libyan Iillalltw\;clll

and provide an overview of the Libyan banking system, with brief overvmggfor cach

bank working in Libya. i

cfﬁ&@l' money
mth@an financial

N vcxﬁ?ibya has witnessed
'] % ) i
rous:%ancml institutions that

N
1an

i nancial system consists of

three types of institutions, namely,
as the Libyan foreign 1&



The Libyan Financial System
l g\q
Other Financial Non&BaJ&ing
nsti

Institutions I ions

VSocial Security

The Central Bank of ‘?
; - S 1-The Libyan Arab S
Libya consists of many y b i

Banking Institutions

African Investment YInqufancgCompanies.
l)allkS! Conlp-‘uly }- hC W‘l

1-The Libyan Foreign R 1'nt (—}Y.
S 2-l1 he le)l’an Aral § _ orat'-\'.
foreign Invest é \g,' - e
2-Commercial Banks. Eh n?. 4 yvan ‘Sgock market.
B ity *The Rweign Exchange
3-Specialized Banks. V °‘ - SR
% and‘ nancial Services
4-Private banks. \ ®1panv.

U3

S

Figure 2.1.Th, yan Figanci ﬁs@l’
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2.3 STRUCTURE OF THE LIBY

The Libyan banking sv\&ecm } ‘pen@’ in 1970 when the government

o]

g

nationalised all i‘oreig@ andfcreajeda c@lete banking system that was public and
fully owned by wyan g0 nﬁ*nl$enaghan, 1987). Nonetheless, the Libyan

N

A
banking s_vslew‘ still controlled l;g:ale public sector until 1993 when a new law

allowed

%ishmcm of private banks (Central Bank of Libya, 2013). However, the

Libyat

Figure 2.2.
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2.4 REVIEW OF THE BANKING SYSTEM IN LIBYA

2.4.1 Central Bank of Libya T

The Central Bank of Libya is the monetary authority in Libya and is an W%)dcm

financial institution wholly owned by the state. The establishment of tl >niral Bank

and the subsequent laws determines the latest objectives of the (‘cnle' (Act No. 1

of 2005). This approach was undertaken to maintain monetary ¢ ilR' and work toward

och state.
@

Q’ governor as

kéthc supervision of the

BN

q %
Board of Directors. The Central Bzml\ pbya stmged Jts 01&3 ions on April 1, 1956,
. ) BN ikt o
nmitteg (L ,@1 was established m 1951,
ras {a ain“ltg(tovcr of the exporting currency

- o)

supported by the Libyan MoncigF)

n huv@; role in controlling money supply

oing fmt's. "hrough time, the power of the Central

q‘a the purposes and functions indicated as



3- To manage the state reserves of gold and foreign currency;
4- To organize credit banking in terms of size, type, and price to ensure that it
addresses the real needs of economic growth and monetary stability; \z

5- To undertake the necessary measures to address the Cconomic%nancial
disturbances, whether domestically or internationally; i
6- To work as a bank for commercial banks; T

7- To control commercial banks and ensure the ré iy 1‘Wmncial

®
performance and efficiency of control, as well as @llslom I rig ls, -b\v.
8- To work as a bank and as the principal for the swd ilw 1slium'31's:

9- To provide advice to the state in termg ¢ Ning "’L : lualQ] Eof economic

and fiscal policy; \Y A
H NS
" 6 o

(—/-.

execute other functions thatghay bé®

‘t({(){l}ldel' the Banking Act or any

international ugrccn@wwh' ln thggate igpartner; and

&

. . ’ ! (1

12-To oversee the isS e anfl manfzofept of loans set by the state.
% \

The following ev \ip clariflegfc fotakgdsets of the Central Bank of Libya and the

official rcscw& foreign cun‘ency\&a million Libyan dinars).

N
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Table 2.1: Total Assets of the Central Bank and the Official Reserves of Foreign

Currency (in million dinars)

Official reserves o&i on
cun‘cnﬁ es )

Y ear Total assets

2005 58416.9 w g

2006 83682.1 754,%0.5
[
2007 106409.9 ’QW
\ 4 s, o

Source: The Central Bank of Libya 2013 é , I .:)‘
’ s
N

Main functions of the Libyan Central Bank: Vi \ ! Y-
1. Issuance and organization of currency \3 ?

.

The national currency unit is the Libyan W

7

hith 1 1(10@ a thousand dirhams.

“

a‘s’ st foreign currencies in

The bank announces the Libyan dinar \]\
es ghah ¢ special withdrawal rights

accordance with the change of§g zurrcn
I
(SWR). I\\ [ S

The Central Bank of Li N aythor
¢
coins) that typicall Png Qurency for trading by gold and foreign

] thef exPpr
‘ EL Ay o
currency, which agn¥gghanged. Y'
AN >
N S

iss@hc national currency (in notes and

<
“ﬂ
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Table 2.2: Development of Export Currency (in million dinars)

Year 2004 2005 2006
Currency Issued 2794.7 34821 4134.5

Source: The Central Bank of Libya 2013

2. Managing of reserves and controlling foreign exchange

The Central Bank of Libya manages the reserves of gold an

chooses the appropriate tools for investment and the value

10 1Ny Wl all 1ts

® X

work, taking into account the developments in cxchzmgt‘féhd inffinar i;' 1}@015.

thereby guaranteeing the safety and profitability of [hY'CSI 1c{ ¢ Cagthal Bank
n uu&uncc with

\ ral 1@& of Libya has
‘chm e I aln@m of the account to

allows the commercial banks to maintain th w*gn
instructions that are occasionally issued. Furth re,_the

made a light monitoring toward the forel

3. State bank %: { §
%

The Central Bank of Lib_\u&mcs SCq agcx@hc state, which can maintain the
accounts, income, and nses ot tige? generd) secretariats and it can also pay the

collecting and mu\%k of jaulds ;mcs&@ly and externally. It can also manage the

operations of aAol confirmation o@fmll‘ of its clients and provide banking services

{

to public inst




4. Bank of banks

The Central Bank of Libya maintains the compulsory money reserve requested W
commercial banks as the deposit proportions of their customers. The CLnlld]
accepts a deposit instance from these banks in return as benefits. The CL ank of

Libya is the last alternative for commercial banks that can grant unusualzuns toward

facing any exceptional circumstances that threaten monetary and @12 stability n
Libya. l

' g

5. Monitoring and regulating banking activity , :(—}

\(w{ons of Ymmercial

The Central Bank of Libya examines and analyzes the !z‘mu

banks to ensure that they maintain the uquni\% “‘

compulsory processes. The bank also momlﬁc the con

credit and banking policy set by the Cepjgs nk; fh

@l\ and records to ensure
and tle ac (Fla Q their banking services. The

the different branches of commercia } exdi

the accuracy of their financial xl% X
Central Bank, likewise, [&\11\ I“'\\Q to m

clearance istruments an

rcial banks in the form of

(&}

strengthening the financial position of the state through the management of its reserves of



gold and foreign currency. In addition, the bank plays an indirect role in economic
development through the impact embodied in the activity of commercial banks, in
particular through the control of the monetary mass and through the udopli‘\i a
monetary policy that could promote domestic and foreign confidence the SSU% and
stability of the currency in the Libyan economy. The Central Bank likC\\*iSVlOlcs the

domestic savings of individuals and obsequious corporations in dirccliw mvestments

2.4.2 Libyan Foreign Bank

The Libyan external bank has established a ~1

18 01 1972. The rule specifies that 10 millimt;ibym

Central Bank of Libya, and the bank %onz 1 toOrk @mrious banking and
financial businesses abroad and pcrli‘ ﬁm I ¢
law was amended under Act No.% 2
million Libyan dinars. TIKNC"

gk t L@an dinars. At the beginning of year

S

planfiingwP padAvhich increased the capital to billions of

3 h{s gl\ﬂi&ntly reached US$10 billion which is wholly

oAl
owned by thg Nﬂ Bank of Libya (Th&Libyan Foreign Bank 2010).

Products aMebservices offered by the bank:

1. Banking operations
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i, Opening of accounts in foreign currency and acceptance of deposits from
abroad
i, Collection of orders and bills of exchange and other valuable papers \

111. Issuance of instruments, bonds, and warrants and other business do 1%5

X

i Establishment of banks, institutions, and companiesfagd Yge contribution to

2. International investment

these institutions

iii.  Dealing with market institutions with |CM1 an

of sale and purchase

iv.  Performing the work of the ag 1;>1c1a1 S @L
" &N
transactions \ }Q?
v.  Investment portfolio g nagmcnl at s Vices

3. International funding

ii.  Departr

1. Fil\ of foreign trade \")

1v. %ing of investment projects

rying out financial leasing



4. Documentary credits

i.  Issuance of letters of guarantee
ii.  Ensuring the availability of documentary credits: promotion and circul{?ﬂ
documents; and making a collection 1 L ,

2.4.3 State-Owned Banks and Specializations Aimed at Social cWrS

2.4.3.1 Bank Savings and Investment Real Estate \d.
S
. as agQRAtrl 1lionw ibya

in the name of “bank savings and investment real c% as lcc\pcm@;. and the
savings bank has 28 branches (The Savings ;mNaw 1ent Red ul@k. 2010). The

bank provides the following services: % A\Y é
0 S

The bank is created under the provisions of Law No. 2

i
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1. ( 0
"V) s
i, | ‘g %(:j’
1v. Qcalé"
e
V. alc aQi)/lly as determined by the bank statute

Accepting Qosa andfree
vi.  Implegwogand nfm g realdstate projects
Vil. lisl\ ll\; y property owncxﬂ@) and disposition

Vi " shing facilities or participating in real estate

(i



2.4.3.2 Agricultural Bank

The Agricultural Bank, established in 1955, began its operations in 1957 v

agricultural bank, the only financial institution specializing in agricultural % =wr
necarly half a century. The bank is a developmental financial institution th#®agyes the
local agricultural and animal sectors in Libya and presently has no br:mchz‘ of foreign

bank activities and exercises (45) (The Agricultural Bank 2010). T

Objectives of the Agricultural Bank:

1. Provide various types of cash advances and in-kind @mms

engaged in agricultural, animal, complementary acliviticsiund N(. >1f1
1. Associations of agricultural coopcrulichJ:cdcrs

% zmd%\}s é

a )

u.  Facilities and public compam\uagcw z\c@ for agriculture and
livestock T NS

iv.  Projects in the area of agricul Wopgefl Ay cstock

1. Enterprises engaged in agricultural ¢

=
or o

o

. Implement plans to sup! LaL ucli&(md livestock

3. Establish cumpa@

bank 5
4. Import l‘%}’ actions to achieve the targeted objectives in the field of agricultural

andgumalproduction
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8]

5. Conduct necessary procedures for the purposes of the bank, including the sale and

purchase of buildings and facilities and the acquisition of agricultural land, all in
accordance with the law \i
6. Provide other services related to agricultural and livestock production ix&dzmcc

with the agreements made with the competent authorities i

2.4.3.3 Rural Bank \d.
N
) I =5
The Rural Bank is a pillar of the national economy. ligig al® an ghporight addTon o

\ R4
al pr&m mn all

other Libyan financial institutions that aim to furth@ggdey€lo

low-income group for investment an\ mpr

Accordingly, the GPC has issued 'lsWon es

under the name, “Rural Bank.” Undg

B T
sh thllc financial mstitution
'S

1¢ secretariat of the GPC for

2

finance, the Rural Bank mar s thie a it1 d e&rcises of the commission. It had a
Py
capital of 100 million Lit narf afid ﬁ' qu‘@lish branches and offices throughout

Libya (The Rural Bagk J8§0). F 4 N
:%% )
\



[US]

.

Objectives of the bank:

i, Grant loans in cash and in kind to low-income individuals and participants \ggthe

arcas of agricultural, animal, marine, industrial, and craft production in lt Sty ¢
area *
ii.  Provide assistance and technical advice for production pr'wzalong with

iii.  Declare investment opportunities; this objective can ipcreMy thegstanc (U‘li*’inu

professional service and help to achieve their purposes

iv.  Encourage low-income people to crea JQELs I variops znx@(%f productivity

and service

2ces

t=

v.  Attract foreign investments and p?

and rural areas z
vi.  Open deposit accm@lhe@ k loans and provide them with

(@
=
~
=]
(0
7]
o
<
ok
? ;
17
d‘

’
40 (R
A >4
2.4.3.4 Develowygnent Bank ~N

Although

. an abundance of financial state tended to think the end of the sixties to

establish § banking financial institution shall be referred to the development of all



productive sectors and the allocation of the budgets of the transition service to ensure the
flow of financial accumulation to be able to finance investment projects of the economic

feasibility of loans payable in installments are recycled in the financing of new

have been developed and develop the idea to found the establishment of the deelopment
bank which has been the adoption of the law of slavery 8 m of the p- 1 finance
investment projects of economic feasibility in the areas of industry, a Idl tourism

and service projects with a capital of ((100)) million and sct{g Ww nd financial

Additionally, the value of loans granted by the bank curren A
N
dinars (The Development Bank, 2010). V S.

The Tables below illustrate the activities which ha inand@y by t dnl\ -

S5

_J

(g

limply%\

6 (o) ; tin

7 ithdrawal of wire




|95
n

8 Key and locks

9 Barbed wire

10 Nails and screws \i
11 Metal hinges 3%
12 Silencers v

13 Manufacturing aluminum doors and windows

14 Poles welding

B Food industry

1 Olive presses

2 Bakeries
3 Biscuit makes
4 Mills

= Pastry induslr')'}
6 Canning honey

14 1g beans




8 Key and locks

9 Barbed wire

10 Nails and screws \z
11 Metal hinges . s%
12 Silencers v

13 Manufacturing aluminum doors and windows

14 Poles welding

B Food industry

1 Olive presses

2 Bakeries

3 Biscuit makes

4 Mills
Eraa -Pasnj)jilguriﬁtaliyﬂ f 5
0 Canning honey

7 Conservation and cooling

Fresh fruit ——\

o Do el 2 S




® Timber industry

] Carpentry workshop

v, Office furniture industry

3 Home and school furniture

D Plastic and chemical industry

1 Paint industry

2 Medical plastic injection

3 Plastic bags

4 Of all kinds pipes

S Different kinds of soap industry

0 Mattress land &
7 Vacuum cleaners and context

\ AL

B . T(L‘cyclﬁgﬁ‘ waste %ﬁ%j

9 Plastic boxes

10 Cover for greenhouses

11 | Plastic portfolio |

12 Plastic mats

13 Chairs and tab,




37

3 Women'’s cotton
4 Ready-made clothes
S Towels \Y-
6 Children's pamper @
F Quarrying v
1 Concrete mixers
2 Asphalt mixers '
3 Quarries \d.
- ¥
4 Cut marble petrifaction ' _{"
5 Cut and clear marble r\‘—Jy\JY’
6 Explain the masses of stone and marble 3
—— g )
7 Brick industry \ A
'8 | Concrete castings ‘ , 7

9

Tiles land

Concrete blocks

Industry of bishop rai




6 Leather footwear industry

7 Cardboard and packaging industry in Keaton

8 Envelopes of paper industry \z
9 Industry of school exercises books : s%
H Different kinds of transportation v
] General vehicles

2 Water transfer '

3 Heavy transportation

4 Fuel transportation

5 Ambulances

6 Light transportation

i/ Transfer of waste

8 | Refrigeration transportation

I General Contracting

1

2

3

4

S
e

1

s lounges




3 Car washing and lubricating stations
-4 Central 1rrigation
5 Galleries for social events
6 Photography, darkroom and printing lab
7 Engincering offices
8 Maintenance of tires
9 Language labs
10 Medical imaging laboratories
11 Cafes and restaurants
12 Advertising and propaganda ? . 6
.
13 Sinks of clothes and carpets \%
14 Maintenance of diesel pumps c :\Y é
15 Communications ' > s §E§ i
16 Training services \
1 Printing presses and bind%
18 Fuel Stations \ e\l
&
(¢
19 I . | ¢ (J:
¢
20 ’
21 Public serviige N
e — )
22 Acco tNofﬁccs
23 cation
m
24 g wells
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25 Computer and the Internet

26 Tourist hotels

Source: The Development Bank 2010

2.4.4 State-owned Banks and Commercial Banks

2.4.4.1 Jamahiriya Bank z '

The integration involved unified budget of over eight by

arsgand uYC’twork
N

S 11))/11&3111ing to
cgi«@ the Maghreb

(K new movement n

of 146 branches. The Jamahiriya Bank is one of thedigr
the size of its assets in 2000, it was within the M’
and North Africa. The size and developmery Wsfye bunkmx\ '

the banking business (The Jamahiriyz

crviges pr ed by the bank are as

K 0 A
follows: %Y' , l §

s L 3
\bgg e ‘@{ﬂriya Bank
£

ry

y J;@liriya Bank for

)xes
))&
1 Opening a giWle, wcouxlb"f Y}
* oV
Trzmsil% ithin the Libyan st

3 Ca acllities

Retail Bankin gy

A Types of Banking w
i : ¢

3]

> L8N remittances




S Letters of guarantee
6 The acceptance of graduate students and rescarch projects (field
fraining)
ER Visa card issuance .
8 Islamic Banking
9 Opening a current account
10 Social finances
11 Loans
12 Issuance of certified writing
13 Documentary credit
14 dForcign documents
15 Access to the library
B Corporate Banking Services Of;
1| Transfers within the Libyan state
2 [ssuance of certified wrili%
5] Documentary credits
4 Foreign documentg
[ S
5 Opening a cut ac ounl' ) \\J
>
6 Credit faci X
&
7 g
5
9 ward issuance

Source: The Jamahiriya Bank 2010

41




2.4.4.2 Wahda Bank

Wahda Bank is a bank of the Libyan joint-stock company established under Law N T

of 1970 and 1ssued on December 22, 1970. The bank capital paid 108 mllll(%x‘m

dinars. Libyans have a socioeconomic development fund of 54.1% of the s , the

private sector has 26.90%, and the Arab bank has 19% as a sualum%z The bank
vl a number of

f al\ Nqg 153 of

provides banking services of all kinds through the branches and ¢

(74). The integration of five banks into one occurred with the }

= African, Arab Banking Company

= Bank of North Africa

= The National Bank of the Convoy \ O
= Commercial Bank ) N,
‘e e @c—"
The magazine chose Pennckras Glob@h 1§ Wascdyin l@on as well as the World

Bank as the first unit of Libya 1% The B nk f“l iézpsold its stake in the unit of
trade amounting to 19%, go&\w 21* hn Eu,@&)lh second largest privatization

amount collected by com l bay 11\3 e (lOl Gy The Unity Bank and its assets were
estimated at 1 billion ml on s‘ﬁ"\/dhda Bank Report, 2001 and The Al-
Wahda Bank, 701( lollowm ser 1c@vc been provided by the bank:

e

o demand deposits and opening current accounts

iting loans based on different deadlines and other credit facilities

1. Providing discount and rediscount of commercial papers and circulation



V1.

ViIL.

XI.

XI11.

X111,

X1V.

Providing payment instruments and other orders and bills of exchange, drawn

and collected from the clients

Offering services for documentary credits and collecting documents CN}:I\
of guarantee A
[ssuing and managing various modes of payment, includilgwc‘zl. financial

transfers, payment and credit cards, and instruments of tou

Handling money market instruments, tools and czq@rkc , Agd bt sclling
®

and buying accounts on behalf of clients

Overseeing the purchase and sales of debt, w
Managing finance leasing operations
Dealing in the foreign currency exghange mz N *diate future

ient to coverage,

Managing security issues\ Mech

distribution, and handling

'S
Providing ad\'isow{xvi S zmQ pg@ﬁos and mvestment services,

including fund m&‘mm tagd 1 cslm\ o the detriment of others
\ ’ ! (‘SJ

&

a1 «@scwation of the secretary of securities

Carrying ()Ldll : azma en
and val % ’

Ac \1» secretary to providc\cr\'iccs, or acting as a financial advisor

s
‘4




xvi.  Performing any other work related to the banking activity approved by the

Central Bank of Libya

Created in 1964 and organized as the second largest public bank in Libya ¥fhara Bank is

2.4.4.3 Sahara Bank

one of the largest banks in Libya. Sahara Bank became the firs anpial lnslilulion n

the BNP Paribas Group and will benefit frog its I ’or&anly dedicated

trade centers, and expertise in innovative pro

S

Sahara Bank 1s committed to mcclingvto s’ @xfectatadys through a modem setup

n
T S
of three core business lines, namely~ B b

i. Institutional bapRindgffer:

. | G
funds, hankq‘ ) surghceC 1}&11@
¢h sp@zcd organizations and dedicated services

111 @nking with new product offers and more sales-oriented branch layouts

.y

1WA Co q)or:( mmg thro



Sahara Bank, with the BNP Paribas as a strategic partner, will bring a new vision of the

banking activity to the Libyan market, to serve local and international clients more

effectively. \T
%

Table 2.5: Services provided by Sahara Bank A

1 Current Account

2 Money Transfer

3 Savings Account

4 Swift Services

d Loans

6 Other products and Services

i lslumiéhanking

Source: The Sahara Bank 2010

‘e A
2.4.4.4 National Commercial BankY\. N

(? BN
The establishment of the Natior ¢ contributed

¢ :
N{ 1al  Ba
establishment of Act No. \3 97(
¢

organize and identify (R0 tribufions Iﬂ‘by@g The purpose of the bank is to reassign

to the Libyan

all of the work o% ank o Pcrc} anks in Libya and abroad. The services

Beaie \'Y.
are as follows. \")

provided by 11\

loans of various credit facilities and other grants




1.

1v.

X1.

46

Collecting and paying orders and bills of exchange and other valuable papers

Overseeing instruments and the issuance of bonds and treasury bills and

commercial papers, whether payable in Libya or abroad, except pacNfr

negotiable to the bearer on demand A

o
€]
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o]
-
o
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kind that are paid in Libya or aboard

Issuing letters of guarantee and opening documentary ¢

abroad
Providing foreign exchange controls

Issuing bonds within the financial limits S

Buying and selling securities; providl?' uth@rizatl v issE&) or guaranteed by the
res\ or aéssucd or guaranteed by

government or public institutionSgnd

—

foreign governments or ifiicgaaonal fifancy ln@lions and all the limits and
the limits anitwm?) 2SC

1
conditions prescribed ¢ law l \ Eb
bytdre law
Organizfa directing public«&ﬁ:rinus and all acts relating to security

N
Buying and scllil%\m g ub?’?lui@gr{) the institutions in Libya or outside
a

61T gs representatives of various bank facilities at home and aboard



X11. Maintaining securities and other things of value as ammonia in bank vaults and

n

X111 Providing all the usual banking facilities and other processes directly inw%\

safes; overseeing the rental of special funds

the banking business in general; achieving the purpose of the bank lof\n olved
in any manner with other enterprises engaged in similar work or work¥$g aid in the
achievement of that purpose inside or outside Libya, or to bcwd, bought, or

mvolved n 1t

This banking institution was established in acc\

the Commercial Code and Law No. 9 of 1992 ¢ (\NY x‘% the banks. Cash
5 >
. it 0 ) :
and credit have been the purpose of this of Shment. cs'mb!f%mcm also supervises

and controls the eligibility of banks a'@ow— p of

themselves, the commercial banksmdghe Cer

actiwadyes. It coordinates among
Lk Q?lbya, and provides technical

mpacity to deal with banks and
overseas financial instimc&nd the n 1?
3 Q!md coghmyhi b$h in accordance with the eligibility rules

g
cnlml‘g"Bl.( of Libya. The authorized capital of the

and conditions spcqic® by the

institution has \ identified at its founding by totaling 31 million Libyan dinars.

However, implementation of the Governing Council of the Central Bank of Libya

with Decis (0. 1 0f 2006, the institution turned to the civil institution of banking from

the banks operating in Libya. In accordance with the provisions of Law No. 1 of 2005, the



banks have been incorporated, resulting in 42 banks. These banks have payments at

frequent intervals so that all branches of the civil merged institution can exercise all types

O

of commercial banking business and provide all services provided by other conw:':l

banks. This strategy has increased the capital of the mergers to the amount of Y8 nafllion

O

Libyan dinars and brought the total amount of assets to 1 billion and 304 Ygypmn Libyan
dinars. The institution provides the following services: V

1. Current accounts

2. Writing purchases \d. X

Fast money transfer service through the W omphny ‘é

e Self-service withdrawal to the immediate |
and current account E%
e Issuance of Visa cards \
e Borrowing services i ?
:

2.4.5 Private Banks % '?;' (j)
%’ P N

This section has IiSl hformati 0‘1)1&@1* banks because these banks are small and

also, they onl w a main building or Me branch; occasionally, these banks have two

bmnclwso
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2.4.5.1 Mediterranean Bank

The average bank was founded in 1997 under the name Benghazi National Banks

began to submit work to the public on March 24, 1997. The commencement o n\rk
through the provision of the capital city of Benghazi of 900,000 Libyan dinafS™gresents
three-tenths of its subscribed capital of only three million Libyan dinars, a&ording to a

)

contract founded and the rules of procedure. The bank has the distgmgugn of profits to

sharcholders since the first budget, which was dated Decen ‘)'SA With the

issuance of Law No. 1 of 2005 and to meet the requirement

name of the bank was changed and the average aut
33,333,000 Libyan dinars; these revisions comribu%zhc
capital of the bank and caused a good lumm\%zcns, &

amount of 3 million Libyan dinars on Dcc% 3]s

December 31, 2006; and 12,058,976 dinars

amounts confirmed the good slundn%c o
2006, specifically on Dcccmbcr% é wh"a it 1 i‘.loul ranches (The Mediterranean

Bank 2010). The following s Nm‘c dmh by thebank:

i.  Accepting deman ositgfand algtnfhg,cufrent accounts
ii.  Granting lo%&i ffergh }ans-%ﬂ other credit facilities

iii.  Providintsdggount and rcdiscow&g commercial papers and circulation

iv. Proy »ayment instruments and other orders and bills of exchange, drawn and

-ollc8Red from the clients or themselves



%l

X11.

XI111.

Providing services for documentary credits, and collecting documents and letters

of guarantee

t=

Overseeing the issuance and management of payment instruments, includ'lg&
financial transfers, payment and credit cards, and instruments of touris

Handling money market instruments, with the tools of the capital m? ¥sale and
purchase, whether or not they are performed on behalf of the clian

Purchasing and selling debt, with or without recourse l
Offering financial leases \d.

Dealing in foreign currency exchange markets, @thc

future Y' \ Y\Jv

Managing security issues and being confing to

—
(')
w
jov)
E
—
l=x
v

handling
Providing advisory services services, including

valuables
Acting as secretary % as financial advisor

Overseeing

Performing
Central @‘



2.4.5.2 United Bank for Trade and Investment

The United Bank for Trade and Investment was established for trade and invcslT
through a decision made by the Central Bank of Libya No. 58 for 1375 and R. @ .

The outcome is the merging of three banks, namely, Sahal Al-Jafara Naliom*. Five
Points National Bank, and Al-Ajeelat National Bank. Vz

'1'sznd s'ubscribed to
end of
fiscal year 2008. Conversely, the consolidated budget (comAi™mg assdts l’ab{rycs)

amounted to 186,000,000 Libyan dinars. Yv \‘. J'
%01‘ ldégcstmcnt

The capital of the United Bank authorized 33.3 million Libyan

be paid in full. The amount of the rights of shareholders was

=

)

(=)
L )

Table 2.6: Services provided by the Uni

1 Current account &
i
']

The letters of guarantee

S

3| Credit N ‘e\
’ | N
4 Certificates of deposit 2 "‘ Q}I

5 Savings accounts &\ |

AW
6 Direct financial tr m P

The Self withc gl

10

11




12 The sale of borrowing
13 Development of investment management

Source: The United Bank for Trade and Investment 2010

2.4.5.3 Bank of the Arab Consensus

g
O
X

The contribution of the Arab Unanimity Bank to the Libyan Banl

wasgounded based on
' 5 200

ance W 8.

2003, ahd a 1iy1i1‘1(e)8;s
.k

a decision made by the secretary-general people’s committee

The department opened the bank based on the Act on Augus

attached to it from the main branch of Benghazi to prii\'idL e fughdg
ar

\(aliolnévgi.vily. the

young, trained employees. Furthermore, after almogg a

bank expanded by opening branches in 'l‘ripo\\iaissrata ow@r\riccs to the
largest segment of customers. % \>Y \&\

" &
Ne A\SﬁConsensus

Table 2.7: Services provided Bygthe

] Current deposits and time

Personal safes

(S

5 Credit facily

6 Letters &u( intee

Source: The he Arab Consensus 2010
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2.5 OVERVIEW OF ISLAMIC-WINDOW OPERATIONS IN LIBYAN BANKS

Islamic windows have been described as the departments within the conventional barig e
establishment. The operation and maintenance of Islamic banking opcrali(m%\vc
profit and loss sharing entities separate from their conventional banking oﬁmlions

(Kamaruddin et al., 2008). In a broader sense, this aspect implies that the IsIqpnic window

uvl banking and

1patib ‘l\'ilh hariah.

is a facility in a conventional bank through which customers cgn

additional financial transactions using only instruments that ag

Moreover, the concept of Islamic window products beyond t
transactions accurately covers a wide range of financial serviugs
investment, securitization and insurance. Major in ‘rnulznal

~

banking and other financial services, such a8yl , curre

windows to provide Islamic financial servic nic sl \ﬁa
industry, 2009). In Libya, numerous ba@(c fc stfit.

are Jamahiriya Bank, Wahda Bank, ar wra Bank N

N
The emergence of the lslainl O\l\ \I.Q :ubsi@cs of conventional financial
institutions is attributed u&&lc acwy: e r‘éic of a large number of Muslims

around the world to avgy 0 Jtzrowing conviction among Muslims is

that usury or intereséggu

the demand fo r\

Muslim wQig | beyond. Conventional banks began to open Islamic windows for

?)ll\’

i(ﬁl has caused an unprecedented increase in
> products in the m&k of banking and financial services all over the

do not intend to indulge in riba-based transactions to accommodate the

increased demand for religious law in the social and economic life of Muslims. The role
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of motives has emerged. As for the conventional banks and other financial institutions in

several Muslim countries where the directors and shareholders are similarly convinced of

the ban and non-acceptability of riba, the driving force behind the cstablisil&izwf
on @t

Islamic windows was simply the desire to facilitate the gradual transforma¥

the

institutions from riba-based to Sharia-compatible institutions. v

2.6 ISLAMIC MODES OF FINANCE

Islamic finance is a financial scheme that is practiced i

has been principally implemented to comply with the 1

? mic@iah are the

the majority of Islamic jurists and scholars, the nﬁNiExur‘ S
md el Q&Qis the book of

Holy Quran, Hadith, Sunna, Ijma, Qiyas, agd Ij
revelation made to the Prophet Mohamme? a Hedith isfthe n@?ﬁivc relating to the

deeds and sayings of Mohammed, and Nl refeLs c hab&)al practice and behavior

of Mohammed during his life. If0owevly, Ijmafis a
about specific issues that arc&‘nvis‘i
Islamic finance is dcsigmx@p upy
Islamic Shariah. The 1qhoru t Okt

profit/loss sharing Jcpn pco{l ffirmgdr people as a financial equity method. The

‘0118@15 among religious scholars

£4

Quran and the Sunna. Thus,

& ﬁ@)&{ncmal principles that comply with

2.9

bSC p\@ysiplcs is the ban of Riba and Gharar, the

prevention unﬂ ance of Riba aﬁﬁs?;hamr constitute the cornerstone of Islamic

finance lm@:. Theoretically, several kinds of Islamic methods of finance can link
0

industT e, and agricultural activities. However, in this study, we focus on the

common Islamic methods of business transactions that are known and practiced by



wn
N

Islamic banking and that, based on previous studies, comply with Shariah. These Islamic

services and products adopt the following forms: Murabahah, Mudarabah, Musharakah,

and ljarah. The definitions and mechanisms surrounding each form are discussq\g:\

following sub-sections.

2.6.1 Murabaha

1ition

|
a dg

N

written by (Ibn Rushd, 2001) “the seller tells the /)1%52’ pric \bich lzs Dught the
goods on sale and stipulates on him a profit m g% dinar™ey

principles are attached to Murabaha, which czc be sumn \QY\
classified and clearly identified accordilémmﬂnly

must exist at the time of sale; the go% thd) $8 b:w%'ncd by the bank at the
time of sale; the price of the pur ust b'g No I}at time of sale and the client

should be informed about 1t, Nlly \'lm 10 ban%(ﬁ)ccccds in obtaining a discount;

'/manchcral basic

l'@us: goods must be

N

et andards; the goods

thus, the profit margin i3 Nlal 13)11 ¢ 'cl(ﬁ’;whase price, which means that the
discount represents a \@ or the clgn() and$rhally, the time of the delivery of goods
and the time of thefayMnt must b€ sp ‘ci@.'

In fact, the ban ers the Murabaha service to the clients who should pay the price of

¢ with the profit margin to the bank immediately after receiving the

y €

the go

purchases. Moreover, the client could pay the value of goods and the profit of the bank by



deferring installments or through the method of deferred lump sum without any increase

over the original value.

Mudarabah is a convention between two parties that requires 1()O°/Nal from the

CObi'izc the fund

e hppe ching a
profitable income. In case of loss, the financier (the bank @is®th®rs) willl ¢ Jv@ose

2.6.2 Mudarabah

financier and 100% work from a businessman. The businessmar

for business activities and use his expertise to manage it well,

en thaivhot, the

or deduct from his capital, except in the case of ncg]ﬁVx M‘N.\(
businessman (entrepreneur) will lose his work QN%;”S. T 221{101- will the

2.3 and 2.4. E\
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Bank (Rebb-Al- Mudharabah fund for agreed time ~ Client (Mudarib) -

mal) =1
A \ I
: l G) '
| — / |
I { Loss :— usimess DI1Se I
I I
L Divided according to q pre-agreed ratio : I
| J

P o B R — _v"roﬁt , O
Se: Al-Jarhi, M and Igbal M (2001) '

Figure 2.3 Bank Finances Mudarabah Clj nw,

N
T
Clienl ( Rebb-Al- Mudharabah fund for agreed time
Mmal) c

A \
Divided according to q pre-agreed mY\ ’ i \A l

L——————— — — rc__ PrOﬁl ‘-——J
Source: Al-Jarhi, M and Igbal M (2001) \,‘ P g éy
@lie l‘Fil af ces @arabah for Bank

Figu
NS S
SL¥
2.6.3 Musharalgth

M usharukaw;hvarlncrship) 1S zm}cﬁ‘ccmem between two or more parties to establish a

joint ‘(&crcinl enterprise, and as a general rule, equally contribute to labor and

mandygadnt (Igbal & Molyneux, 2005). Accordingly, profits and losses that proceed

.

from Musharakah are shared among its parties as per a pre-agreed ratio.



Lewis and Algaoud (2001) suggested that Musharakah contracts may be established in
two ways. The first one is a lasting contract that ensures for its parties (bank, or,
and entrepreneur) an equitable annual sharing in profit/loss as per a pre-am@io. The

lasting contract 1s constant for an unlimited time based on their agreement™es shown in

Figure 2.5. z
Sharing Fund for agreed time
Bank IM
o

dJ
T : ) 4 . é 'l"\?
| Business enterprise e
I ;
| 77 i
| ’ \
I

Divided according to a pre-agreed ratio

Source: Lewis, M and Algaoud L (200, T
s F &
Figure .Z.wlshari ween&bh
& Y

The second type of Mtb cakal is.a | 1‘511&?}01111‘1101 that 1s more favored by bankers,

‘
as it allows the b@ educg th
’

ali are equity each year and receive periodic
profits based 3 educed uil{. I~ customer share in the share capital increases
)

Bank and Client

&

through ti Mi the customer becon¥es the full owner of the project; this is as shown in
Figur !!é



Sharing Fund for agreed time
Bank C]ick? ’
\ 4 A\ 4 3
|
Business enterprise | v

Divided according to a pre-agreed ratio

Source: Lewis, M and Algaoud L (2001)

Figure 2.6 Declining Musharaka

2.6.4 1jarah (Lease Financing)

property during a specified ;l”" \Lf g‘% a specified rent, based on the
following Hadith nm'ru/u&\mualxl/)u uwmé‘%l’ Al- Nasai.” The farmers during the

B
time of the Prophet l%\pu rent }!mt;g*\’aler and seeds. He forbade them from

doing that and o 'Qﬂlu}l uyf 2bld silver (money) to pay the rent (El-Gamal,

2000). : \(')VY.

N

Thus, tys s of leases exist in the Islamic finance: firstly, the direct leasing finance

(U‘®crch_\' a lessor (organizations or individuals) allows a lessee to use capital

assets owned by the lessor for a specified period of time ranging from a few days to a few

.

years depending on the kind of asset involved. In return, the lessee pays a monthly or
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annual rental fee according to the agreed upon contract. Moreover, the ownership of the
capital assets cannot be transferred to the lessee in this type of lease, and the insggance on
the capital assets 1s the responsibility of the lessor (Zaher & Hassan, 2()01).(\

The second type of lease is the rental-purchase (Ijarah), whereby 1'£unizulion or

0
individual customer requests the bank to purchase tools and equipfggnt a¥ith the intention

s‘scqor the client who pays
perrodJor transfer of

of leasing them to the customers. The Islamic Bank hires an

fixed rent and promises to buy assets during a specifi

o
ownership of the bank to the customer (Al jarhi & Iqb _Morea c’ U%&mdc of
leasing could be transformed as a decreased leasigg meWod gl Lgh s % ustomer to

pay every specific period an installment of thetggalug¥of

St pl&'cn[ to reduce
Y, 2@.

this value until he/she becomes the owner ¢ C 3 set (M

Libya had not had any s&ilcz MW of Isfapfic banking and finance before the

period of Libya’s rm@n 20N Bank of Libya started the initiatives to

develop Islamic bg

A. R. N. M. :d approval for commercial banks to start the

dc\vclopm\Adcllvcx'y of ]slumi‘h‘{ﬁunking products.

MarfggoMercial banks such as the Jamahiriya Bank as the biggest bank in Libya, the

Wah ank, the North African Bank and Sahara Bank, established their Islamic-banking

facilities. To guide the operations of the banks issuing Islamic banking products, the
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Central Bank of Libya issued the publication of. A. R. N. M. No. (9/2010) explaining
about the controls and foundations of Islamic banking operations in 2010.? the

revolution, the new political elite decided to Islamize the financial syster at the

end of 2012, the General National Congress of Libya passed a law to 5& citizens of
Libya from dealing with riba immediately. The government is planni®g to abolish riba-

Y4

related transactions between institutions and the banks slzmv 2014. With these

developments, this study, thus, aims to measure customer s; tion lhmuuh percetved

5 1 *c&@ﬂpcncd
oo
S m?;u'lmg their

2.8 CHAPTER SUMMARY

highlights the LS‘TL‘ 1t initiative of lh\g}s& byan government towards the Islamization of the

>

banking S
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