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hina-Pakistan Economic Corridor is a project geared 
towards regional connectivity, with ramifications that 
not only benefit China and Pakistan but are also 
expected to have significant positive impact on Iran, 

Afghanistan, India and the Central Asian Republics as well. 
The CPEC is a subset of  China’s ‘One Belt One Road’ mega 
plan that aims at the execution of  a long term strategy of  trade 
and transport footprint expansion across Asia, giving China 
much-coveted access to the Middle East through the deep 
waters of  Gwadar.

 Realization of  this Chinese aspiration is also anticipated to 
bring benefits of  great multitude to Pakistan, firstly by 
transforming Balochistan into an economic hub and capitalizing 
on Pakistan’s geo-strategic location and connecting point 
between China and Central Asia. 

 Pakistan also expects to use the multi-billion dollar Chinese 
investment to significantly enhance its industrial capacity and 
economic productivity backed by greater energy supply. It 
anticipates doing this through improved geographical linkages 
and upgraded road, rail and air transportation systems that 
facilitate a higher volume of  trade flow. It is also eyeing    
opportunities of  transfer of  knowledge and experience with 
its Chinese friends.

 CPEC is now at a critical stage where the realization of  the 
aspirations is well underway. There has been significant 
progress in the 21 industrial, 8 infrastructure and 12 
Gwadar-related projects that have been commenced under the 
CPEC banner (with several industrial projects now being 
operational). 4 rail-based mass transit and 6 provincial projects 
are also in different stages of  feasibility and beyond. In 
addition to this, 9 Special Economic Zones have also been 
proposed to be set up as part of  the CPEC to boost industrial 
development. 

 A Special Economic Zone (SEZ) refers to designated areas 
in countries with special economic regulations with business 
and trade laws that differ from other areas in the country and 
are architected to be conducive to foreign direct investment. 
SEZs are identified and demarcated to boost economic activity.

 The federal government will set up two SEZs, including the 
development of  an industrial park at Port Qasim, near Karachi 
(with 1,500 acres of  land). The second SEZ will be in the 
Islamabad Capital Territory; Fata, AJK, GB and the provinces 
will have one SEZ each, as well. 

 Punjab aspires to set up a China Economic Zone along the 
M-2 motorway in Sheikhupura district (5,000 acres). Sindh will 
establish its China Special Economic Zone at Dhabeji, 80 km 
from the Karachi airport (1,000 acres). Khyber Pakhtunkhwa 
will set up Rashakai Economic Zone at Nowshera (1,000 
acres) for fruit, food packaging, textile, stitching and knitting 
industries. Balochistan will set up an SEZ in Bostan, 23 km 
from Quetta airport (1,000 acres with 200 being developed 
already) for industries of  fruit processing, agriculture machinery, 

pharmaceuticals, motorbikes assembly, cooking oil, ceramics, 
cold storage and electric appliances. Gilgit-Baltistan will   
establish an SEZ at Moqpondass (250 acres) while AJK will 
establish a SEZ at Bhimber. In FATA, a boundary wall has 
been constructed around the Mohmand Marble City with 60 
percent of  the site having been developed and the remaining 
expected to be completed by June 2018.

 SEZs are universally recognized as engines of  economic 
growth and development. The 1970s and 80s saw a number of  
successful SEZs in Asia driving economic growth in the 
region, particularly in East Asia. Since then, China has found 
SEZs to play a pivotal role in economic reforms, UAE has 
successfully used SEZs for economic diversification and 
Vietnam used SEZs as a tool to attract FDI. India, Malaysia, 
Philippines and Indonesia have also deployed SEZs for 
economic growth. In all these cases, it has been evident that 
streamlined industrial policies designed upon clear objectives 
and with national policy frameworks enjoy maximum 
effectiveness. 

 China, in particular, presents the ideal case study for using 
SEZs to bring about economic and industrial revolutions. It 
has employed 30 million workers in SEZs (which amounts to 
50% of  total employed workforce in SEZs around the world) 
and through the same has boosted FDI by over 45% and 
augmented its GDP growth by over 20%.

 In 1980, China established its first SEZ, the Shenzhen Special 
Economic Zone. What was heretofore a sleepy fishing village 
of  30,000 residents was activated with special tax benefits and 
preferential treatment to foreign investment. Shenzen grew at 
an alarming pace with its GDP per capita increasing by 24,569 
percent between 1980 and 2014 - by 2016 its population stood 
at nearly 12 million. Today, China has over 1800 SEZs and 
Shenzhen is quoted as one of  capitalism’s greatest success 
stories; it is a megacity known as a world-class technology hub 
and is one of  the busiest financial centers in the world.

 However, there is no one-size-fits-all model that works for 
every country. There are no short cuts here. Pakistan has to 
design a cohesive and clear industrial policy that is geared towards 
achieving its economic goals, and all overcomes socio-economic 
challenges like unemployment and income inequality. 

 Moreover, the success of  Pakistan’s SEZs would heavily 
depend on energy supply and infrastructural connections that 
integrate the SEZs with national and international supply chains 
to attain inclusive growth. It should learn from China, where 
infrastructure availability proved crucial to success of  SEZs. 
China used SEZs to establish industrial clusters with linkages to 
support domestic industries and technology transfer. On the 
other hand, lack of  complementary infrastructure emerged as a 
major cause inhibiting success of  SEZs in India.

 In the initial phase, Pakistan should ideally focus on             
inherent industries where it has latent comparative advantage 
and where its abundant human skills are optimally capitalized 

such as leather, textile, food processing and marble. It would 
also be essential to develop the skills of  labor in order to 
maximize on technology transfer opportunities presented by 
our economic collaboration with China. Of  note, is an 
initiative by the Khyber Pakhtunkhwa government, whereby it 
signed MoUs with China to establish vocational centers in 
areas surrounding its SEZ. Educational institutions and    
industries should come together to better understand the skills 
required in the future and thereby produce a workforce better 
aligned with industrial demand.

 Pakistan’s SEZs should be designed to amplify the            
productivity and trade flow of  its existing industrial clusters in 
Sialkot, Gujranwala, and Faisalabad etc. with a focus on export 
and value addition. Private investment (joint ventures/ 
independent) should be encouraged through incentives to 
develop SEZs. Pakistan should prioritize putting Pakistani 
goods and produce on the CPEC.
 
Also, considering the contribution of  service sectors in 
Pakistan’s economic productivity, services specific economic 
zones should also be established with a focus on financial, 
accounting, legal and construction.

 Going forward, foreign policy will be more important than 
ever as harmonious relationships with neighboring countries 
will prove essential to realize the dream of  regional integration 
and inclusive growth. Meanwhile, relationships with USA, 
Russia, Afghanistan, Iran and India will also need to be 
balanced along with the time-tested relationship Pakistan 
enjoys with China. 
 
The CPEC is still a work in progress, but it has already pushed 
Pakistan’s economy up by several rankings on the global 
competitiveness scale. According to a World Economic Forum 
Report published in September 2017, Pakistan now ranks 
115th out of  the 137 countries. While this ranking is still low 
compared to neighboring countries, it 
posts a considerable improvement 
from its previous 122th position last 
year, and its 133th position in 2014. 
Robert  Frost may never have 
imagined his words to be contorted 
into such a mercenary context but:  
we have many [thousands] of  miles   
to   go, before experiencing the much-    
promised economic awakening.    
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Sirajuddin Aziz
Editor-in-Chief
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IN FINANCIAL INSTITUTIONS

‘Risk Culture’ can well be described as a set of social and behavioral norms, 
exercised individually or collectively, to understand, discuss and act on the
current and future risks faced by an organization. The importance of risk
culture cannot be ruled out in any form of business, may it be in the private
or public sector. 

corporate governance practices to 
safeguard the interest of their shareholders 
against any reckless decision-making by a 
handful of individuals. 

 As the risk culture is all about norms, 
beliefs and attitudes of people towards 
risks, it may become hard for any FI           
to reverse such beliefs or attitudes 
overnight. For this to happen, the FIs 
need to implement a thorough, focused 
and consistent long-term awareness drive 
to sensitize employees about the value of 
‘strong risk culture’ and how they and the 
institution would bene�t from it.  

 �e strong risk culture values di�erence 
of opinion, promotes challenging of 
decisions, encourages open discussion and 
learning from risk failures. It promotes the 
mindset that ‘If we see it, we will dig 
further down, measure it and no matter 

owever, the dynamics and                 
signi�cance of risk culture change 
altogether in case of �nancial 

institutions (FIs). �e nature of FIs  
operations make it distinct from all other 
forms of businesses leading to more 
intrusive, consistent and strict regulatory 
regime. As such, FIs — no matter wherever 
they may be — are required by regulators 
to establish strong governance, risk          
and compliance functions to reduce 
con�ict of interests between various 
stakeholders. However, in spite of enhances 
in regulations and supervision practices, 
the chances of management making such 
decisions (individually or collectively) 
that may in�ict heavy losses on FI or even 
lead to its failure, still remain.
 
 �e history of FIs is replete with 
failures of risk management and internal 

control systems in both developed and 
developing countries and markets.  �e 
past �nancial crises have shown that 
several FIs faced huge losses or even 
failures by ‘executing’ decisions (that went 
unnoticed by risk and control functions) 
that were excessively risky and beyond 
institutions’ capacity / appetite. Several 
scandals have been unfolded around the 
world that found bankers engaged in 
discriminatory lending, excessive risk 
taking (short-term), ‘rogue’ trading 
practices, market manipulations (the 
LIBOR rate) and several other practices 
which have led to a view that it is not as 
much about the failures of controls as it is 
about moral de�ciency – an indication of 
poor risk and corporate culture. 

 Currently, the FIs around the world are 
investing heavily to improve their risk 

models and re-engineer their processes 
and monitoring structures to support 
timely detection and mitigation of   
potential risks. However, no model of risk 
management can be successful in             
providing the desired results unless the FIs 
make a conscious e�ort to manage 
people’s attitudes and behaviors towards 
risks across all lines of defence (line 
management, compliance/risk function 
and internal audit). A strong risk culture, 
hence, plays a critical role in in�uencing 
the actions and decisions taken by  
individuals within the institution.  

 �e �nancial sector regulators around 
the world have, of late, taken cognizance 
of the importance of risk culture and 
issued guidelines to FIs to establish and 
promote a more participative, open and 
strong risk culture supported by robust 

how bad it may look like, we will try to 
manage it”. A sound risk culture promotes 
sound risk-taking, and ensures that 
risk-taking activities beyond the institution’s 
risk appetite are recognized, assessed, 
escalated and addressed in a timely 
manner.

 �e ‘poor risk culture’ on the other 
hand, is one where all e�orts are made to 
just pass the buck on to stay out of 
‘trouble’, remain vary of accepting and 
recognizing risks and are afraid of what 
they ‘don’t know’. �e poor cultures 
promote the mindset that “if we don’t see 
it, it doesn’t exist” or even “if it does exist, 
we won’t make any e�ort to address it 
because at the end it may turn out to be 
nothing at all”. A poor risk culture does 
not allow open discussion on issues 
pertaining to risk management and risk 
communication can be considered as one 
key factor in assessing a FIs risk culture. If 

risk is not discussed openly, at all levels, 
and at all times, it may never be the part   
of employee’s decision-making process. In 
order to replace ‘risk’ as the language of    
an organization over ‘reward’, the best    
way available is to link the objectives/                
activities/strategies of any business unit to 
FI’s overall risk appetite. If employees 
make their day to day decisions while 
keeping the risk appetite in consideration, 
then risk management will become part of 
their conscience, and re�ect in all their 
actions/decisions.    

 While it is hard for anyone to provide 
an exact description of risk culture of an 
entity, however, the risk cultures can be 
easily observed and compared among 
various similar entities to identify and 
di�erentiate between ‘poor culture’ and 
‘strong culture’ entity. �is assessment can 
be further complemented by knowing 

By: Zuhaib Pasha

‘how’ decisions are made and how       
‘risks’ are rewarded in the entity. A 
misaligned risk-reward system creates 
strong incentives for decision makers to 
take risky decisions that are more aligned 
with their own personal interest than that 
of the entity. �e decision-making process 
can e�ectively explain a great proportion 
of entity’s risk and corporate culture and is 
of utmost importance from a corporate 
governance perspective as well. �e good 
news is that the regulators now have 
started integrating evaluation of entity’s 
risk culture and decision-making process 
in their overall supervisory processes to 
better understand the risk pro�le of a 
�nancial entity.  

 Let alone the commercial FIs, several 
Central Banks (CBs), have established 
risk management functions to manage a 
variety of idiosyncratic risks (both 
�nancial and non-�nancial) that they face 

in pursuit of their policy, regulatory       
and operational objectives. �e risk              
management function and the ‘right’ risk 
culture may enable CBs to make ‘more’ 
informed policy decisions by adopting a 
‘forward looking’ approach, anticipating 
the behavior of FIs, �nancial markets & 
economy; and their impact on CBs 
balance sheet under various scenarios. 

 While the FIs, generally, have realized 
the need of e�ective governance, risk and 
compliance functions in helping them 
realize their true potential, there is still a 
lot that needs to be done on both regulatory 
as well as industry fronts to change the 
risk cultures at FIs. It is high time now for 
regulators to be hard with FIs on risk 
management and control systems and 
work proactively and consistently with 
�nancial sector players to foster responsible 
banking practices supported by superior 

Governance, Risk and Compliance 
functions, founded upon strong risk 
culture/values. 

 On the other hand, the FIs need to 
recognize the importance of risk culture 
in instituting robust risk management  & 
control processes and make conscious   
and consistent e�orts to internalize the       
right risk and corporate culture in their               
operations, enabling them to meet the 
growing regulatory expectations business 
challenges and risks that lie ahead. 
Besides, it is time that the risk managers 
should also change their approach towards 
risk management, moving it away from a 
function that merely focuses on ‘what  
may go wrong’ towards a more ‘value 
additive’ function that should provide 
line managers, decision makers with the 
ways, means and strategies to help them 
achieve the long term goals and objectives 
of the organization.
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hence, plays a critical role in in�uencing 
the actions and decisions taken by  
individuals within the institution.  

 �e �nancial sector regulators around 
the world have, of late, taken cognizance 
of the importance of risk culture and 
issued guidelines to FIs to establish and 
promote a more participative, open and 
strong risk culture supported by robust 

how bad it may look like, we will try to 
manage it”. A sound risk culture promotes 
sound risk-taking, and ensures that 
risk-taking activities beyond the institution’s 
risk appetite are recognized, assessed, 
escalated and addressed in a timely 
manner.

 �e ‘poor risk culture’ on the other 
hand, is one where all e�orts are made to 
just pass the buck on to stay out of 
‘trouble’, remain vary of accepting and 
recognizing risks and are afraid of what 
they ‘don’t know’. �e poor cultures 
promote the mindset that “if we don’t see 
it, it doesn’t exist” or even “if it does exist, 
we won’t make any e�ort to address it 
because at the end it may turn out to be 
nothing at all”. A poor risk culture does 
not allow open discussion on issues 
pertaining to risk management and risk 
communication can be considered as one 
key factor in assessing a FIs risk culture. If 

risk is not discussed openly, at all levels, 
and at all times, it may never be the part   
of employee’s decision-making process. In 
order to replace ‘risk’ as the language of    
an organization over ‘reward’, the best    
way available is to link the objectives/                
activities/strategies of any business unit to 
FI’s overall risk appetite. If employees 
make their day to day decisions while 
keeping the risk appetite in consideration, 
then risk management will become part of 
their conscience, and re�ect in all their 
actions/decisions.    

 While it is hard for anyone to provide 
an exact description of risk culture of an 
entity, however, the risk cultures can be 
easily observed and compared among 
various similar entities to identify and 
di�erentiate between ‘poor culture’ and 
‘strong culture’ entity. �is assessment can 
be further complemented by knowing 

    The history of FIs is replete with failures
    of risk management and internal control 
systems in both developed and developing
countries and markets.”

‘how’ decisions are made and how       
‘risks’ are rewarded in the entity. A 
misaligned risk-reward system creates 
strong incentives for decision makers to 
take risky decisions that are more aligned 
with their own personal interest than that 
of the entity. �e decision-making process 
can e�ectively explain a great proportion 
of entity’s risk and corporate culture and is 
of utmost importance from a corporate 
governance perspective as well. �e good 
news is that the regulators now have 
started integrating evaluation of entity’s 
risk culture and decision-making process 
in their overall supervisory processes to 
better understand the risk pro�le of a 
�nancial entity.  

 Let alone the commercial FIs, several 
Central Banks (CBs), have established 
risk management functions to manage a 
variety of idiosyncratic risks (both 
�nancial and non-�nancial) that they face 

in pursuit of their policy, regulatory       
and operational objectives. �e risk              
management function and the ‘right’ risk 
culture may enable CBs to make ‘more’ 
informed policy decisions by adopting a 
‘forward looking’ approach, anticipating 
the behavior of FIs, �nancial markets & 
economy; and their impact on CBs 
balance sheet under various scenarios. 

 While the FIs, generally, have realized 
the need of e�ective governance, risk and 
compliance functions in helping them 
realize their true potential, there is still a 
lot that needs to be done on both regulatory 
as well as industry fronts to change the 
risk cultures at FIs. It is high time now for 
regulators to be hard with FIs on risk 
management and control systems and 
work proactively and consistently with 
�nancial sector players to foster responsible 
banking practices supported by superior 

Governance, Risk and Compliance 
functions, founded upon strong risk 
culture/values. 

 On the other hand, the FIs need to 
recognize the importance of risk culture 
in instituting robust risk management  & 
control processes and make conscious   
and consistent e�orts to internalize the       
right risk and corporate culture in their               
operations, enabling them to meet the 
growing regulatory expectations business 
challenges and risks that lie ahead. 
Besides, it is time that the risk managers 
should also change their approach towards 
risk management, moving it away from a 
function that merely focuses on ‘what  
may go wrong’ towards a more ‘value 
additive’ function that should provide 
line managers, decision makers with the 
ways, means and strategies to help them 
achieve the long term goals and objectives 
of the organization.
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Financing green projects is both potentially profitable and essential for the future health 
of our planet. But, as ALEXA ROBERTSON reports, the challenge lies in educating our
Institutions on the integration of the necessary systems, and turning long-term payback 
into ‘bitesize chunks’.

Financing a
sustainable future

“Every new infrastructure project should 

be green. Every new building should be 

energy-efficient, every new road should 

be aimed at being carbon-reducing. But 

how do we translate these wonderful 

ideas into practical, bankable products?”
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GLOBAL PERSPECTIVE



he world, it seems, is going green. 
In much the same way that 
climate - friendly thinking is 
increasingly impacting the way

we live, the cars we drive and the food we 
eat, it is also becoming both a viable and 
ethically desirable area of growth in the 
world of �nance. 

   Green Finance – the linking of funds 
raised by banks to speci�c climate-
friendly, carbon-reducing projects – has, 
according to its advocates, the potential to 
revolutionize the way that �nancial 
institutions operate. �e funding of green 
projects is also essential for the creation
and maintenance of environmentally 
sustainable infrastructures, while banks’ 
support and promotion of sustainable 
�nance products can give out an 
important message about their 
commitment to environmental issues.

    Since 2008, when the World Bank made 
its �rst green bond issue, the market has 
grown to be worth around $ 200 bn and, 
according to the International Capital 
Market Association (ICMA), is still 
developing rapidly. 

  Roger Gi�ord, Chair of the Green 
Finance Initiative and former Lord Mayor 
of London, believes that it is in the 
provision of green loans that great new 
opportunities lie. 

   “Green loans are di�erent from other 
loans in that the proceeds are speci�cally 
allocated to a particular carbon-reducing 
project which is then monitored on an 
ongoing basis,” says Gi�ord. And if this is 
securitized, the investors in the bond that 
represents funding for the green loans 
being made then know that they are 
supporting a really worthwhile project, he 
adds. 

   “�e challenge is to persuade a bank to 
introduce a separate accreditation of 
projects just so it can make a loan to it, 
when they can do the loan without 
separate accreditation anywhere. Our 
argument is that, by doing so, banks can 
revolutionize their processes internally 
and lead to better practice.”

MAXIMIZING VALUE
 
�ere are a huge number of bene�ts, 
Gi�ord believes, in educating sta� about 
the value of sustainable �nance. By 

creating their own green bonds, banks are 
telling the world that they have better 
internal procedures around green �nance 
and give a strong signal about the 
direction they are heading in. 

   But, while London is forging ahead with 
environmental �nance activity, the UK
as a whole is yet to maximize the
opportunities being o�ered through this 
relatively new market. 

   One of the issues, says Gi�ord, is
the lack of comprehensive, up-to-date 
quali�cations to educate internal sta� on 
the bene�ts and processes required to 
integrate a solid, scalable green �nance 
model – particularly he believes, with 
regards to green-tagging, the process of 
assessing a loan to consider whether it 
could qualify as a ‘green’ loan. 

   “Green-tagging isn’t mandatory but if
we do things that are climate-friendly we 
are ticking the government’s agenda, 
ticking the G20 agenda and just behaving 
in a much more responsible way. We are 
also, of course, addressing climate risk,” 
says Gi�ord. “Quali�cations and other 
programs of study could play a valuable 
role here in helping people to understand 
what green �nance is and why it can be so 
important for the future of the world.” 

   “Many business schools have courses in 
environmental science, and the Green 
Finance Initiative is working to facilitate 
the creation of quali�cations that 
combine that with credit analysis courses.” 
�is would be unique to the UK, and 
potentially very attractive to other 
countries, he believes. 

  �e potential bene�ts to banks of 
o�ering competitive green �nance 
products, particularly those relating to 
large-scale infrastructure products, are 
huge. �is is particularly so when one 
considers that almost every infrastructure 
project could – or should – qualify as 
climate-friendly.

IDEAS IN PRACTICE
 
“In a way, every new infrastructure project 
should be green. Every new building 
should be energy e�cient, every new road 
should be aimed at being carbon-
reducing. So the question is how do we 
translate these ideas into practical, 
bankable products? 

   “One of the tasks we have is to make 
infrastructure �nance a more easily
investable area. In the US they have the 
municipal bond market which is active 
and tax-attractive for people to invest in.” 

   “We have a di�erent model in the UK 
and we have to think cleverly about
how to build Crossrail 2 or the new 
Heathrow Airport or whatever it is in a 
climate-friendly way. We also need to �nd 
a way to turn the current 20 or 30-year 
payback into two to �ve-year bitesize 
chunks that banks can take on.”

EMBEDDING ‘GREEN’ 
THINKING
 
With global populations growing rapidly 
and people becoming increasingly 
conscious of the environmental impact
of their behaviors, banks have an
unprecedented opportunity to play a vital 
role in the delivery of sustainable, 
eco-friendly projects. 

   “My belief is that the requirement for 
environmental �nance is here to stay and 
the question is how we integrate it into 
our �nancial system in the same way that 
we’ve integrated it into the way we buy 
cars, or the way we insulate our homes. As 
a society, we are quite good at thinking 
energy conscious now and being green in 
our behavior,” says Gi�ord. 

  “�e world’s rising population means 
that we need clean food, clean water, clean 
energy, more than ever, so I don’t think 
this subject is ever going to go away, 
whether you believe in the speci�cs of 
climate science or not.”
 

T

This article first appeared in April / May 2017
issue of  Chartered Banker magazine.

The question is how 

we integrate it into 

our financial system

in the same way that 

we’ve integrated it 

into the way we buy 

cars, or the way we 

insulate our homes.”
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    Under Article 230 of the Constitution 
of the Islamic Republic of Pakistan, the 
Council of Islamic Ideology was 
established. One of the important
assignments of the Council was to
scrutinize the laws in-force in the light of 
Quran and Sunnah and recommend steps 
to the Government on how to bring those 
laws in accordance with the Islamic 
ideology and teachings.

   Under the law, Takaful operator pays         
a de�ned loss from Waqf pool, i.e.               
Participant Takaful Fund (PTF). �e loss 
is borne by PTF, based on the contribu-
tions (premium) of policyholders. �e 
liability is then spread amongst the policy-
holders and all losses divided among 
them. �erefore, the policyholders are 
both the insurer and the insured. Under 
Waqf deed 5 (5.1) (vii) any donation 
made by the shareholders shall be the 
income of the PTF. Contributions to the 
PTF are for the purpose of pooling of the 
risks amongst participants to provide 
relief to them against de�ned losses as per 
PTF rules and Participant Membership 
Document (PMD). As such, participants 
(policyholders) are the owners of the fund 
and entitled to its surplus (pro�ts), if any. 
�e Takaful operator acts as a management 
of the ‘Participants Takaful Fund’.

   A�er the introduction of regulations 
governing the Islamic insurance market, 
two full - �edged Takaful companies 
started their operations in 2007. �ese 
companies have shown substantial growth 
since inception, still their size relative to 
the conventional insurance footprint in 
Pakistan shares only 3% of the total 
premium collected during 2016-17 as 
stated by “�e Insurance Association of 
Pakistan” in their Year Book 2017. �is 
contributes 0.01% in GDP.

    With recent regulatory action last year, 
conventional insurance companies are 
allowed to enter into Takaful industry
via Takaful windows. this was due to
amendment in the set of rules governing 
the Islamic insurance industry which had 
earlier disallowed conventional insurance 
companies to enter the Takaful market 
without setting up their independent 
subsidiaries with separate paid-up share 
capital.
    
    �e Takaful business has been 
struggling since its inception despite 
adequate capital injections from sponsors. 

General Takaful operators  rely heavily on 
Islamic Banking Car Ijarah business. It 
provides a complete Shariah-compliant 
banking solution for Islamic Banking 
customer, but on the other side with the 
introduction of  Takaful window, the 
share of car Ijarah business is not enough
for a pro�table business for existing 
full-�edged Takaful operators.

     Although many other products are still 
to be introduced under Takaful, the 
progress is hampered due to Shariah-
compliance reasons. It contributes to low 
market penetration and customer need    
of complete set of products according
to their requirements. New and
innovative products meeting participant’s 
requirements need to be developed. Some 
products like travel insurance and crop 
insurance are still to materialize. Many 
small and mid-sized businesses are le� 
untapped, which re�ects a complete
focus on large size companies where
sustainability of business with such clients 
always remains on risk. Same re�ection is 
found in the balance sheet of Takaful 
operators where the business revenue 
shows high dependency on Islamic Banks.

   �e growth of Islamic banking in 
Pakistan forecasts the growth in Takaful 
industry. �e Economic Survey covering 
the banking sector conducted by KPMG 
for the year 2016 also con�rms that the 
asset base of Islamic Banking Industry 
stood at Rs. 1.88 trillion. �e deposits of 
the full-�edged Islamic Banks marked 
a growth of nearly Rs. 125 bn (14.8%) to 
close at Rs. 967 bn during 2016 as against 
Rs. 842 bn a year ago.
 
     �e data re�ects the growing popularity 
of Islamic banking system in Pakistan.  
People have their �rm believe in the Islamic 
modes of �nancing which is working in its 
true spirit. �ese �gures are pointing 
towards a gradual but positive and stable 
shi� towards Islamic banking. A large 
number of Pakistanis have exhibited 
reluctance to commercial banking because 
of their strong faith against riba-based 
transaction. �ese individuals and �rms 

mainly belong to the middle and          
lower income bracket, and they �nd           
an opportunity to conduct riba-free 
businesses and trade by availing loans 
from Islamic banks. Many conventional 
banks have instituted branches dedicated 
exclusively for Islamic banking products 
and services. 

      But the reliance on Islamic Banks is not 
enough for a stable market competition. 
Necessary steps must be taken to 
penetrate in non-banking sectors to 
compete with Takaful windows and 
conventional insurance companies which 
already have their strong footprints in the 
industry. Pak Qatar Takaful, a Market 
leader in Takaful Industry, closed their 
booked revenue at Rs. 701 mn in General 
Takaful and Rs. 6.7 bn in Life business
in the year 2015, marks a sustainable 
growth, but it is still way behind the 
market leaders of conventional industry 
like EFU, Adamjee and Jubilee insurance 
companies.

  �e Insurance industry in Pakistan 
contributes almost 0.9 percent of the gross 
domestic product, of which Takaful 

industry shares 3% percent of the 
insurance industry, whereas insurance 
sector in India contributes 3.8% of total 
GDP and Turkey, where the contribution 
is 1.45% of GDP. In the 200 million 
population of Pakistan, insurance penetration 
is very low where the majority of the 
population is le� uninsured and unaware.

  Awareness amongst the masses is             
the biggest challenge. As 75% of our 
population falls in the lower income 
bracket located in undeveloped rural 
areas, the poverty level of such areas         
are so low that they cannot a�ord to     
have Takaful. �us, the only a�ordable 
segment of consumers available to the 
insurance and Takaful industry is the  
20% middle income people, who can        
be educated and regulated into getting 
their assets and lives insured. From      
human resource perspective, trained 
Takaful individuals

akaful is a concept that has 
been practiced for over 1400 
years. Its origin roots from the 
Arabic word ‘Kafalah’, which 

means ‘guaranteeing each other’ or ‘joint 
guarantee’. In the 12th century, Seljuk 
Sultan Ghayas Uddin compensated the 
traders who faced the� in his territory 
from the state treasury. Serious e�orts 
were made in modern times, in 1970s, to 
come up with an Islamic alternative to the 
conventional insurance.
 
      �e �rst Takaful Company was set up 
in Sudan in 1979, almost simultaneously 
followed by another one set up in Bahrain. 
�e Government of Pakistan issued 
‘Takaful Rules 2005’ on September 3rd, 
2005, giving the country a viable and 
compatible Islamic operational model 
a�er which Dawood Family Takaful and 

Pak Qatar Family Takaful acquired
licence to operate as a �rst-ever Shariah
compliant Life Takaful operator of 
Pakistan. Pak Qatar Group launched Pak 
Qatar General Takaful a�er their
successful launch of Family Takaful.

      As conventional insurance involves     
the elements of excessive uncertainty 
(gharar) in the contract of insurance, as
pro�tability of an insurance company 
depends entirely upon gambling (maysir), 
which completely depends upon the 
outcome of future events i.e, amount of 
claims to arise against underwritten assets. 
Moreover the investment activities are 
based on interest (riba) based contracts.

   However, Takaful is based on the
Wakalah-Waqf model, where the Takaful 
company acts as a Takaful operator 

(Wakeel) and forms a pool (Waqf ), in 
which every policyholder contributes 
some amount which is then used for 
compensating any loss arising to policy 
holder participating in that Waqf
pool. Insurance companies, as a Takaful 
operator, charge their Takaful
management fee separately and is not 
entitled to share any bene�t of surplus in 
the Waqf pool le� a�er compensating 
each and every claim. �e fund available 
in the pool is invested in shariah
compliant avenues, pro�ts realized are 
returned to the waqf pool therea�er.

 �e investment made is based
on Mudarabah based model and thus 
excludes gharar, maysir and riba
from conventional insurance system to
form Takaful way of Insurance.

TAKAFUL
SHIELD FOR ISLAMIC ECONOMIC SYSTEM

By: Syed Ahzam Ahmed
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ISLAMIC BANKING

are very rare in the market. Quality 
training is a vital need to establish a team 
of professionals.

   �e Re-Takaful (Islamic reinsurance) 
sector has proven its growth with
increasing capacity and well-rated
securities. �e sustained and improving 
double-digit growth in the Takaful 
market, along with the strong take-up
of Islamic �nancing in both the retail
and commercial grounds, provides
opportunities for Re-Takaful operators. 

     However, no one can safely claim that 
Re-Takaful have enough capacity to
support Takaful growth across all lines of 
business. �e industry has not had a

 smooth ride as it struggles to step out of 
the shadow of their reinsurance
counterparts. Unfortunately, the fact is 
that not all Takaful companies have 
Re-Takaful as their default option, with 
management still preferring to deal with 
the conventional reinsurers that they have 
had long-standing relationships with. 

   Since inception, the main vision for 
Takaful remains to create an inclusive 
insurance environment, taking into 
account di�erent religious sensitivities, 
which would ultimately lead to increased 
penetration globally. In that regard, there 
has been a visible increase in insurance 
penetration in places like Malaysia and 
pockets of the Gulf Cooperation Council 

(GCC). In this regard, a pro-active and 
long-term support by the government and 
regulator of Islamic �nance is crucial and 
has been proven in Malaysia. No other 
country has been able to replicate the 
success story so far as the support has not 
been so phenomenal elsewhere.

  �e Securities and Exchange Commission 
of Pakistan (SECP) must play its part
in promoting the Islamic economic 
system. �e SECP is a regulatory body in 
Pakistan, and is looking a�er insurance as 
one of its divisions. SECP has to provide
a supportive environment for the
customers, as well as for Takaful operators 
based on Shariah principles in their 
growth by creating awareness of Takaful 
based system in Pakistan towards a 
sustainable growth.

 �ere is an even greater responsibility on 
the Takaful industry to advance and 
provide substitute of conventional 
insurance in Shariah-compliant practices, 
towards building a vibrant and stable 
Takaful platform that provides sound risk 
management solutions tailored for the 
Muslim community.

    Conclusively, the Takaful industry is 
still in its developing stages and needs
proactive assistance from regulators, and 
requires raising awareness among the 
masses. Rather than relying on an Islamic 
Bank-based clientele approach, business 
penetration must be increased in all other 
segments. In the long run, the industry 
would also ideally need to come up with 
products that re�ect a strong Takaful 
identity to open up new market segments. 
�is will make the Takaful industry a 
default choice for protection against all 
odds.

Human activities are subject to the risk of loss from unforeseen events for which an 
individual or entity is in need of financial compensation against losses. We now know
this concept as insurance, which evolved with the need of Marine insurance that has 
been practised in different forms since the 14th century. However, there is an evidence
of a form of Marine insurance practised somewhere around 1700 BC, that was in line
with the principle of shared responsibilities among the community. 



    Under Article 230 of the Constitution 
of the Islamic Republic of Pakistan, the 
Council of Islamic Ideology was 
established. One of the important
assignments of the Council was to
scrutinize the laws in-force in the light of 
Quran and Sunnah and recommend steps 
to the Government on how to bring those 
laws in accordance with the Islamic 
ideology and teachings.

   Under the law, Takaful operator pays         
a de�ned loss from Waqf pool, i.e.               
Participant Takaful Fund (PTF). �e loss 
is borne by PTF, based on the contribu-
tions (premium) of policyholders. �e 
liability is then spread amongst the policy-
holders and all losses divided among 
them. �erefore, the policyholders are 
both the insurer and the insured. Under 
Waqf deed 5 (5.1) (vii) any donation 
made by the shareholders shall be the 
income of the PTF. Contributions to the 
PTF are for the purpose of pooling of the 
risks amongst participants to provide 
relief to them against de�ned losses as per 
PTF rules and Participant Membership 
Document (PMD). As such, participants 
(policyholders) are the owners of the fund 
and entitled to its surplus (pro�ts), if any. 
�e Takaful operator acts as a management 
of the ‘Participants Takaful Fund’.

   A�er the introduction of regulations 
governing the Islamic insurance market, 
two full - �edged Takaful companies 
started their operations in 2007. �ese 
companies have shown substantial growth 
since inception, still their size relative to 
the conventional insurance footprint in 
Pakistan shares only 3% of the total 
premium collected during 2016-17 as 
stated by “�e Insurance Association of 
Pakistan” in their Year Book 2017. �is 
contributes 0.01% in GDP.

    With recent regulatory action last year, 
conventional insurance companies are 
allowed to enter into Takaful industry
via Takaful windows. this was due to
amendment in the set of rules governing 
the Islamic insurance industry which had 
earlier disallowed conventional insurance 
companies to enter the Takaful market 
without setting up their independent 
subsidiaries with separate paid-up share 
capital.
    
    �e Takaful business has been 
struggling since its inception despite 
adequate capital injections from sponsors. 

General Takaful operators  rely heavily on 
Islamic Banking Car Ijarah business. It 
provides a complete Shariah-compliant 
banking solution for Islamic Banking 
customer, but on the other side with the 
introduction of  Takaful window, the 
share of car Ijarah business is not enough
for a pro�table business for existing 
full-�edged Takaful operators.

     Although many other products are still 
to be introduced under Takaful, the 
progress is hampered due to Shariah-
compliance reasons. It contributes to low 
market penetration and customer need    
of complete set of products according
to their requirements. New and
innovative products meeting participant’s 
requirements need to be developed. Some 
products like travel insurance and crop 
insurance are still to materialize. Many 
small and mid-sized businesses are le� 
untapped, which re�ects a complete
focus on large size companies where
sustainability of business with such clients 
always remains on risk. Same re�ection is 
found in the balance sheet of Takaful 
operators where the business revenue 
shows high dependency on Islamic Banks.

   �e growth of Islamic banking in 
Pakistan forecasts the growth in Takaful 
industry. �e Economic Survey covering 
the banking sector conducted by KPMG 
for the year 2016 also con�rms that the 
asset base of Islamic Banking Industry 
stood at Rs. 1.88 trillion. �e deposits of 
the full-�edged Islamic Banks marked 
a growth of nearly Rs. 125 bn (14.8%) to 
close at Rs. 967 bn during 2016 as against 
Rs. 842 bn a year ago.
 
     �e data re�ects the growing popularity 
of Islamic banking system in Pakistan.  
People have their �rm believe in the Islamic 
modes of �nancing which is working in its 
true spirit. �ese �gures are pointing 
towards a gradual but positive and stable 
shi� towards Islamic banking. A large 
number of Pakistanis have exhibited 
reluctance to commercial banking because 
of their strong faith against riba-based 
transaction. �ese individuals and �rms 

mainly belong to the middle and          
lower income bracket, and they �nd           
an opportunity to conduct riba-free 
businesses and trade by availing loans 
from Islamic banks. Many conventional 
banks have instituted branches dedicated 
exclusively for Islamic banking products 
and services. 

      But the reliance on Islamic Banks is not 
enough for a stable market competition. 
Necessary steps must be taken to 
penetrate in non-banking sectors to 
compete with Takaful windows and 
conventional insurance companies which 
already have their strong footprints in the 
industry. Pak Qatar Takaful, a Market 
leader in Takaful Industry, closed their 
booked revenue at Rs. 701 mn in General 
Takaful and Rs. 6.7 bn in Life business
in the year 2015, marks a sustainable 
growth, but it is still way behind the 
market leaders of conventional industry 
like EFU, Adamjee and Jubilee insurance 
companies.

  �e Insurance industry in Pakistan 
contributes almost 0.9 percent of the gross 
domestic product, of which Takaful 

industry shares 3% percent of the 
insurance industry, whereas insurance 
sector in India contributes 3.8% of total 
GDP and Turkey, where the contribution 
is 1.45% of GDP. In the 200 million 
population of Pakistan, insurance penetration 
is very low where the majority of the 
population is le� uninsured and unaware.

  Awareness amongst the masses is             
the biggest challenge. As 75% of our 
population falls in the lower income 
bracket located in undeveloped rural 
areas, the poverty level of such areas         
are so low that they cannot a�ord to     
have Takaful. �us, the only a�ordable 
segment of consumers available to the 
insurance and Takaful industry is the  
20% middle income people, who can        
be educated and regulated into getting 
their assets and lives insured. From      
human resource perspective, trained 
Takaful individuals

akaful is a concept that has 
been practiced for over 1400 
years. Its origin roots from the 
Arabic word ‘Kafalah’, which 

means ‘guaranteeing each other’ or ‘joint 
guarantee’. In the 12th century, Seljuk 
Sultan Ghayas Uddin compensated the 
traders who faced the� in his territory 
from the state treasury. Serious e�orts 
were made in modern times, in 1970s, to 
come up with an Islamic alternative to the 
conventional insurance.
 
      �e �rst Takaful Company was set up 
in Sudan in 1979, almost simultaneously 
followed by another one set up in Bahrain. 
�e Government of Pakistan issued 
‘Takaful Rules 2005’ on September 3rd, 
2005, giving the country a viable and 
compatible Islamic operational model 
a�er which Dawood Family Takaful and 

Pak Qatar Family Takaful acquired
licence to operate as a �rst-ever Shariah
compliant Life Takaful operator of 
Pakistan. Pak Qatar Group launched Pak 
Qatar General Takaful a�er their
successful launch of Family Takaful.

      As conventional insurance involves     
the elements of excessive uncertainty 
(gharar) in the contract of insurance, as
pro�tability of an insurance company 
depends entirely upon gambling (maysir), 
which completely depends upon the 
outcome of future events i.e, amount of 
claims to arise against underwritten assets. 
Moreover the investment activities are 
based on interest (riba) based contracts.

   However, Takaful is based on the
Wakalah-Waqf model, where the Takaful 
company acts as a Takaful operator 

(Wakeel) and forms a pool (Waqf ), in 
which every policyholder contributes 
some amount which is then used for 
compensating any loss arising to policy 
holder participating in that Waqf
pool. Insurance companies, as a Takaful 
operator, charge their Takaful
management fee separately and is not 
entitled to share any bene�t of surplus in 
the Waqf pool le� a�er compensating 
each and every claim. �e fund available 
in the pool is invested in shariah
compliant avenues, pro�ts realized are 
returned to the waqf pool therea�er.

 �e investment made is based
on Mudarabah based model and thus 
excludes gharar, maysir and riba
from conventional insurance system to
form Takaful way of Insurance.

TAKAFUL

          With recent regulatory action last year,
          conventional insurance companies are
          allowed to enter into Takaful industry
          via Takaful windows.”
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are very rare in the market. Quality 
training is a vital need to establish a team 
of professionals.

   �e Re-Takaful (Islamic reinsurance) 
sector has proven its growth with
increasing capacity and well-rated
securities. �e sustained and improving 
double-digit growth in the Takaful 
market, along with the strong take-up
of Islamic �nancing in both the retail
and commercial grounds, provides
opportunities for Re-Takaful operators. 

     However, no one can safely claim that 
Re-Takaful have enough capacity to
support Takaful growth across all lines of 
business. �e industry has not had a

 smooth ride as it struggles to step out of 
the shadow of their reinsurance
counterparts. Unfortunately, the fact is 
that not all Takaful companies have 
Re-Takaful as their default option, with 
management still preferring to deal with 
the conventional reinsurers that they have 
had long-standing relationships with. 

   Since inception, the main vision for 
Takaful remains to create an inclusive 
insurance environment, taking into 
account di�erent religious sensitivities, 
which would ultimately lead to increased 
penetration globally. In that regard, there 
has been a visible increase in insurance 
penetration in places like Malaysia and 
pockets of the Gulf Cooperation Council 

(GCC). In this regard, a pro-active and 
long-term support by the government and 
regulator of Islamic �nance is crucial and 
has been proven in Malaysia. No other 
country has been able to replicate the 
success story so far as the support has not 
been so phenomenal elsewhere.

  �e Securities and Exchange Commission 
of Pakistan (SECP) must play its part
in promoting the Islamic economic 
system. �e SECP is a regulatory body in 
Pakistan, and is looking a�er insurance as 
one of its divisions. SECP has to provide
a supportive environment for the
customers, as well as for Takaful operators 
based on Shariah principles in their 
growth by creating awareness of Takaful 
based system in Pakistan towards a 
sustainable growth.

 �ere is an even greater responsibility on 
the Takaful industry to advance and 
provide substitute of conventional 
insurance in Shariah-compliant practices, 
towards building a vibrant and stable 
Takaful platform that provides sound risk 
management solutions tailored for the 
Muslim community.

    Conclusively, the Takaful industry is 
still in its developing stages and needs
proactive assistance from regulators, and 
requires raising awareness among the 
masses. Rather than relying on an Islamic 
Bank-based clientele approach, business 
penetration must be increased in all other 
segments. In the long run, the industry 
would also ideally need to come up with 
products that re�ect a strong Takaful 
identity to open up new market segments. 
�is will make the Takaful industry a 
default choice for protection against all 
odds.
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has been proven in Malaysia. No other 
country has been able to replicate the 
success story so far as the support has not 
been so phenomenal elsewhere.
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still in its developing stages and needs
proactive assistance from regulators, and 
requires raising awareness among the 
masses. Rather than relying on an Islamic 
Bank-based clientele approach, business 
penetration must be increased in all other 
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default choice for protection against all 
odds.

Although many
other products
are still to be
introduced under
Takaful, the progress
is hampered due to 
Shariah-compliance
reasons.” 
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    Under Article 230 of the Constitution 
of the Islamic Republic of Pakistan, the 
Council of Islamic Ideology was 
established. One of the important
assignments of the Council was to
scrutinize the laws in-force in the light of 
Quran and Sunnah and recommend steps 
to the Government on how to bring those 
laws in accordance with the Islamic 
ideology and teachings.

   Under the law, Takaful operator pays         
a de�ned loss from Waqf pool, i.e.               
Participant Takaful Fund (PTF). �e loss 
is borne by PTF, based on the contribu-
tions (premium) of policyholders. �e 
liability is then spread amongst the policy-
holders and all losses divided among 
them. �erefore, the policyholders are 
both the insurer and the insured. Under 
Waqf deed 5 (5.1) (vii) any donation 
made by the shareholders shall be the 
income of the PTF. Contributions to the 
PTF are for the purpose of pooling of the 
risks amongst participants to provide 
relief to them against de�ned losses as per 
PTF rules and Participant Membership 
Document (PMD). As such, participants 
(policyholders) are the owners of the fund 
and entitled to its surplus (pro�ts), if any. 
�e Takaful operator acts as a management 
of the ‘Participants Takaful Fund’.

   A�er the introduction of regulations 
governing the Islamic insurance market, 
two full - �edged Takaful companies 
started their operations in 2007. �ese 
companies have shown substantial growth 
since inception, still their size relative to 
the conventional insurance footprint in 
Pakistan shares only 3% of the total 
premium collected during 2016-17 as 
stated by “�e Insurance association of 
Pakistan” in there year book 2017. �is 
contributes 0.01% in GDP.

    With recent regulatory action last year, 
conventional insurance companies are 
allowed to enter into Takaful industry
via Takaful windows. this was due to
amendment in the set of rules governing 
the Islamic insurance industry which had 
earlier disallowed conventional insurance 
companies to enter the Takaful market 
without setting up their independent 
subsidiaries with separate paid-up share 
capital.
    
    �e Takaful business has been 
struggling since its inception despite 
adequate capital injections from sponsors. 

General Takaful operators heavily rely on 
Islamic Banking Car Ijarah business. It 
provides a complete Shariah-compliant 
banking solution for Islamic Banking 
customer, but on the other side with the 
introduction of  Takaful window, the 
share of car Ijarah business is not enough
for a pro�table business for existing 
full-�edged Takaful operators.

     Although many other products are still 
to be introduced under Takaful, the 
progress is hampered due to Shariah-
compliance reasons. It contributes to low 
market penetration and customer need of 
complete set of products according
to their requirements. New and
innovative products meeting participant’s 
requirements need to be developed. Some 
products like travel insurance and crop 
insurance are still to materialize. Many 
small and mid-sized business are le� 
untapped, which re�ects a complete
focus on large size companies where
sustainability of business with such clients 
always remains on risk. Same re�ection is 
found in the balance sheet of Takaful 
operators where the business revenue 
shows high dependency on Islamic Banks.

   �e growth of Islamic banking in 
Pakistan forecasts the growth in Takaful 
industry. �e Economic Survey covering 
the banking sector conducted by KPMG 
for the year 2016 also con�rms that the 
asset base of Islamic Banking Industry 
stood at Rs. 1.88 trillion. �e deposits of 
the full-�edged Islamic Banks marked 
growth of nearly Rs. 125 bn (14.8%) to 
close at Rs. 967 bn during 2016 as against 
Rs. 842 bn a year ago.
 
     �e data re�ects the growing popularity 
of Islamic banking system in Pakistan.  
People have their �rm believe in the
Islamic modes of �nancing which is 
working in its true spirit. �ese �gures are 
pointing towards a gradual but positive 
and stable shi� towards Islamic banking.         
A large number of Pakistanis have
exhibited reluctance to commercial 
banking because of their strong faith 
against riba-based transaction. �ese 

individuals and �rms mainly belong to the 
middle and low classes, and they �nd
an opportunity to conduct riba-free 
businesses and trade by availing loans 
from Islamic banks. Many conventional 
banks have instituted branches dedicated 
exclusively for Islamic banking products 
and services. 

      But the reliance on Islamic Banks is not 
enough for a stable market competition. 
Necessary steps must be taken to 
penetrate in non-banking sectors to 
compete with Takaful windows and 
conventional insurance companies which 
already have their strong foot prints in the 
industry. Pak Qatar Takaful, a Market 
leader in Takaful Industry, closed their 
booked revenue at Rs. 701 mn in General 
Takaful and Rs. 6.7 bn in Life business
in the year 2015, marks a sustainable 
growth, but it is still way behind the 
market leaders of conventional industry 
like EFU, Adamjee and Jubilee insurance 
companies.

  �e Insurance industry in Pakistan 
contributes almost 0.9 percent of the gross 
domestic product, of which Takaful 

industry shares 3% percent of the 
insurance industry, whereas insurance 
sector in India contributes 3.8% of total 
GDP and Turkey, where the contribution 
is 1.45% of GDP. In the 200 million 
population of Pakistan, insurance 
penetration is very low where the majority 
of the population is le� uninsured and 
unaware.

  Awareness amongst the masses is the 
biggest challenge. As 75 % of our
population falls in the lower-class located 
in rural undeveloped areas, the poverty 
level of such areas are so low that they 
cannot a�ord to have Takaful. �us, the 
only a�ordable segment of consumers 
available to the insurance and Takaful 
industry is the 20 % middle income 
people, who can be educated and
regulated into getting their assets and
life insured. From human resource
perspective, trained Takaful individuals

akaful is a concept that has 
been practiced for over 1400 
years. Its origin roots from the 
Arabic word ‘Kafalah’, which 

means ‘guaranteeing each other’ or ‘joint 
guarantee’. In the 12th century, Seljuk 
Sultan Ghayas Uddin compensated the 
traders who faced the� in his territory 
from the state treasury. Serious e�orts 
were made in modern times, in 1970s, to 
come up with an Islamic alternative to the 
conventional insurance.
 
      �e �rst Takaful Company was set up 
in Sudan in 1979, almost simultaneously 
followed by another one set up in Bahrain. 
�e Government of Pakistan issued 
‘Takaful Rules 2005’ on September 3rd, 
2005, giving the country a viable and 
compatible Islamic operational model 
a�er which Dawood Family Takaful and 

Pak Qatar Family Takaful acquired
license to operate as a �rst-ever Shariah
compliant Life Takaful operator of 
Pakistan. Pak Qatar Group launched Pak 
Qatar General Takaful a�er their
successful launch of Family Takaful.

      As conventional insurance involves the 
elements of excessive uncertainty (gharar) 
in the contract of insurance, as
pro�tability of an insurance company 
depends entirely upon gambling (maysir), 
which completely depends upon the 
outcome of future events i.e., amount of 
claims to arise against underwritten assets. 
Moreover the investment activities are 
based on interest (riba) based contracts.

   However, Takaful is based on the
Wakalah-Waqf model, where the Takaful 
company acts as a Takaful operator 

(Wakeel) and forms a pool (Waqf ), in 
which every policyholder contributes 
some amount which is then used for 
compensating any loss arising to policy 
holder participating in that Waqf
pool. Insurance companies, as a Takaful 
operator, charge their Takaful
management fee separately and is not 
entitled to share any bene�t of surplus in 
the Waqf pool le� a�er compensating 
each and every claim. �e fund available 
in the pool is invested in shariah
compliant avenues, pro�ts realized are 
returned to the waqf pool therea�er.

 �e investment made is based
on Mudarabah based model and thus 
excludes Gharar, Meysir and Riba
from conventional insurance system to
form Takaful way of Insurance.
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ECONOMY



inancial inclusion means that 
adults have access to and can 
e�ectively use a range of appropriate 

�nancial services. Such services must be 
provided responsibly and safely to the 
consumer and sustainably to the provider 
in a well regulated environment. At its 
most basic level, �nancial inclusion starts 
with having a deposit or transaction 
account at a bank or other �nancial 
institution, or through a mobile money 
service provider, which can be used to 
make and receive payments and to store or 
save money. Yet 2 billion or 38 percent of 
adults reported not having an account in 
2014 (Demirguc-Kunt et al., 2015). 
Financial inclusion also encompasses 
access to credit from formal �nancial 
institutions that allow adults to invest in 
educational and business opportunities, as 
well as the use of formal insurance 
products that allow people to better 
manage �nancial risks.

 Worldwide, 62 percent of adults 
reported having an account – either at a 
�nancial institution such as bank or 
through a mobile money provider - in 
2014 according to the Global Findex 
database (Demirguc - Kunt et al., 2015). 
Not surprisingly, account ownership 

varies widely around the world. In high - 
income OECD economies account 
ownership is almost universal: 94 percent 
of adults reported having an account in 
2014. In developing economies only 54 
percent did. �ere are also enormous 
disparities among developing regions, 
where account penetration ranges from 
14 percent in the Middle East to 69 
percent in East Asia and the Paci�c.

 Poverty and income inequality remain 
a stubborn challenge in Asia and the 
Paci�c despite the region’s rapid economic 
expansion in previous decades, which 
li�ed millions out of poverty.  Financial 
inclusion is o�en considered as a critical 
element that makes growth inclusive as 
access to �nance can enable economic 
agents to make longer-term consumption 
and investment decisions, participate        
in productive activities, and cope            
with unexpected short-term shocks.                 
Understanding the link between �nancial 
inclusion, poverty, and income inequality 
at the country level will help policymakers 
design and implement programs that will 
broaden access to �nancial services, 
leading to reduction of poverty incidence 
and income inequality.

Relationship between Financial
Inclusion and Economic Development

Various studies have been conducted by 
renowned social scientists to �nd the 
relationship between �nancial inclusion 
and economic development. Some are as 
under:

1. 

2.

NEXUS BETWEEN
Financial Inclusion and Economic Development in Pakistan

Financial inclusion is the process that ensures access,
usage and availability of the formal �nancial system to all 
members in an economy. The subject has been widely
studied and several initiatives have been launched
globally to promote �nancial inclusion in the population. 
Recognizing its importance to development, �nancial
inclusion was also included in the UN’s Millennium Goals.

Prof Younis, the Nobel laureate, who 
originated the idea of eradicating 
poverty thirty years ago through his 
novel idea of banking the unbanked. 
Younis states that poverty, is not 
created by poor people, but is an 
external imposition created by the 
theoretical framework and concepts we 
have formulated and by de�ciencies in 
the system we have built and the 
institutions and policies we have 
designed. He gives this example of 
�nancial institutions – “they refuse to 
provide �nancial services to nearly 
two-thirds of the world’s population.”

Martinez, a social scientist posits       
that access to �nance is an essential 
policy tool used by governments and 
policy makers to stimulate economic 
growth. By making �nance available 
and   a�ordable to economic agents, 

 By: M. Subtain Raza, Dr. Jun Tang
3.

4.

5.

FINDINGS: AN INITIATIVE
TO TRACE RELATIONSHIP 
BETWEEN FINANCIAL
INCLUSION & ECONOMIC 
DEVELOPMENT

�e signi�cant role of inclusive �nancial 
system has been widely acknowledged     
by policymakers and prevailed as policy 
urgency in many countries including 
Pakistan. �e writers have recently 
conducted a research to determine the 
impacts of main primer e.g., �nancial 
inclusion on economic growth in terms   
of Human Development Index (HDI) in 
Pakistan.

 A connection between �nancial 
inclusion and economic development in 
Pakistan has been proved. �e study 

assessed available sources of detailed     
data on �nancial inclusion and                   
economic development and established 
the relationship between �nancial 
inclusion and economic development in 
Pakistan and accorded relevant recom-
mendations. �e research design selected 
for data analysis was meta-analysis. 
Secondary data was collected from 
United Nations Development Program 
(UNDP) and International Monetary  
Fund (IMF). Data analysis from the year      
2010 to 2015 was performed by using      
descriptive statistical approach, regression 
and correlation analysis which interprets 
that there is a positive relationship 
between �nancial inclusion and economic 
development, resultantly; increase in 
�nancial inclusion may lead to an   
increase in economic development. 
Various correlation tests and regression 
tests i.e. the Pearson correlation matrix 
highlighted the signi�cant correlation 
between the dependent variable Human 
Development Index (HDI), independent 
variable number of bank branches and 
number of bank accounts at 0.985 and 
0.952    respectively. 

HUMAN DEVELOPMENT INDEX

�e Human Development Index (HDI) is a 
composite measure of health, education and 
income developed in 1990 by economists 
Mahbub ul Haq and Amartya Sen. It is an 
alternative to purely economic assessment 
of national progress, such as GDP growth 
and serves as a frame of reference for        
both social and economic development.         
(Refer to Table 1 & Statistics 1, 2)

 Overviewing the data on FI and HDI 
shows positive relationship as described 
by Table 1 and Graph 1 & 2 having 
�nancial inclusion and HDI Parameters 
in Pakistan.

FINANCIAL INCLUSION 
 
Financial inclusion is measured by   
various measures, the two most widely 
used measures of accessibility are the 
number of bank accounts (per 1000 adult             
population) and the number of bank 
branches and ATMs (per 1000 km2). �e 
data on the number of bank accounts (per 
1000 adult population) and the number 
of bank branches and ATMs (per 1000 
km2) was collected as prepared by Interna-
tional Monetary Fund and also Financial 
Access survey yearly reports on Pakistan 

for the period between 2010 and 2015. 
For each country it is calculated, based on 
the reported number of depositors per 
1000 adult population and the number of 
�nancial institutions branches and ATMS 
per 1000 km2.  (Refer to Statistics 3, 4 & 5)

CONCLUSION

Financial inclusion is an important aspect 
of development. Access to �nance enhances 
the ability of people to engage in economic 
activities that lead to development. 
Although �nancial inclusion has become 
topical on the global policy agenda for 
sustainable development, economic literature 
on �nancial inclusion is still in its infancy.   
�e nutshell of the recent study is that 
economic growth and poverty alleviation 
is connected with the development of a 
more inclusive �nancial services sector. 
�ere is utmost need for the Government 
of Pakistan to prioritize the importance of 
�nancial inclusion and devise policies that 
are more inclusive for greater economic 
development. Finally, extensive e�orts   
are needed to explore new horizons of 
�nancial inclusion, its indicators and 
determinants as well as its impact on 
development. 
 
 �e recent study has revealed that by 
increasing �nancial access we can increase 
economic development in Pakistan. 
Statistical analysis established that the 
number of bank accounts (per 1000 adult 
population) and the number of bank 
branches (per 100,000 people) have a 
positive relationship, thus by increasing 
these two �nancial access indicators we 
can increase economic development in 
Pakistan. Along with various poverty 
eradication and employment generation 
programs, the government should also 
focus on �nancial inclusion policies as a 
means of ameliorating poverty. �is can 
be viewed from the use of the HDI    
which is a composite measure of health, 
education and income as opposed to 
GDP. �e analysis showed that by  
increasing �nancial inclusion HDI         
also increases which is a measure for both 
social and economic development. Finally, 
there is need for more actions to connect 
prompt economic growth and develop-
ment through inclusive participation of 
all economic agents in the �nancial 
system.
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�nancial inclusion and devise policies that 
are more inclusive for greater economic 
development. Finally, extensive e�orts   
are needed to explore new horizons of 
�nancial inclusion, its indicators and 
determinants as well as its impact on 
development. 
 
 �e recent study has revealed that by 
increasing �nancial access we can increase 
economic development in Pakistan. 
Statistical analysis established that the 
number of bank accounts (per 1000 adult 
population) and the number of bank 
branches (per 100,000 people) have a 
positive relationship, thus by increasing 
these two �nancial access indicators we 
can increase economic development in 
Pakistan. Along with various poverty 
eradication and employment generation 
programs, the government should also 
focus on �nancial inclusion policies as a 
means of ameliorating poverty. �is can 
be viewed from the use of the HDI    
which is a composite measure of health, 
education and income as opposed to 
GDP. �e analysis showed that by  
increasing �nancial inclusion HDI         
also increases which is a measure for both 
social and economic development. Finally, 
there is need for more actions to connect 
prompt economic growth and develop-
ment through inclusive participation of 
all economic agents in the �nancial 
system.

there is a growth of economic activities 
and hence growth of output. Financial 
inclusion o�ers a platform for both low 
and high income earners to be integrated 
into the �nancial system for inclusive 
growth.  

Beck, a renowned manager argued that 
�nancial inclusion reduces income 
inequality and alleviates poverty. 
Naturally, the lower the level of poverty, 
the higher is the level of human 
development. �us, �nancial develop-
ment leads to human development.

Law, a learned policy maker, stressed 
that a well-developed �nancial system 
is critical for economic development. It 
is likely that, through the entry of new 
�rms, �nancial development promotes 
economic growth, and institutional 
reforms that extend access have, in turn, 
facilitated and supported �nancial 
development 

Allen, a western scholar concluded  
that �nancial inclusion is typically 
measured by gauging how many people 
own and use formal �nancial products, 
�nancial development is concerned 
with macro-level indicators, such as the 
size of the stock market and a country’s 
ratio of credit to gross domestic 
product (GDP). Many factors 
in�uence a country’s level of �nancial 
inclusion and �nancial development, 
including income per capita, good 
governance, the quality of institutions, 
availability of information, and the 
regulatory environment 
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 Statistics 1: Periodic description of HDI in Pakistan Statistics 2: HDI trend in Pakistan

Statistics 3: HDI trend vs ATMs and Periodic increase in ATMs in Pakistan

Statistics 4: HDI trend vs Branches and Periodic increase in Branches in Pakistan

Statistics 5: HDI trend vs Accounts and Periodic increase in Accounts in Pakistan

Economy  Year HDI ATM Branches  Accounts (M) 
Pakistan 2010 0.525 6.208489 8.636619 28.154
Pakistan 2011 0.529 7.034817 8.813971 31.713
Pakistan 2012 0.538 8.098537 9.059896 34.447
Pakistan 2013 0.542 9.902968 9.385293 37.204
Pakistan 2014 0.548 11.73983 9.662368 41.192
Pakistan 2015 0.55 14.00088 10.04051 45.012

 
 
 
 
 
 

Table 1: Periodic data on Financial Inclusion & HDI
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The article analyses the remittance
market in Pakistan and suggests

various ways to increase the flow
of remittances into the country.

HOW TO INCREASE
FORMAL FLOWS OF
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REMITTANCES TO PAKISTAN

By: Ahsan Nisar

ECONOMY



he remittance market for 
sending foreign exchange into 
Pakistan using remittance 
transfers both by overseas 

workers and the rest of the Pakistani 
diaspora, as well as by other agents for 
both legal and illegal transfers, can be 
broken down into the following:
  
1.  Remitters from overseas who demand 
Pakistani rupees in exchange for a foreign 
currency to be paid in Pakistan through 
o�cial or uno�cial channels. 

2.  �e remittance market within Pakistan 
that transfers both o�cially recorded 
remittances through banking and other 
recognized channels under an overall  
regulatory framework supervised by the 
State Bank of Pakistan (SBP), as well as 
uno�cial remittances through domestic 
networks linked with foreign networks 
abroad. 

3. Receivers of remittances — mainly 
households and families —  that are sent 
through o�cial or uno�cial channels, use 
these remittances for their own needs or 
to upkeep or purchase new assets for the 
remitter. 

  Any attempt to divert the �ow of
remittances from uno�cial to o�cial 
channels requires an analysis of each of the 
above three segments of the remittance 
market to determine why remitters prefer 
one channel over the other.

Illegal Transfers and Remittances 

Illegally gotten gains, are transferred back 
to Pakistan through remittances and thus 
legalized since these transfers are not 
questioned. �ese �ows include: 

• �e so-called ‘whitening’ of ‘black’ 
money generated in Pakistan which is then 
converted into US dollars or other foreign 
currency through domestic moneychangers, 
sent abroad and then brought back as 
remittances through existing or �ctitious 
Pakistanis living abroad. 

• The receipt of kickbacks and
commissions on deals with international 
companies in contracts awarded to them 
in Pakistan which are then transferred 
back in part or whole as remittances. 

• The under-invoicing of imports of  
machinery and goods and services to 

Indeed, it would be a strange coincidence that 
the worldwide growth in official remittances 
has been substantial due to increase in the 
transfer of illegally earned funds abroad.
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avoid full payment of import duties,
a�er which the nonpaid amount of the 
cost of the import is sent back through a
domestic moneychanger in foreign 
currency. 

• Illegal earnings through the drug trade 
(or other related activities) that are 
transferred back to Pakistan in the form 
of o�cial remittances and thus are 
legalized.
 
   As far as the ‘whitening’ of ‘black’ 
money is concerned, such transactions 
would not result in a net addition to the 
total size of o�cial remittance �ows. �is 
is because converting domestic currency 
into a foreign currency would need buyers 
of the local currency. �ese transactions, if 
made through remittances, would require 
a Pakistani working abroad or a member 
of the larger Pakistani diaspora to 
‘demand’ these rupees and then send them 
back as remittances. Since he or she would 
only do so if already planning to transfer 
money to Pakistan, when such a
remittance is sent it does not add to the 
total amount of remittances �owing into 
Pakistan. 

     On the other hand, the transfer of part 
of or all illegal foreign exchange 
earnings—from kickbacks, the drug trade 
and other sources—as remittances does 
lead to an increase in o�cial remittances. 
However, the transfer of such illegal 
earnings, including non-taxed earnings by 
Pakistanis abroad, might not occur 
through the o�cial remittance channel 
for fear of being detected; hence, those 
making such transfers prefer the use of the 
uno�cial hawala route.

     How large, then, are these illegal �ows 
being remitted through o�cial channels 
and how much through illegal channels? 
While it is extremely di�cult, if not 
impossible, to quantify them, one needs 
to be somewhat cautious in inferring that 
illegal �ows account for a signi�cant part 
of the rapid growth in o�cial remittances 
in the past decade. Indeed, it would be a 

strange coincidence that the worldwide 
growth in o�cial remittances has been 
substantial due to increase in the transfer 
of illegally earned funds abroad.

Informal Channels

Besides hawala-type systems, informal 
channels can take a variety of forms: 
ethnic stores, travel agencies, money 
changers, counter services or hand 
delivery. Another informal remittance 
channel is in-kind remittances, which is 
the sending or carrying of remittances in 
the form of goods for personal use or for 
resale in the informal market. �e practice 
of in-kind remittances has become quite 
widespread and more signi�cant since the 
introduction of liberal import policies 
allowing duty-free imports. However, 
goods brought in under personal baggage 
are not recorded as remittances or 
imports. 

Households Receiving Remittances: 
Why do They Prefer Official or
Unofficial Channels of  Transfer? 

What factors underlie the demand for 
uno�cial or hundi transactions and how 
can these be in�uenced? Understanding 
the practices, procedures and regulatory 
structures of the international value 
transfer system with particular focus
on third-party settlement is, therefore, 
immensely important. Similarly,
understanding the behavior of overseas 
migrants and their families towards the 
use of banking or non-banking channels 
to transfer money home is important to 
attract more money through o�cial 
channels. Research shows that those 
migrants, who send remittances home 
through hundi, are not systematically 
di�erent in socioeconomic terms from 
those who use the banking channel to 
transfer money. It is thus di�cult to 
identify the migrants with certain
characteristics who might be identi�ed as 
a target group for using the banking 
channel.

       Some of the possible reasons suggested
for not using the banking  channel
included the high transaction cost 
involved, the non-availability of a bank, 
the long distance to the nearest bank, the 
long waiting times involved and
uncooperative behavior of bank sta�. 
Secondly, migrants and their families 
appear hesitant in using the banking 
channel. Migrants account for this
hesitation by saying that “the banking 
procedure is di�cult for us. We get money 
through hundi at our doorstep.”

 �irdly, migrants abroad with
households, particularly in the Middle 
East, live in groups and usually have an 
informal group leader who manages the 
transfer of money through informal 
sources. Further, this type of common 
living arrangement creates a network 
among the migrants, which enables them 
to send money home through a mutual 
friend visiting Pakistan. �e larger the 
household, the less likely it is to receive 
remittances through the banking channel. 
�us, opening new bank branches in 
high-migration rural or urban areas, as is 
generally believed, may not be the only 
solution to channeling more remittances 
through banks.

  Moreover, longer stays abroad appear
to enable workers to �nd informal
ways of sending money home. It is not 
easy to explain why but there could be
several reasons. For example, long-
stay migrants’ preference for informal 
channels may be associated with their 
legal status abroad. Illegal workers are 
more likely to use the non-banking 
channel than legal workers. It can also be 
argued, however, that illegal workers
are likely to be new migrants rather
than long-stay workers. 

Cost, Speed and Ease of  Sending
Remittances 

A key driver of the �ow of remittances, 
especially the choice to send remittances 
through o�cial channels, is the cost 
involved. �ese costs have decreased in 
recent years but still vary across countries. 
However, this average hides considerable 
variation according to the place from 
where remittances are sent, their
destination and the �nancial channel used.

   Pakistani overseas workers are considerably 
reluctant to send remittances through  

o�cial channels regardless of their   
educational quali�cations or whether the 
amount was being sent to homes located 
in rural or urban areas. �is behavior 
proves a strong lack of con�dence in the 
working of the �nancial system in their 
home country. Is it a deep-rooted fear that 
additional ‘costs’ may be incurred when 
collecting their remittance through 
banking channels? Is it that they do not 
want ‘others’ to know that they are receiving 
these funds? Or is it simply the convenience 
of home delivery of remittances through 
hundi and hawala? Improving governance 
and curtailing corruption within the 
country will downsize the demand for 
foreign currency abroad. It is also possible 
that a section of the diaspora wants to 
conceal their income because of the host 
country’s taxation system and hence opts 
for hawala.
     
    Some of the ways through which formal 
remittances could be increased in 
Pakistan are:

      Attracting remittances to acquire 
assets (land, houses, bonds) or set up 
educational and health facilities for 
families of workers overseas.

In most countries, governments have 
established organizations and welfare 
institutions that o�er opportunities to 
overseas workers to acquire land/      
houses through schemes that they have 
launched as well as to contribute to the
establishment of schools, colleges and 

hospitals in towns or rural areas that    
have a concentration of families of 
overseas workers. Pakistan has set up a 
number of such organizations, the most 
prominent of which is the Overseas 
Pakistanis Foundation (OPF).

     Attracting Remittances to Foster 
Higher and Inclusive Growth in 
Migrants’ Home Countries

A major development challenge is to 
attract remittances for investment in 
establishing businesses—small, medium, 
and even large �rms—that would enhance 
economic growth and create new job 
opportunities. Similarly, investments by 
overseas workers in various types of 
government-sponsored bonds and in the 
stock market can supplement domestic 
savings for investment and infrastructure 
projects.

        Strengthening Remittances-transfer 
In�astructure, including through the use 
of New Technologies (especially IT and 
mobile phones) to Channel Remittances

As the pace of innovation quickens and 
new technologies rapidly emerge, they 
o�er considerable opportunity for 
expanding access to and lowering the cost 
of channeling international remittances. 
In Pakistan, the rapid expansion of mobile 
phone use, with almost 60% of the 
population owning at least one, has led to 
mobile cash-out services or bill payment 
through mobile phones.



he remittance market for 
sending foreign exchange into 
Pakistan using remittance 
transfers both by overseas 

workers and the rest of the Pakistani 
diaspora, as well as by other agents for 
both legal and illegal transfers, can be 
broken down into the following:
  
1.  Remitters from overseas who demand 
Pakistani rupees in exchange for a foreign 
currency to be paid in Pakistan through 
o�cial or uno�cial channels. 

2.  �e remittance market within Pakistan 
that transfers both o�cially recorded 
remittances through banking and other 
recognized channels under an overall  
regulatory framework supervised by the 
State Bank of Pakistan (SBP), as well as 
uno�cial remittances through domestic 
networks linked with foreign networks 
abroad. 

3. Receivers of remittances — mainly 
households and families —  that are sent 
through o�cial or uno�cial channels, use 
these remittances for their own needs or 
to upkeep or purchase new assets for the 
remitter. 

  Any attempt to divert the �ow of
remittances from uno�cial to o�cial 
channels requires an analysis of each of the 
above three segments of the remittance 
market to determine why remitters prefer 
one channel over the other.

Illegal Transfers and Remittances 

Illegally gotten gains, are transferred back 
to Pakistan through remittances and thus 
legalized since these transfers are not 
questioned. �ese �ows include: 

• �e so-called ‘whitening’ of ‘black’ 
money generated in Pakistan which is then 
converted into US dollars or other foreign 
currency through domestic moneychangers, 
sent abroad and then brought back as 
remittances through existing or �ctitious 
Pakistanis living abroad. 

• The receipt of kickbacks and
commissions on deals with international 
companies in contracts awarded to them 
in Pakistan which are then transferred 
back in part or whole as remittances. 

• The under-invoicing of imports of  
machinery and goods and services to 
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avoid full payment of import duties,
a�er which the nonpaid amount of the 
cost of the import is sent back through a
domestic moneychanger in foreign 
currency. 

• Illegal earnings through the drug trade 
(or other related activities) that are 
transferred back to Pakistan in the form 
of o�cial remittances and thus are 
legalized.
 
   As far as the ‘whitening’ of ‘black’ 
money is concerned, such transactions 
would not result in a net addition to the 
total size of o�cial remittance �ows. �is 
is because converting domestic currency 
into a foreign currency would need buyers 
of the local currency. �ese transactions, if 
made through remittances, would require 
a Pakistani working abroad or a member 
of the larger Pakistani diaspora to 
‘demand’ these rupees and then send them 
back as remittances. Since he or she would 
only do so if already planning to transfer 
money to Pakistan, when such a
remittance is sent it does not add to the 
total amount of remittances �owing into 
Pakistan. 

     On the other hand, the transfer of part 
of or all illegal foreign exchange 
earnings—from kickbacks, the drug trade 
and other sources—as remittances does 
lead to an increase in o�cial remittances. 
However, the transfer of such illegal 
earnings, including non-taxed earnings by 
Pakistanis abroad, might not occur 
through the o�cial remittance channel 
for fear of being detected; hence, those 
making such transfers prefer the use of the 
uno�cial hawala route.

     How large, then, are these illegal �ows 
being remitted through o�cial channels 
and how much through illegal channels? 
While it is extremely di�cult, if not 
impossible, to quantify them, one needs 
to be somewhat cautious in inferring that 
illegal �ows account for a signi�cant part 
of the rapid growth in o�cial remittances 
in the past decade. Indeed, it would be a 

strange coincidence that the worldwide 
growth in o�cial remittances has been 
substantial due to increase in the transfer 
of illegally earned funds abroad.

Informal Channels

Besides hawala-type systems, informal 
channels can take a variety of forms: 
ethnic stores, travel agencies, money 
changers, counter services or hand 
delivery. Another informal remittance 
channel is in-kind remittances, which is 
the sending or carrying of remittances in 
the form of goods for personal use or for 
resale in the informal market. �e practice 
of in-kind remittances has become quite 
widespread and more signi�cant since the 
introduction of liberal import policies 
allowing duty-free imports. However, 
goods brought in under personal baggage 
are not recorded as remittances or 
imports. 

Households Receiving Remittances: 
Why do They Prefer Official or
Unofficial Channels of  Transfer? 

What factors underlie the demand for 
uno�cial or hundi transactions and how 
can these be in�uenced? Understanding 
the practices, procedures and regulatory 
structures of the international value 
transfer system with particular focus
on third-party settlement is, therefore, 
immensely important. Similarly,
understanding the behavior of overseas 
migrants and their families towards the 
use of banking or non-banking channels 
to transfer money home is important to 
attract more money through o�cial 
channels. Research shows that those 
migrants, who send remittances home 
through hundi, are not systematically 
di�erent in socioeconomic terms from 
those who use the banking channel to 
transfer money. It is thus di�cult to 
identify the migrants with certain
characteristics who might be identi�ed as 
a target group for using the banking 
channel.

       Some of the possible reasons suggested
for not using the banking  channel
included the high transaction cost 
involved, the non-availability of a bank, 
the long distance to the nearest bank, the 
long waiting times involved and
uncooperative behavior of bank sta�. 
Secondly, migrants and their families 
appear hesitant in using the banking 
channel. Migrants account for this
hesitation by saying that “the banking 
procedure is di�cult for us. We get money 
through hundi at our doorstep.”

 �irdly, migrants abroad with
households, particularly in the Middle 
East, live in groups and usually have an 
informal group leader who manages the 
transfer of money through informal 
sources. Further, this type of common 
living arrangement creates a network 
among the migrants, which enables them 
to send money home through a mutual 
friend visiting Pakistan. �e larger the 
household, the less likely it is to receive 
remittances through the banking channel. 
�us, opening new bank branches in 
high-migration rural or urban areas, as is 
generally believed, may not be the only 
solution to channeling more remittances 
through banks.

  Moreover, longer stays abroad appear
to enable workers to �nd informal
ways of sending money home. It is not 
easy to explain why but there could be
several reasons. For example, long-
stay migrants’ preference for informal 
channels may be associated with their 
legal status abroad. Illegal workers are 
more likely to use the non-banking 
channel than legal workers. It can also be 
argued, however, that illegal workers
are likely to be new migrants rather
than long-stay workers. 

Cost, Speed and Ease of  Sending
Remittances 

A key driver of the �ow of remittances, 
especially the choice to send remittances 
through o�cial channels, is the cost 
involved. �ese costs have decreased in 
recent years but still vary across countries. 
However, this average hides considerable 
variation according to the place from 
where remittances are sent, their
destination and the �nancial channel used.

   Pakistani overseas workers are considerably 
reluctant to send remittances through  

o�cial channels regardless of their   
educational quali�cations or whether the 
amount was being sent to homes located 
in rural or urban areas. �is behavior 
proves a strong lack of con�dence in the 
working of the �nancial system in their 
home country. Is it a deep-rooted fear that 
additional ‘costs’ may be incurred when 
collecting their remittance through 
banking channels? Is it that they do not 
want ‘others’ to know that they are receiving 
these funds? Or is it simply the convenience 
of home delivery of remittances through 
hundi and hawala? Improving governance 
and curtailing corruption within the 
country will downsize the demand for 
foreign currency abroad. It is also possible 
that a section of the diaspora wants to 
conceal their income because of the host 
country’s taxation system and hence opts 
for hawala.
     
    Some of the ways through which formal 
remittances could be increased in 
Pakistan are:

      Attracting remittances to acquire 
assets (land, houses, bonds) or set up 
educational and health facilities for 
families of workers overseas.

In most countries, governments have 
established organizations and welfare 
institutions that o�er opportunities to 
overseas workers to acquire land/      
houses through schemes that they have 
launched as well as to contribute to the
establishment of schools, colleges and 

hospitals in towns or rural areas that    
have a concentration of families of 
overseas workers. Pakistan has set up a 
number of such organizations, the most 
prominent of which is the Overseas 
Pakistanis Foundation (OPF).

     Attracting Remittances to Foster 
Higher and Inclusive Growth in 
Migrants’ Home Countries

A major development challenge is to 
attract remittances for investment in 
establishing businesses—small, medium, 
and even large �rms—that would enhance 
economic growth and create new job 
opportunities. Similarly, investments by 
overseas workers in various types of 
government-sponsored bonds and in the 
stock market can supplement domestic 
savings for investment and infrastructure 
projects.

        Strengthening Remittances-transfer 
In�astructure, including through the use 
of New Technologies (especially IT and 
mobile phones) to Channel Remittances

As the pace of innovation quickens and 
new technologies rapidly emerge, they 
o�er considerable opportunity for 
expanding access to and lowering the cost 
of channeling international remittances. 
In Pakistan, the rapid expansion of mobile 
phone use, with almost 60% of the 
population owning at least one, has led to 
mobile cash-out services or bill payment 
through mobile phones.

Some of the possible reasons
suggested for not using the

banking channel included the
high transaction cost involved,
the non-availability of a bank,

the long distance to the nearest 
bank, the long waiting time
involved and uncooperative

behavior of bank staff.”





Executive of the bank and his senior 
colleagues, backed by strong analytical 
support. �is process covers very
important areas and human resource is on 
the top of the list. 

    With the passage of time, as a result        
of development, things became advanced 
and complex — globally — at an extremely 
high speed. In this scenario, advancement 
in technology remained in the limelight 
with great focus on Information           
Technology. Such changes did not,             
of course, remain in isolation. �ese       
changes, as a matter of fact, encompassed 
everything and organizations were no 
exception. Changing environment, a 
complex market, development of di�erent 
�nancial    instruments and cut - throat 
competition compelled the banks to 
realign their business strategies, on 
do-or-die basis. �us, banks tuned 
themselves accordingly to meet the 
market challenges, with the result that 
their organizational setup, systematically, 
kept on becoming complex. �e more 
complex the organization, the more 
di�cult it is for humans to manage it. 

   In Pakistan, two major events, besides 
changes mentioned above, were purely 
local but had a great impact. �at was      
the nationalization (1974) of banks 
(besides many other business houses) and
privatization process (1992), when quite a 
number of banks were established in the 
private sector.

  

  �is period of about two decades,
aggravatingly had an impact on the  
overall working of the banks in Pakistan.
Dimensions of this impact were  
enormous but the worst a�ected asset was 
none other than the human resources. 
Sta� behavior, quality of service, quality 
of loans, sense of responsibility among the 
sta�, branch environment (working 
culture), sta� training and grooming etc. 
were the long term damages done to the 

combined workforce. On the other hand, 
the global development made the 
challenges more severe.

    Newly established banks in the private 
sector had market entry-level challenges and 
human resource was one of the major 
challenges; especially, at the time of    
recruitment of sta�. Recruitment itself was 
a sensitive matter for them but high on the 
scale of sensitivity was to evolve a working 
culture, for the utmost betterment of the 
bank. �ese banks had to undertake a 
two-tier recruitment process, where they 
recruited fresh as well as semi-senior / senior 
sta� members to form a working team. 

 A�er privatization, one of the
nationalized banks adopted a well-
thought out policy in this regard. �ey 
initiated a three-tier process: �rstly, 
recruiting fresh graduates as Trainee 
O�cers; secondly, fresh graduates from 
the prime business schools were inducted 
as Management Trainee O�cers; and 
�nally, they inducted senior/mid-level 
bankers from other banks. �is sta�-mix 
further integrated with the existing 
members of sta�. Although, there were 
some negligible ri�s and resistance but at 
the end of the day, this evolved altogether 
into a new culture which enabled the 
bank to grow enormously. 

    As a result of privatization, for some 
years the banking industry witnessed a 
very high number of switchovers. Even 
juniors switched their jobs quite frequently 
in those days. Quite a number of workers 
have been exposed to di�erent working 
environments / cultures, thus they can feel 
the di�erence for better or otherwise. 
�is, in turn, can enhance or reduce the 
sta�-turnover, which is yet another 
barometer to gauge the environment      
and HR policies of the banks. 

       �e bank's (�eld) o�cers go out in the 
market for soliciting new relationships 
and to increase existing business, that is 
external marketing. When di�erent 
divisions / sections at a head level 
maintain cordial relationship with sta� 
members, this is known as internal 
marketing. External marketing wins 
business and clients whereas internal 
marketing wins dedicated sta�; both are 
vital for the growth of the bank.
      
      Another equally important issue for the 
newly appointed, as well as existing 

employees, is their placement in branches 
and di�erent segments of the bank.             
It should be done keeping the pro�le of 
the employee in view. For example, a 
management trainee o�cer  in a bank, 
who graduated from one of the prominent 
business schools, was posted in a very busy 
branch located in the old city area of 
Karachi. A�er some time, his batch    
mates asked him what he had learnt so far. 
“Many non-standard terms”, was his 
answer. He was surely a mis�t in that 
branch. Instead, his placement in a    
corporate branch would have been              
bene�cial for both him and the bank.

OPERATIONAL RISK

A�er some disastrous events and �nancial 
upheavals worldwide, the area of Risk 
came into the lime light. �erefore, this 
topic is of utmost importance to the 
banks, globally. 

   �ere are di�erent types of risks like 
Credit Risk, Market Risk, Operational 
Risk etc.  Since the topic of operational 
risk comes partly within the scope of this 
article, it would, therefore, be discussed 
brie�y. 

     Operational risk is de�ned, broadly, as 
the risk of loss due to failures in people, 
processes, systems or external events.  It 
can also take the shape of many other 
risks, in particular, regulatory and
reputational risks. It can also include 
other classes of risk; such as fraud,
security, privacy protection, legal risks etc. 
Operational risks a�ect client satisfaction, 
reputation of the bank and shareholder 
value. Moreover, they are not diversi�able 
(risks are diversi�ed, to reduce the 
impact) and cannot be laid o�; meaning 
that, as long as people, systems and 
processes remain imperfect, operational 
risk cannot be fully eliminated.                 
Operational risk has a potential to 
become a very costly risk for banks, which 
have not managed it well. Unfortunately, 
the general attitude is that the most    
safety activities are “reactive” and not               
“proactive." Many organizations wait for 
losses to occur before taking steps to 
prevent a recurrence.                     

  Operational risk, nonetheless, is
manageable as to keep losses within some 
level of risk tolerance (i.e. the amount of 
risk one is prepared to accept in pursuit of 
his objectives).

n smaller businesses, this job is done 
by the owner (proprietor) himself, 
whereas in large-scale organizations 
(where ownership and management 

are divorced functions), it is the
responsibility of the management. Why is 
it like that? Simply because the
organization, on its own, is nothing and 
cannot look a�er its own a�airs. Instead, 
it is being run by a team of individuals. 
�e members of such teams are placed
systematically, on di�erent tiers. �is 
process has an underlying perpetual 
process of recruitment/separation (on 
account of retirement, resignation,
termination and death).

      �e importance of people management 
is undoubted but at the same time,
managing human beings is indeed a 
delicate, complicated and a di�cult job.  
People are individuals, having distinct 
behavior, di�erent and sensitive natures, 

varying mindsets, emotional variations, 
di�erent a�liations etc. �e fabric of 
human relationship is very delicate, thus 
managing them requires skills and 
e�ective planning. Although many 
individuals can work in groups/teams but 
to evolve, a joint e�ort for the
achievement of organizational goals is a 
di�cult task for the management — 
making the management of people in
a large-scale enterprise is a ‘shared
responsibility’.

      People management dates back to
the era when man �rst came to this
world. However, for the process we are
discussing in this article, the term ‘Human 
Resource’ was coined in the 1960s,
when the value of labor relation began
to gather attention and when notions 
such as motivation, organizational
behavior and selection assessments began 
to take shape.

        According to Business Dictionary, it is 
“the resource that resides in the
knowledge, skills and motivation of 
people." Human resource is the least 
mobile of the four factors of production 
and (under right conditions) it improves 
with age and experience, which no other 
resource can do. It is, therefore, regarded 
as the scarcest and the most crucial 
productive resource that creates the 
largest and long lasting advantage for an 
organization. 

    Loads of books have been written 
globally on human resource (HR). In this 
article, some aspects of HR in the banking 
institutions will be discussed. 

   To achieve its objectives, any bank 
undergoes one of the most important 
processes, which is Strategy Formation. 
�e importance of Strategy Formation is 
such that it is the business of the Chief 

THE MOST
IMPORTANT
RESOURCE
FOR BANKS

I

An age-old saying is that the most important asset of an organization is its workers. If
this saying is valid, and it is, then handling a work force becomes vital for the organization.
Managing people is a continuous process from the time people join an organization until
their retirement — and at times even beyond that.

By: Syed Zaheer Haider Zaidi

Journal of  The Institute of  Bankers Pakistan22

   Existence of operational risk makes 
e�ective HR Management (HRM) very 
vital for banks. Recruitment, rotation, 
placement and training of workers are 
very sensitive and important processes 
and the management of banks should 
attach due importance to them. �is will 
ensure to minimize host of risks.
For example, when talking about
recruitment, in the past, senior bankers 
during the recruitment process, used to 
try to assess whether the applicant for the 
job, is “over ambitious." Ambition is 
indeed a driving force, but excess of it 
might take a person to achieve (personal) 
targets even by employing unfair means. 
Banks, surely, cannot a�ord the glut of 
(personal) ambitions. Yes, indeed the 
mainstream ambition for the bank is 
required to enhance its business.

  

     

It is a policy matter that sta� should not 
be stationed in a branch for more than a 
certain period (usually three years). 
Internal controls of banks have very vocal 
provisions on this and the internal 
auditors religiously point out overstaying 
sta� members in their reports. It is a 
matter of concern that the �eld
management  does not attach due
importance to rotations / transfers of
the sta�, mainly on the pretext of
disturbances in the services to the clients, 
due to movement of certain sta�. �is 
tendency indicates that the �eld
management, usually, is not giving
due importance to the succession
plan. It would be desirable that the
human resource department should 
ensure that such exercises are carried out, 
as and when deemed necessary. Same
is the case with annual leaves. It is
mandatory, for the workers, to proceed on 
an annual leave. �e good thing is that the 
banks are adhering to this practice.      

   Some people are favored by natural 
aptitudes but all must train themselves to 
provide leadership in a way that the 
organization needs. �e training policies 
should be such that the workers according 
to their respective levels of hierarchy are 
trained / refreshed, on di�erent
professional issues and aspects, to become 
competent enough. A continuously run 
training process ensures ‘succession plan’ 
is in place and produces leaders for the 
organization. Moreover, it addresses the 
issue of  ‘sudden leadership’, where, in case 
of emergency an ‘automatic choice’ has to 
be taken. If the person who becomes an 
automatic choice is not trained enough, 
then it would rather be risky for the 
organization to make this choice.

Some of the bene�ts of the training 
process may be:

•   Enhancement of technical knowledge, 
con�dence and professionalism of the 
workers.

•  Screening of staff members to know 
who are now ready for elevation or a more 
responsible position.

•  Interactive sessions might expose any 
sta� member who is nurturing an idea 
which might cause loss to the bank.

Perhaps these things in larger banks are 
not easy to do but banks can carry out 
such exercises, at least, for their existing 
branch managers and branch managers in 
the making.

     State Bank of Pakistan (SBP), recently has 
taken a step in this direction. SBP has issued 
guidelines to establish continuous learning 
atmosphere for bankers posted in urban and 
remote area branches [BPRD Circular # 12, 
dated 30.9.2016]. Keeping the seriousness 
of the matter in view, it is desired that a 
policy in this regard should be prepared, 
which must be approved by the Board of 
Directors of the banks. �e policy should 
cover training of all major functional areas 
of banking as well as related so� skills. 
Budget in this regard should be made part of 
an overall budget, duly approved by BODs. 
Moreover, HR Committee of the Board 
should monitor utilization of training and 
development budget. �e most important 
point is that the banks are required to 
maintain a periodic MIS on training, which 
shall be reviewed by SBP during its on-site 
inspection.        

Islamic Banking

In Pakistan, the market share of Islamic 
banking assets and deposits in the overall 
banking industry reached 11.40% and 
13.20 % respectively (SBP Islamic 
Banking Bulletin April-June 2016). Due 
to this one cannot ignore, the Shariah 
complied banking, while     discussing the 
banking industry as a whole. Islamic 
Banks are exposed to some peculiar risks 
like Shariah Non-Compliance Risk and 
Rate of Return Risk (also its extension, 
Displaced Commercial Risk), which exist 
beside other normal risks. �e participative 
nature of the contract, for example, in case 
of Musharakah and Mudaraba, enhances 
the technicalities and risk of Shariah 
based transactions. To handle such 
transactions by safeguarding the interest 
of the institution, workers have to be well 
prepared, technically. �us, it has an 
additional dimension of the Human 
Resource, which is the shortage of trained 
and quali�ed workers. �is makes HRM 
more challenging in Islamic Banking and 
accordingly the banks have to deal with it. 

 On one side we have developed 
extremely complex markets, intense 
challenges due to highly sophisticated IT, 
globalization etc. Banks have to make use 
of these developments to maximize the 
pro�ts. On the other hand, with the 
passage of time, di�erent risks are also 
becoming more complex thus more 
challenging; many of the Risks were 
perhaps not even known to the banks 
some decades back. Banks have to avoid 
such risks to avoid losses. To reach a 
win-win situation, it is the need of the 
hour to develop Human Resource, to keep 
pace with the developments and to   
counter, to a great extent, the Risks in any 
form.

MANAGEMENT



Executive of the bank and his senior 
colleagues, backed by strong analytical 
support. �is process covers very
important areas and human resource is on 
the top of the list. 

    With the passage of time, as a result        
of development, things became advanced 
and complex — globally — at an extremely 
high speed. In this scenario, advancement 
in technology remained in the limelight 
with great focus on Information           
Technology. Such changes did not,             
of course, remain in isolation. �ese       
changes, as a matter of fact, encompassed 
everything and organizations were no 
exception. Changing environment, a 
complex market, development of di�erent 
�nancial    instruments and cut - throat 
competition compelled the banks to 
realign their business strategies, on 
do-or-die basis. �us, banks tuned 
themselves accordingly to meet the 
market challenges, with the result that 
their organizational setup, systematically, 
kept on becoming complex. �e more 
complex the organization, the more 
di�cult it is for humans to manage it. 

   In Pakistan, two major events, besides 
changes mentioned above, were purely 
local but had a great impact. �at was      
the nationalization (1974) of banks 
(besides many other business houses) and
privatization process (1992), when quite a 
number of banks were established in the 
private sector.

  

  �is period of about two decades,
aggravatingly had an impact on the  
overall working of the banks in Pakistan.
Dimensions of this impact were  
enormous but the worst a�ected asset was 
none other than the human resources. 
Sta� behavior, quality of service, quality 
of loans, sense of responsibility among the 
sta�, branch environment (working 
culture), sta� training and grooming etc. 
were the long term damages done to the 

combined workforce. On the other hand, 
the global development made the 
challenges more severe.

    Newly established banks in the private 
sector had market entry-level challenges and 
human resource was one of the major 
challenges; especially, at the time of    
recruitment of sta�. Recruitment itself was 
a sensitive matter for them but high on the 
scale of sensitivity was to evolve a working 
culture, for the utmost betterment of the 
bank. �ese banks had to undertake a 
two-tier recruitment process, where they 
recruited fresh as well as semi-senior / senior 
sta� members to form a working team. 

 A�er privatization, one of the
nationalized banks adopted a well-
thought out policy in this regard. �ey 
initiated a three-tier process: �rstly, 
recruiting fresh graduates as Trainee 
O�cers; secondly, fresh graduates from 
the prime business schools were inducted 
as Management Trainee O�cers; and 
�nally, they inducted senior/mid-level 
bankers from other banks. �is sta�-mix 
further integrated with the existing 
members of sta�. Although, there were 
some negligible ri�s and resistance but at 
the end of the day, this evolved altogether 
into a new culture which enabled the 
bank to grow enormously. 

    As a result of privatization, for some 
years the banking industry witnessed a 
very high number of switchovers. Even 
juniors switched their jobs quite frequently 
in those days. Quite a number of workers 
have been exposed to di�erent working 
environments / cultures, thus they can feel 
the di�erence for better or otherwise. 
�is, in turn, can enhance or reduce the 
sta�-turnover, which is yet another 
barometer to gauge the environment      
and HR policies of the banks. 

       �e bank's (�eld) o�cers go out in the 
market for soliciting new relationships 
and to increase existing business, that is 
external marketing. When di�erent 
divisions / sections at a head level 
maintain cordial relationship with sta� 
members, this is known as internal 
marketing. External marketing wins 
business and clients whereas internal 
marketing wins dedicated sta�; both are 
vital for the growth of the bank.
      
      Another equally important issue for the 
newly appointed, as well as existing 

employees, is their placement in branches 
and di�erent segments of the bank.             
It should be done keeping the pro�le of 
the employee in view. For example, a 
management trainee o�cer  in a bank, 
who graduated from one of the prominent 
business schools, was posted in a very busy 
branch located in the old city area of 
Karachi. A�er some time, his batch    
mates asked him what he had learnt so far. 
“Many non-standard terms”, was his 
answer. He was surely a mis�t in that 
branch. Instead, his placement in a    
corporate branch would have been              
bene�cial for both him and the bank.

OPERATIONAL RISK

A�er some disastrous events and �nancial 
upheavals worldwide, the area of Risk 
came into the lime light. �erefore, this 
topic is of utmost importance to the 
banks, globally. 

   �ere are di�erent types of risks like 
Credit Risk, Market Risk, Operational 
Risk etc.  Since the topic of operational 
risk comes partly within the scope of this 
article, it would, therefore, be discussed 
brie�y. 

     Operational risk is de�ned, broadly, as 
the risk of loss due to failures in people, 
processes, systems or external events.  It 
can also take the shape of many other 
risks, in particular, regulatory and
reputational risks. It can also include 
other classes of risk; such as fraud,
security, privacy protection, legal risks etc. 
Operational risks a�ect client satisfaction, 
reputation of the bank and shareholder 
value. Moreover, they are not diversi�able 
(risks are diversi�ed, to reduce the 
impact) and cannot be laid o�; meaning 
that, as long as people, systems and 
processes remain imperfect, operational 
risk cannot be fully eliminated.                 
Operational risk has a potential to 
become a very costly risk for banks, which 
have not managed it well. Unfortunately, 
the general attitude is that the most    
safety activities are “reactive” and not               
“proactive." Many organizations wait for 
losses to occur before taking steps to 
prevent a recurrence.                     

  Operational risk, nonetheless, is
manageable as to keep losses within some 
level of risk tolerance (i.e. the amount of 
risk one is prepared to accept in pursuit of 
his objectives).

n smaller businesses, this job is done 
by the owner (proprietor) himself, 
whereas in large-scale organizations 
(where ownership and management 

are divorced functions), it is the
responsibility of the management. Why is 
it like that? Simply because the
organization, on its own, is nothing and 
cannot look a�er its own a�airs. Instead, 
it is being run by a team of individuals. 
�e members of such teams are placed
systematically, on di�erent tiers. �is 
process has an underlying perpetual 
process of recruitment/separation (on 
account of retirement, resignation,
termination and death).

      �e importance of people management 
is undoubted but at the same time,
managing human beings is indeed a 
delicate, complicated and a di�cult job.  
People are individuals, having distinct 
behavior, di�erent and sensitive natures, 

varying mindsets, emotional variations, 
di�erent a�liations etc. �e fabric of 
human relationship is very delicate, thus 
managing them requires skills and 
e�ective planning. Although many 
individuals can work in groups/teams but 
to evolve, a joint e�ort for the
achievement of organizational goals is a 
di�cult task for the management — 
making the management of people in
a large-scale enterprise is a ‘shared
responsibility’.

      People management dates back to
the era when man �rst came to this
world. However, for the process we are
discussing in this article, the term ‘Human 
Resource’ was coined in the 1960s,
when the value of labor relation began
to gather attention and when notions 
such as motivation, organizational
behavior and selection assessments began 
to take shape.

        According to Business Dictionary, it is 
“the resource that resides in the
knowledge, skills and motivation of 
people." Human resource is the least 
mobile of the four factors of production 
and (under right conditions) it improves 
with age and experience, which no other 
resource can do. It is, therefore, regarded 
as the scarcest and the most crucial 
productive resource that creates the 
largest and long lasting advantage for an 
organization. 

    Loads of books have been written 
globally on human resource (HR). In this 
article, some aspects of HR in the banking 
institutions will be discussed. 

   To achieve its objectives, any bank 
undergoes one of the most important 
processes, which is Strategy Formation. 
�e importance of Strategy Formation is 
such that it is the business of the Chief 
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   Existence of operational risk makes 
e�ective HR Management (HRM) very 
vital for banks. Recruitment, rotation, 
placement and training of workers are 
very sensitive and important processes 
and the management of banks should 
attach due importance to them. �is will 
ensure to minimize host of risks.
For example, when talking about
recruitment, in the past, senior bankers 
during the recruitment process, used to 
try to assess whether the applicant for the 
job, is “over ambitious." Ambition is 
indeed a driving force, but excess of it 
might take a person to achieve (personal) 
targets even by employing unfair means. 
Banks, surely, cannot a�ord the glut of 
(personal) ambitions. Yes, indeed the 
mainstream ambition for the bank is 
required to enhance its business.

  

     

It is a policy matter that sta� should not 
be stationed in a branch for more than a 
certain period (usually three years). 
Internal controls of banks have very vocal 
provisions on this and the internal 
auditors religiously point out overstaying 
sta� members in their reports. It is a 
matter of concern that the �eld
management  does not attach due
importance to rotations / transfers of
the sta�, mainly on the pretext of
disturbances in the services to the clients, 
due to movement of certain sta�. �is 
tendency indicates that the �eld
management, usually, is not giving
due importance to the succession
plan. It would be desirable that the
human resource department should 
ensure that such exercises are carried out, 
as and when deemed necessary. Same
is the case with annual leaves. It is
mandatory, for the workers, to proceed on 
an annual leave. �e good thing is that the 
banks are adhering to this practice.      

   Some people are favored by natural 
aptitudes but all must train themselves to 
provide leadership in a way that the 
organization needs. �e training policies 
should be such that the workers according 
to their respective levels of hierarchy are 
trained / refreshed, on di�erent
professional issues and aspects, to become 
competent enough. A continuously run 
training process ensures ‘succession plan’ 
is in place and produces leaders for the 
organization. Moreover, it addresses the 
issue of  ‘sudden leadership’, where, in case 
of emergency an ‘automatic choice’ has to 
be taken. If the person who becomes an 
automatic choice is not trained enough, 
then it would rather be risky for the 
organization to make this choice.

Some of the bene�ts of the training 
process may be:

•   Enhancement of technical knowledge, 
con�dence and professionalism of the 
workers.

•  Screening of staff members to know 
who are now ready for elevation or a more 
responsible position.

•  Interactive sessions might expose any 
sta� member who is nurturing an idea 
which might cause loss to the bank.

Perhaps these things in larger banks are 
not easy to do but banks can carry out 
such exercises, at least, for their existing 
branch managers and branch managers in 
the making.

     State Bank of Pakistan (SBP), recently has 
taken a step in this direction. SBP has issued 
guidelines to establish continuous learning 
atmosphere for bankers posted in urban and 
remote area branches [BPRD Circular # 12, 
dated 30.9.2016]. Keeping the seriousness 
of the matter in view, it is desired that a 
policy in this regard should be prepared, 
which must be approved by the Board of 
Directors of the banks. �e policy should 
cover training of all major functional areas 
of banking as well as related so� skills. 
Budget in this regard should be made part of 
an overall budget, duly approved by BODs. 
Moreover, HR Committee of the Board 
should monitor utilization of training and 
development budget. �e most important 
point is that the banks are required to 
maintain a periodic MIS on training, which 
shall be reviewed by SBP during its on-site 
inspection.        

Islamic Banking

In Pakistan, the market share of Islamic 
banking assets and deposits in the overall 
banking industry reached 11.40% and 
13.20 % respectively (SBP Islamic 
Banking Bulletin April-June 2016). Due 
to this one cannot ignore, the Shariah 
complied banking, while     discussing the 
banking industry as a whole. Islamic 
Banks are exposed to some peculiar risks 
like Shariah Non-Compliance Risk and 
Rate of Return Risk (also its extension, 
Displaced Commercial Risk), which exist 
beside other normal risks. �e participative 
nature of the contract, for example, in case 
of Musharakah and Mudaraba, enhances 
the technicalities and risk of Shariah 
based transactions. To handle such 
transactions by safeguarding the interest 
of the institution, workers have to be well 
prepared, technically. �us, it has an 
additional dimension of the Human 
Resource, which is the shortage of trained 
and quali�ed workers. �is makes HRM 
more challenging in Islamic Banking and 
accordingly the banks have to deal with it. 

 On one side we have developed 
extremely complex markets, intense 
challenges due to highly sophisticated IT, 
globalization etc. Banks have to make use 
of these developments to maximize the 
pro�ts. On the other hand, with the 
passage of time, di�erent risks are also 
becoming more complex thus more 
challenging; many of the Risks were 
perhaps not even known to the banks 
some decades back. Banks have to avoid 
such risks to avoid losses. To reach a 
win-win situation, it is the need of the 
hour to develop Human Resource, to keep 
pace with the developments and to   
counter, to a great extent, the Risks in any 
form.

CHANGING ENVIRONMENT, A COMPLEX 
MARKET, DEVELOPMENT OF DIFFERENT 
FINANCIAL INSTRUMENTS & CUT-THROAT 
COMPETITION COMPELLED THE BANKS 
TO REALIGN THEIR BUSINESS STRATEGIES, 

ON DO-OR-DIE BASIS.



























How did you learn about the IBP Superior
Qualification (ISQ) program?

AH: �e management trainee program of UBL requires all 
trainees to appear for �rst two levels of the IBP Superior
Quali�cation Program. As a management trainee, I appeared for 
both the levels to ful�ll this requirement, however, appearing for 
the third level of the program was a personal choice.

SS:  �rough my o�ce colleague.

FM: �e ISQ program was something we were briefed about by 
our learning team at Bank Alfalah. Being a part of management 
trainee program we were required to complete 3 months of 
intensive classroom banking training.  During this period we were 
encouraged by our Learning Division to pursue these exams. 
�at’s how I ended up enrolling for this program. 

RH: At the time of our orientation at MCB Bank Ltd., we were 
intercalated with a complete roadmap for all the successful 
bankers who wish to climb up the ladder of success faster and 
want to take a lead — and that is when we were acquainted about 
ISQ, the rewards, incentives and the edge that it could provide us 
for growing faster in the banking industry. 

What motivated you to pursue the ISQ  JAIBP 
program?

AH: Apart from the mandatory requirement of the MT program 
at UBL, I realized that in order to excel in the banking sector, a 
certi�cation from an institute in the banking industry was
necessary. Being the only recognized Institute of banking in 
Pakistan, I decided to pursue the IBP - JAIBP program.

SS: To enhance my knowledge and make myself more competent 
in my profession.

FM: It’s very di�cult to say what exactly pushed me for JAIBP, 
but I could pen down a few reasons that made me pursue the 
examination. Firstly, as I have already mentioned, it was the 
learning team at Alfalah that pushed me for this. Secondly, I feel 
that it is very important to understand the career one pursues. I 
am a strong believer of the fact that the key to achieving is being 
sincere to your career and the �rst step is to understand and learn 
what you are expected to do. IBP’s JAIBP quali�cation was the 
perfect solution to understanding the banking career. 

RH: As I have always been more focused towards growth
opportunities and always been keen to learn and explore, the idea 
of getting the ISQ quali�cation turned into a vow and resolution 
of the upcoming year. So basically the quest of learning,
improving and climbing the ladder of success a little faster 
motivated me to pursue the JAIBP program.

Can you share some positive experiences about 
the program/examination?

AH: From the group study with my fellow management trainees 
to the welcoming nature of the sta� at IBP during the
examination, it has been a positive experience for me.

SS: �e program has reconnected me with my studies again. 

FM: Yes, during my program I got the opportunity to learn the 
theories behind our everyday banking practices. In addition, the 
post-exam session was a good networking opportunity with other 
bankers in the industry. 

RH: My experience so far has been exceptional and stimulating, 
as IBP has not only accorded me expertise and enlightened my 
knowledge of banking but has also o�ered me a�liation with the 
Institute based on my distinction. �is is indeed an honor for me 
and has given me the opportunity to advance my skills working 
with sophisticated professionals.

What were your anticipations or fears during 
the preparation of the exam? How did you 
manage to cope with the stress?

AH: It was my �rst experience of appearing for any exam along 
with a full-time job. However, due to the support of my o�ce 
colleagues and supervisors, I managed to cope with the stress.

SS: I was confused about the exam pattern what type of paper it 
would be because there were no past papers available on the 
website. �en I started preparation form IBP books and by the 
grace of Allah I achieved success.

FM: Studying while working is di�cult and I always feared not 
being able to take out enough time for my studies. For me, 
building the momentum to study was also very di�cult. However, 
I always found that I could manage and build it if I studied with 
interest and I found the IBP content not only interesting but also 
very relevant. 

RH: Initially I was a bit hesitant about the idea of enrolling for 
ISQ and simultaneously continuing my job, along with my MBA. 
Apparently it seemed di�cult but I turned my apprehensions into 
a challenge and tried my best to prioritize the tasks so I could get 
enough time to prepare for JAIBP.

How will this qualification enhance your 
career? As a banking professional, where do 
you see yourself in the next 5-10 years?

AH: �is quali�cation has helped me by imparting an in-depth 
knowledge about basic banking at the start of my career. Apart 
from this, it helped me in gaining knowledge about specialized 
areas of banking including Trade Finance, SME banking,
Marketing and Accounting for Financial Services etc. 

SS: �is quali�cation boosts your career by increasing your 
knowledge. It is a comprehensive program through which you are 
able to understand all matters of banking which will be bene�cial 
for your career.

FM: �e completion of ISQ has put me in a network of seasoned 
bankers and �nancial advisors that provides me a competitive 
edge. I see the next 5-10 years of my career as challenging and 
rewarding. I am driven by my ambition to succeed at what I love 
and hence I have no role-speci�c goal set for myself for now.

RH: So far, this quali�cation has provided me an edge at my 
workplace and I plan to appear for AIBP as well. In the coming 
5-10 years I see myself as heading one of the regions as Area Head 
Operations.

What suggestions do you have for improve-
ment in the current ISQ program?

AH: �e current ISQ program could be improved further by 
inclusion of more practical and scenario based questions in the 
exams. �is would help the participants to learn from real life 
scenarios and cope with similar situations at work. Furthermore, 
the exam material (books) needs to be revised to add current, 
relevant information and remove outdated data.

SS: I would like to suggest to review the books. �ere are some 
irrelevant data that needs to be edited which increase the burden 
of books rather than increasing the knowledge.

FM: I don’t think there is much that I could recommend for 
improvement. I believe that ISQ is based on a relevant and 
competent professional education system that matches industry 
standards. 

RH: I would recommend for upgradation of the course books 
and include more practical/case study based questions in the 
exams, establish a bonding with the Alumni and keep us updated 
about any sort of trainings being conducted at IBP so we may not 
miss any opportunity to learn/ explore and groom ourselves.

Can you comment on IBPs role in conducting 
this program? How can its role be enhanced 
to facilitate candidates?

AH: IBP can facilitate candidates by providing clear information 
to current candidates and aspiring bankers about the various 
programs and a�liations it has with other renowned
organizations along with the various trainings it provides on an 
ongoing basis. �e overall experience with this Institute has been 
quite rewarding for my career.

SS: IBP plays a fundamental role in conducting ISQ program. 
Candidate enhance their quali�cations because of IBP.  It has          

a well organized set up which encourages bankers for this                     
quali�cation. �e overall experience is good because it reconnects 
us to learning, which is not possible in normal working                 
conditions.

FM: IBP has been playing a very pivotal role in the banking  
industry. �e institution has been developing the knowledge      
and skillset of aspiring individuals to meet the requirements of  
the �nancial sector employers. �e contribution of IBP towards 
Pakistan’s economy is hence undeniable.

RH: IBP is doing a great job in facilitating the candidates, I found 
all the activities conducted by IBP streamlined and well managed, 
but I think a little more focus is required from both IBP and the 
employers to collectively attract the candidates towards the 
certi�cation programs as many of the young bankers still have no 
idea about this certi�cation.

What message would you like to give to            
aspiring bankers? Why would you advise   
them to pursue the ISQ program?

AH: Being the only recognized quali�cation in the banking 
industry of Pakistan, I would advise all aspiring bankers to pursue 
the ISQ program.

SS: I would like to request all bankers to complete this                     
certi�cation because it will help in their career development.

FM: �e ISQ program is a strong stepping stone for                            
individuals who aspire to pursue a successful career in banking. 
An investment in knowledge, as they say, pays the best interest. 

RH: �e picture is quite clear to all of us; business schools are 
providing a huge number of MBA’s to the market every year, if you 
want to be a successful banker in this industry, then you really 
need to have an edge over other candidates. Here in Pakistan we 
have IBP that is o�ering quality programs to the young bankers 
that can actually let you stand out, so if you wish to be the 
sparkling star among others, make sure to enroll for IBP’s  ISQ  
examination and put all your e�orts to reach the heights of 
success.
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How did you learn about the IBP Superior
Qualification (ISQ) program?

AH: �e management trainee program of UBL requires all 
trainees to appear for �rst two levels of the IBP Superior
Quali�cation Program. As a management trainee, I appeared for 
both the levels to ful�ll this requirement, however, appearing for 
the third level of the program was a personal choice.

SS:  �rough my o�ce colleague.

FM: �e ISQ program was something we were briefed about by 
our learning team at Bank Alfalah. Being a part of management 
trainee program we were required to complete 3 months of 
intensive classroom banking training.  During this period we were 
encouraged by our Learning Division to pursue these exams. 
�at’s how I ended up enrolling for this program. 

RH: At the time of our orientation at MCB Bank Ltd., we were 
intercalated with a complete roadmap for all the successful 
bankers who wish to climb up the ladder of success faster and 
want to take a lead — and that is when we were acquainted about 
ISQ, the rewards, incentives and the edge that it could provide us 
for growing faster in the banking industry. 

What motivated you to pursue the ISQ  JAIBP 
program?

AH: Apart from the mandatory requirement of the MT program 
at UBL, I realized that in order to excel in the banking sector, a 
certi�cation from an institute in the banking industry was
necessary. Being the only recognized Institute of banking in 
Pakistan, I decided to pursue the IBP - JAIBP program.

SS: To enhance my knowledge and make myself more competent 
in my profession.

FM: It’s very di�cult to say what exactly pushed me for JAIBP, 
but I could pen down a few reasons that made me pursue the 
examination. Firstly, as I have already mentioned, it was the 
learning team at Alfalah that pushed me for this. Secondly, I feel 
that it is very important to understand the career one pursues. I 
am a strong believer of the fact that the key to achieving is being 
sincere to your career and the �rst step is to understand and learn 
what you are expected to do. IBP’s JAIBP quali�cation was the 
perfect solution to understanding the banking career. 

RH: As I have always been more focused towards growth
opportunities and always been keen to learn and explore, the idea 
of getting the ISQ quali�cation turned into a vow and resolution 
of the upcoming year. So basically the quest of learning,
improving and climbing the ladder of success a little faster 
motivated me to pursue the JAIBP program.

Can you share some positive experiences about 
the program/examination?

AH: From the group study with my fellow management trainees 
to the welcoming nature of the sta� at IBP during the
examination, it has been a positive experience for me.

SS: �e program has reconnected me with my studies again. 

FM: Yes, during my program I got the opportunity to learn the 
theories behind our everyday banking practices. In addition, the 
post-exam session was a good networking opportunity with other 
bankers in the industry. 

RH: My experience so far has been exceptional and stimulating, 
as IBP has not only accorded me expertise and enlightened my 
knowledge of banking but has also o�ered me a�liation with the 
Institute based on my distinction. �is is indeed an honor for me 
and has given me the opportunity to advance my skills working 
with sophisticated professionals.

What were your anticipations or fears during 
the preparation of the exam? How did you 
manage to cope with the stress?

AH: It was my �rst experience of appearing for any exam along 
with a full-time job. However, due to the support of my o�ce 
colleagues and supervisors, I managed to cope with the stress.

SS: I was confused about the exam pattern what type of paper it 
would be because there were no past papers available on the 
website. �en I started preparation form IBP books and by the 
grace of Allah I achieved success.

FM: Studying while working is di�cult and I always feared not 
being able to take out enough time for my studies. For me, 
building the momentum to study was also very di�cult. However, 
I always found that I could manage and build it if I studied with 
interest and I found the IBP content not only interesting but also 
very relevant. 

RH: Initially I was a bit hesitant about the idea of enrolling for 
ISQ and simultaneously continuing my job, along with my MBA. 
Apparently it seemed di�cult but I turned my apprehensions into 
a challenge and tried my best to prioritize the tasks so I could get 
enough time to prepare for JAIBP.

How will this qualification enhance your 
career? As a banking professional, where do 
you see yourself in the next 5-10 years?

AH: �is quali�cation has helped me by imparting an in-depth 
knowledge about basic banking at the start of my career. Apart 
from this, it helped me in gaining knowledge about specialized 
areas of banking including Trade Finance, SME banking,
Marketing and Accounting for Financial Services etc. 

SS: �is quali�cation boosts your career by increasing your 
knowledge. It is a comprehensive program through which you are 
able to understand all matters of banking which will be bene�cial 
for your career.

FM: �e completion of ISQ has put me in a network of seasoned 
bankers and �nancial advisors that provides me a competitive 
edge. I see the next 5-10 years of my career as challenging and 
rewarding. I am driven by my ambition to succeed at what I love 
and hence I have no role-speci�c goal set for myself for now.

RH: So far, this quali�cation has provided me an edge at my 
workplace and I plan to appear for AIBP as well. In the coming 
5-10 years I see myself as heading one of the regions as Area Head 
Operations.

What suggestions do you have for improve-
ment in the current ISQ program?

AH: �e current ISQ program could be improved further by 
inclusion of more practical and scenario based questions in the 
exams. �is would help the participants to learn from real life 
scenarios and cope with similar situations at work. Furthermore, 
the exam material (books) needs to be revised to add current, 
relevant information and remove outdated data.

SS: I would like to suggest to review the books. �ere are some 
irrelevant data that needs to be edited which increase the burden 
of books rather than increasing the knowledge.

FM: I don’t think there is much that I could recommend for 
improvement. I believe that ISQ is based on a relevant and 
competent professional education system that matches industry 
standards. 

RH: I would recommend for upgradation of the course books 
and include more practical/case study based questions in the 
exams, establish a bonding with the Alumni and keep us updated 
about any sort of trainings being conducted at IBP so we may not 
miss any opportunity to learn/ explore and groom ourselves.

Can you comment on IBPs role in conducting 
this program? How can its role be enhanced 
to facilitate candidates?

AH: IBP can facilitate candidates by providing clear information 
to current candidates and aspiring bankers about the various 
programs and a�liations it has with other renowned
organizations along with the various trainings it provides on an 
ongoing basis. �e overall experience with this Institute has been 
quite rewarding for my career.

SS: IBP plays a fundamental role in conducting ISQ program. 
Candidate enhance their quali�cations because of IBP.  It has          

a well organized set up which encourages bankers for this                     
quali�cation. �e overall experience is good because it reconnects 
us to learning, which is not possible in normal working                 
conditions.

FM: IBP has been playing a very pivotal role in the banking  
industry. �e institution has been developing the knowledge      
and skillset of aspiring individuals to meet the requirements of  
the �nancial sector employers. �e contribution of IBP towards 
Pakistan’s economy is hence undeniable.

RH: IBP is doing a great job in facilitating the candidates, I found 
all the activities conducted by IBP streamlined and well managed, 
but I think a little more focus is required from both IBP and the 
employers to collectively attract the candidates towards the 
certi�cation programs as many of the young bankers still have no 
idea about this certi�cation.

What message would you like to give to            
aspiring bankers? Why would you advise   
them to pursue the ISQ program?

AH: Being the only recognized quali�cation in the banking 
industry of Pakistan, I would advise all aspiring bankers to pursue 
the ISQ program.

SS: I would like to request all bankers to complete this                     
certi�cation because it will help in their career development.

FM: �e ISQ program is a strong stepping stone for                            
individuals who aspire to pursue a successful career in banking. 
An investment in knowledge, as they say, pays the best interest. 

RH: �e picture is quite clear to all of us; business schools are 
providing a huge number of MBA’s to the market every year, if you 
want to be a successful banker in this industry, then you really 
need to have an edge over other candidates. Here in Pakistan we 
have IBP that is o�ering quality programs to the young bankers 
that can actually let you stand out, so if you wish to be the 
sparkling star among others, make sure to enroll for IBP’s  ISQ  
examination and put all your e�orts to reach the heights of 
success.
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he 21st century witnessed
major changes in the �nancial
environment surrounding bank 

regulators and banks. Banking and
Monetary Policies in a Changing
Financial Environment delves into three 
of these developments and challenges.
     �e �rst change in the �nancial 
environment relates to the rise in the 
number and sophistication of �nancial 
and economic crimes which shaped the 
international regulatory architecture. 
New rules and regulations led to the 
creation of new strategies to combat these 
crimes, especially those concerning the 
spread of more advanced money
laundering methods and techniques, 
terrorist �nancing a�er the 9/11 attacks, 
and the proliferation of weapons of mass 
destruction.
     �e second development concerns the 

global �nancial crisis of  2008 which 
drastically a�ected the regulatory 
environment of various international and 
domestic �nancial authorities causing 
major changes in bank lending and
corporate governance policies, and in the 
development of the Basel III accord on 
capital adequacy for bank supervision. 
�e third development manifests itself
in the creation of a major European
monetary union without a �scal union 
and a giant European central bank 
impacting the conduct of monetary 
policy.
   �is book combines theory, policy, 
regulation and institutional approaches 
with empirical testing , analyzing
applications and case studies of various 
international regulatory authorities and 
administrations, countries and jurisdictions, 
central banks and commercial banks. 

        �is volume is suitable for those who 
study international Finance, Banking and 
White Collar Crime. 
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ver the past decade �nancial 
service innovations have 
contributed to a completely 

new way in which customers can bank, 
threatening the status quo of traditional 
retail banks, and rede�ning a banking 
model which has been in place for genera-
tions. �ese new technological advance-
ments have facilitated the rapid 
emergence of digital banking �rms and 
FinTech companies, leading to established 
banks being forced to swi�ly increase 
their pace of digital adoption to stay 
relevant and stop mass client attrition to 
these agile �nancial start-ups. �ese 
threats come at an inopportune time for 
banks due to mature markets currently 
experiencing stagnant growth. �is 
coupled with decreasing pro�t margins 
due to the competitive pricing of new 
entrants, and �nancial customer loyalty 
becoming ever increasingly more tenuous.

Reviews

“�e Digital Banking Revolution captures 
the e�ects of disruption brought to the 
banking industry by emergent �nancial 
technology businesses. �e author 

provides a fascinating examination of 
several companies who have recently 
developed new �nancial innovations and 
how they are demonstrably signi�cant to 
the consumer."
— Victor von Gierszewski
Managing Director - TNS Global

     "�e Digital Banking Revolution is
an informative read focused on
the transformational changes facing 
traditional retail banks worldwide. It 
covers insightful well-researched analysis 
on: big data, customer engagement, 
disruptive technologies, mobile payments, 
and the changing �nancial behaviors of 
consumers, in particular millennials." 
—Michael A. C. Hart
Chairman and CEO - TPS Capital

    "�e Digital Banking Revolution    
should be considered a survival guide for 
bank leaders, providing those in the 
industry with a strategic blueprint on  
how to adapt, evolve and succeed in this 
digital age."
— G. Paul Warner
Former Private Bank Director 
 - National Australia Bank
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his book presents a broad overview 
of risk management in the banking 
industry, with a special focus on 

strategic thinking and decision-making. It 
reveals the broader context behind 
decision models and approaches to risk 
management in the �nancial industry, 
linking the regulatory landscape for 
capital management and risk to strategic 
thinking, together with behavioral and 
cultural assessments.
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