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Abstract

Abstract

This study aimed to review the role of monetary policy tools in liquidity management
according to the growth of Islamic banking through the study of international experiences
(Malaysia, UAE, Sudan) in developing and creating monetary policy tools in liquidity
management.

The study concluded that with the great development in Islamic banking, central banks
have resorted to developing monetary policy tools to ensure control over the liquidity of the
banking system as a whole and maintain financial stability. In this regard, some central banks
have developed Shariah-compliant monetary policy instruments such as certificates of deposit
based on Murabaha contracts, among other financing instruments., some of them have also
attempted to develop open market operations by trading in Shariah-compliant securities.
However, further study and research is required into the nature of Islamic banking activities
and their relationship with central banks to ensure the development of Shariah-compliant
monetary instruments on a permanent basis.

In Algeria, we have concluded that Islamic banking is limited in number and size, in
addition to the Bank of Algeria’s failure to take into account its privacy, in addition to its lack
of a legislative and regulatory system, a supporting infrastructure, and qualified human
resources to work in these institutions. These obstacles prevented it from spreading and
carrying out its activities. The study recommended the provision of appropriate regulatory
mechanisms for the nature of Islamic banks within the framework of clarifying the
relationship between the Bank of Algeria and Islamic banks, especially with regard to
liquidity, which is one of their biggest problems, and in this regard, it is possible to develop
monetary tools for liquidity management suitable for Islamic banks at the level of the Bank of
Algeria, enabling it to manage monetary policy in order to influence liquidity and bank
reserves on the one hand, and a tool for financing projects on the other hand according to
benefit from the experiences of leading countries in this field.

Keywords: liquidity, liquidity management, monetary policy, Islamic banking.
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— Mohammed Zakkariya Mulkiaman (2016), Impact of Monetary Policy and
Macroeconomic Environment on Islamic Banking Operations in a Dual
Banking System of Malaysia
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— Ghassan Farouk Ghandour (2017), Application of Tools of The Monetary Policy
on Islamic Banks in Malaysia.
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- Bank Negara Malaysia, Financial Stability Review, Second Half 2020, p: 54.
- Bank Negara Malaysia, Financial Stability and Payment Systems Report, 2015, Annex, p:2
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' Bank Negara Malaysia, List of Banking Institutions, Available on: https:/www.bnm,gov,my
2 Beladjine Khaldia, Yamani Leila , Malaysian Experience in Islamic Banking, les cahiers du MECAS, V°16/
N°1 / June 2020, p 66.
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- Bank Negara Malaysia, Financial Stability Review, Second Half 2020, p: 54.
- Bank Negara Malaysia, Financial Stability and Payment Systems Report, 2015, Annex, p:2
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- Bank Negara Malaysia, Financial Stability Review, Second Half 2020, p: 54.
- Bank Negara Malaysia, Financial Stability and Payment Systems Report, 2015, Annex, p:2
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Source: IFSB, Prudential and Structural Islamic Financial Indicators (PSIFIs) for Islamic Bank.
https://www.ifsb.org/psifi_03.php
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— IFSB, Prudential and Structural Islamic Financial Indicators (PSIFIs) for Islamic Bank.
https://www.ifsb.org/psifi_03.php
— IFSB, Islamic Financial Services Industry, Stability Reports (2013-2019)
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" IFSB, Islamic Financial Services Industry, Stability Report 2020, p 59.
? Bank Negara Malaysia, financial stability and payment system report, 2018, p71
* Bank Negara Malaysia, financial stability and payment system report, 2017, p58
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! Bank Negara Malaysia, Statutory Reserve Requirement, Issued on: 16 March 2021,p 1.

2 Bank Negara Malaysia, Statutory Reserve Requirement (SRR) : https://www.bnm.gov.my

3 Ghassan Farouk Ghandour, Application of Tools of The Monetary Policy on Islamic Banks in Malaysia,
International Journal of Research - Granthaalayah, Vol 5 (Iss4), 2017, p 4.

* Bank Negara Malaysia, Statutory Reserve Requirement (SRR) : https://www.bnm.gov.my
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! Bank Negara Malaysia, Anuual Report 2018, p 187.

* Bank Negara Malaysia, Islamic Money Market Operations, available on: https:/www.bnm.gov.my

® Bank Negara Malaysia, The instruments of monetary operation, available on: https://www.bnm.gov.my
* Bank Negara Malaysia, Annual Report 2017 ,p 73.

> Bank Negara Malaysia, The instruments of monetary operation, available on: https:/www.bnm.gov.my
6 Bank Negara Malaysia, Anuual Report 2017, p 214.
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' Bank Negara Malaysia, Anuual Report 2018,p 144.

* Bank Negara Malaysia, Malaysian Bond Market, available on:
https://www.bnm.gov.my/financialmarkets/bondmarket

* Ibid

* Bank Negara Malaysia, The instruments of monetary operation, available on: https://www.bnm.gov.my
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' Bank Negara Malaysia, Annual Report 2011, p82.

? Introduction of Bank Negara Monetary Notes-Istithma,BNM, available at:
https://www.bnm.gov.my/-/introduction-of-bank-negara-monetary-notes-istithmar
? Ghassan Farouk Ghandour, op cit, p38
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' Bank Negara Malaysia, Annual Report 2018,p 80.

* Mohammed Zakkariya Mulkiaman, op cit, p61.

? Janoearto Alamsyah and Mansur Masih, Impact of islamic money market development on islamic bank
liquidity management: a case study of Indonesia, Munich Personal RePEc Archive (MPRA), 18 October
2017, p8.

o sny B et w3 ey T et e el il
4 Mudhakkir Abdul, islamic money market Instruments, available on: https://www.linkedin.com
(28/08/2022)
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! Islamic Interbank Money Market, available on: https:/iimm.bnm.gov.my/i
? Bank Negara Malaysia, Annual Report 2017 , p 214

3 Bank Negara Malaysia, Guidelines on Accepted Bills-I, available on: https:/www.bnm.gov.my
* Beladjine Khalida, Yamani, Op Cit, p 70.
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! Staff Writer, UAE Islamic banks market share in 2019 lowest in five years as assets dip, Salaam Gateway,
04 Feb 2020, available at, available at: https://salaamgateway.com

? Hassan Jivraj, UAE Islamic banking assets fall as lender consolidation, macro-economic woes weigh, say
analysts, Salaam Gateway, 10 Feb 2020, available at: https://salaamgateway.com

* ICD-REFINITIV, Islamic Finance Development Report 2020, p 27.
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Commodity Murabahah Programme

INTRODUCTION

As a part of Bank Negara Malaysia's initiative to support Islamic Finance development in
Malaysia, Commodity Murabahah Programme (CMP) was introduced to facilitate liquidity
management and investment purposes. CMP is a cash deposit product which is based
on a globally acceptable Islamic concept. It is an efficient instrument for mobilisation of
funds between surplus and deficit units.

CMP is designed to be the first ever commodity-based transaction that utilises the Crude
Palm Oil based contracts as the underlying assets.

CMP transaction with BNM was first auctioned competitively in the Islamic Interbank
Money Market (IIMM) via the Fully Automated System for Issuing/Tendering (FAST) on
14 March 2007 and it marked an extensive effort by the country to become a significant
player in Islamic Financial Market globally. CMP may also be fransacted bilaterally
amongst lIMM participants including BNM.

The introduction and usage of CMP as liquidity management tool will contrbute to
realising the wision of making Malaysia as an Intemational Islamic Financial Centre

(MIFC).

Source: https://www.bnm,gov.my
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STRUCTURE & MECHANISM
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PRODUCT FEATURES

Background
The introduction of CMP as a domestic Islamic money market instrument has already
been endorsed by the National Shanah Advisory Council.

Purpose
To offer lslamic financial institutions a new instrument in managing liquidity in the IIMM.

Fixed Return
CMP provides cerainty of returns as it 1s undertaken based on pre-agreed ‘margin’ or
‘mark-up’ from the sale and purchase of the underlying asset

BENEFITS

Efficient allocation of resources

Effective liquidity management tool

Platform for monetary policy implementation
Portfolio diversification

Risk management facility

Global acceptance
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FACIUTY DETAILS
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The Agreemant bas been opgroved by the 3CC

Fabures = I AR cyrranc
hiiriFreT an-m.mr e AEDT milion ard morement i molioke of sEDI
rrilbarn
o Prodit Bobe comeenfion is Actfiel, poid on moturity of the Focifhy.
Teror
O MinETeen eesmight
O Masimwem X megnths
AccEptaobks Cobotel
0 Ehoich-cermionl Cerdifoaie of Depasit 5200
O haturity of eolabenal & longer han the Facity’s maturity dote
s Sellemeant
o Teluwsder mourral creomsioncas
O T4 Qunder special citaurrsbances [al CRUAE discration)

Bummary of  *  Bank in need of (he Faciiy has fo nlorm CBUAE The detcls of 1he ceal
Operalianal canel exlatenal vio e Cenbaal Boirk o UAE T Pleslionr.
Frocedures * Should CBUAE agee fo provide the Foclily. CHUAE will inforrm fhee

Bank. v thn Cemba’ Bank al UAE Treasony PlaHarm, hae required rabes
@l irstinact the Bank 1o conchect COMMmEDC Ty Iransaciiond.
o Bonk and CRUAE completed the commodity Trarsocton beiore fund s
redansed ho e Bk,
Collcteral CHUAE requires E-:h‘h 1o pledge collaleral bo cover ary defaull for the
and Deloul defared poymen

The occepionla :nﬂul'eml's» frue lamic S0 fsped by e Cendral Bonk
of UAE “hat fhe Bank s cumandty hotding,
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FACILTY DETAILS

COLLATERALIZED MURABAHAH FACILITY (CMF)

Shucture
Datalls

»  The maturity of the lslamic CD that is Lé-er:l for the colateral must be
longer than the Ch Fackty.

Details of the CMF sty qre as ml'ﬂ'ﬂ'#
-— el Commodities
TTT! '3 LRl EUYE r

sl Bmal Commodities
11. 1 wuy
Owner

2 1 e cOmMmodities
Flow

=t Cash Flow

—

O
==

‘
CENTRAL BANK

*li-.-ihili-l-n

Example
CBUAE to place AED100m with ISLAMIC BANK for 1 veor ot 2.50% p.a

i, CBUAE appoints ISLAMIC BANE, o an Ageni, fo buy
Commodity X from Commodity Owner for AEDI00 mifon on
spot bass, Poyment will be made on the spot value dale.
Defivery of Commadity X is on spot basis,

i. CBUAE, fhen, sefs the Commodily X to SLAMIC BANE for
AEDIOD milion plus profit ot 2.50% on defemed payment.
Poyment will be mode on the malurty date. Dalivery of
Commadily X & on spol bosis. ISLAMIC BANK pledge ldamic CD
as a colloteral 1o secura the defered payment,

i, ISLAMIC BANK sells Commodity X to Commodity Buyer for
AEDIO) milion on spot basis, Payment will be received on spot
valye date. Defivery of Commaodity X is on spoi basis,
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CENTRAL BANK OF THE U.A.E.

Ncbct'in SRS pno
: A November, 2010

To ¢ All Banks
Sutjet . Cemtral  Bamk  Sharia-Compliant
—ertificptes O DepONE

+HPONFRV [RUIRPETRR RN Jp P W]

iyl szl el el

Afer greetings,.

Fiease be informad that the Corbal Sank of the LAE
Wil twm offering ShaciaCompliant CD5  based on
Mazbotah,

All Bankis who wish 1o peeticipate in the program woukd
B reguired;

i, To sign a Commodiy Mumbahah Depost Mastor
Agresment with the Certral Sank of the UAE.

L To instal Shara-Complarnt CDs Auction System,

Detais of the mentioned COs will be a5 per the
ettachrment

To faditate comPilance with the abowe

kinaly contact Treasury Department of the CBUAE &t
O2-€664245 or atermatively Dy emaling to:

cchaced ARiMISCE2e.QXe ds o

Tedialo O ) i e

We wish to take this oppomumity 1o thank al [slermc
Danks for the fedback gren and cooperabion rendered
through ther particdpstion In the Ishwmic Liquidky
m Committes (ILMC), Trhei ofets and

s are greatly aprechatad in developing this

2000y 5502 : a3, oy

2010 uatpd oA

sl ey e

5 i N Bl Bla| ol 1 Lamsall
Sl V| aay it o8] pe AN

B VNS

bhadad Ay ab G Y b e (N S e
S A gl gl Al s Ty A g g S )
A el o ospbha e A AgaA) Ay ul) JSa)

fn phad And pa i g) Ay AR e i gD -
e e
ARG, el B e Ml S 2 -

o sl Uiy b S0 p ) D el S

i PN N el MM_}U‘[‘ gl o

02~ B, Sl o 5 S el el 30 A0 3 0
IS N R Bl s ) GEG6245

¢ mebmmed, mlamimiase buae, gos. o

sohac banasoassdubuise oy e

ApStl £l 38S Sl dm A i a5 J 251
Sl i e el Ly IR e Al e e
Lo et sy wruﬂsnw‘;w}-

prochact,
Yours Sathiuly, ol ¥l o Jnea lplaay
SNl ol L el
o E N
Suitan Bin Nasser Al Suwaidi
Govermor
TATVON s g Y i YRR L YOV SO TV TPV | Ak ks b wu_..r-:,.:u " -.~;v.<| e T o s

ADU DHARS . PO, BOX : B84 - Talnpdeons - SEEII00 - Fan 00 SEEN0L « Tix uwnmmzme.-zzw.rn-ug-uxuﬁu:u
Banaches Teachases : Swteal - SRINTTY, S0l © SS0RSE2. PAN : 2204444, AL AR © TISARSE. TIA @ 200A0A0 TITH B - ek VW Dl . TG EE | B bt vt ety Ll 2ty

o5 sl ALYl da ) ae 28151 (SN Bl playl Shaled (SN samall Ball SLLY) B as : ykaall

2010/5802
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PRODUCT DETAILS

SHARIA-COMPLIANT CERTIFICATE OF DEPOSIT (ICD)

Purpose of The Shanc-compliant CD [ICD) & issued for two main puposes;
Issuance

. as o monetary poicy tool for the Central Bonk of UAE ({CBUAE)

ii. asaflquidity management tool for the Islamic Banks {185)
Shuclwwe of = The ICD would be structured basad on a Murabahch concept where
Sharla- the underlying asset would be commodities, os approved by the UAE
compiiant Shariah Coardination Committee (SCC).
CD *  Detals gre as foliows:

el Commodities
"p Buver

central gank

Commaodities
Owner

-‘-

CRREEE) 3
—_—

eeeeep COMmodities
Flow

—— Cash Flow

@ rnnnnnnnn

A4

ISLAMIC BANKS

Example
ISLAMIC BANKS to ploce AED100m with CBUAE for 1 year ot 2.50% p.a

STEPS

ISLAMIC BANKS appoint CBUAE os an Agent to buy
Commodity X from @ Commaodity Owner for AED10C million on
spot basis. Paymeni wil be made on the spof value date.
Defivery of Commodity X is on spot basis.

IBLAMIC BANKS, then, sell the Commodity X to CBUAE for
AED 100 milon plus profit of 2.57% on defered payment bass.
Payment will be made on the maiwily date. Delivery of
Commadity X Is on spot basis.

CBUAE sels Commedity X 1o Commodity Buyer foe AEDIOO
milicn on spof basis. Payment will be received on spot volue
date. Delivery of Commodity X is on spot basis.

ho

(o8]
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FRODUCT DETAILS

SHAELA-COMPLIANT CERTIFICATE OF DEFGSIT (D)

Shariah
Acceplance

CHUAE has received fthe officiaol approval fom fhe WAE Shanah
Caordinalicn Cormmilies |(3CC], chaired by Or. Hutsain Hamed Hassan an
the following:

Shuciure al Hoes 100

Legal Document for the ICD [Commodity Murabahah Cepaosit
rdaster Agrearmeant)

Lt af Apocowed Commodilies

Commadity Providers

Legal document between CBUAE ond Commodity Providers

Legal
Docurmends

mEach [damic bank which wishas fo buy BC0 must, af the onsef, sign the
Cormmadity Murababoh Depoasit Mogber doreement with the Ceniral
Bank of UAE

“Toben

Faolures

= Fonm and Denommatian

Transterable Emk-Emr:.- Fiaern

O I AED, USE andd EUR cyrrencies
C  stinimurm amount is | milicn in the respective cumencies and any
increrment in the mulfigles of 1 milicn
O Profit Rote convenfion B Ach/ 380, paid on moturity for K20 mabhuring
Iweek to 12 months ond on semi-cnreal boss for 1ICDs mohering
dbove |2 months
m b hurily
O 1 weaek
O 1.2 3 4 %and 12 months
0O 2.3 4 5yaans
D Murnbes
& Boch KD will be assign an [0 numbser
O The numberis the offical reference of that porficuor KD
0 Tha ID nuomibar will be alocaled by the Central Bank and conveyed
iz 1Bs in the cdeal confirmation
w5 fleEmenl

[
=

I+ 1

mFrimary lsmance
Tenor 1 wesk 10 12 months - irough auclian

—

AED ICDs will B Bxued on Fhe daily Boss aocept Fidays, Sahrdays
e Pubslic Hodidicys

LSS0 omd EUE PCOs will be issuesd on the daoily basis aucep! Fidays,
Sn*m-:ln';.'s. 5un|:|-:|'||: and PuBlic I-.r.ﬂid-:::.l:_ Eeaged an dermond

T T yicars fo 5 yedng

ksuonce will ba bosad on bilalera arangemenl,

wushady and Proof of Chamarship

O

CHUAE will be the sole custody of the ICD ssued
Froot of ownership as evidenced by the CBUAE records
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PRODUCT DETAILS

SHARIA-COMPLIANT CERTIFICATE OF DEFOEIT (KEDY)

Shawiah
Acceplonce

CBUAE has received the official approval fom the UAE Shanah
Caordinalion Commilies [SCC), chaired By Or, Hukigin Hamed Hassan an
the following:

i, Shuciure ol He (G0

iL. Legal Document for the ICD [Commedity Murabahah Deposit
raster Agreament])

i Ligt of Aporowed Commodilies

v, Commadity Providers

¥, Legal dogument between CBUAE ond Commuodity Providers

Legal
Docurmenis

mEach Islamic bank which wishes fo buy B2D must, of the onsef, sign thes
Cormmadily Murababoh Deposit Mosber Acpeement with the Ceniral
Bank of UAE

“alent

Fealures

= Farm and Erﬂuml'nhnn

o Translerable Book-Endry Farrn

O Irv AED, USE and ELIR curmancias

C sinmurm amcunt s | milicn in the respective cumencies and any
increment in the multiples of 1 milon

O Frafit Rote convenfion & ach 380, paid on moduriby foe KOs mahuring
Iweek to 12 months ond on semi-onmeal boss for 1C0Ds motring
above |2 months

m kAcTlurily
O 1 waek
o 1.2 3 4 %and ¥2 maonths
O 23 4 Jyeans

O Murmbes
o Boch ICD will be ossign an 10 numbssr
O The numberis the official reference of thal porSiculicar K20
O Tha 1D rambber will be alocaied by the Central Bonk and conveyed
to 1Bz in the dedl confirmaiion

Sl
o I1+1

mPrimany [ssmance
Tenr 1 weak 16 12 moenths - Ilrcugh auclian

O AED ICDs will be Eued oo Fhe doily Bose except Fidays, Sabhmdays
aatd Puiblic Holida

O WSO oned EUR BCDS will be issuesd on the doily Basis axcept Ridays,
Sn*un:In'?-:, 5.un|:|-:|'||: carvcd Pollic I-.uli-.-]-:::.r:_ s an cermcnd

Terve 3 years o 5 yeans

0 suonce will ba bogad on bilalera arangemeanl,

mZuslady and Proaf of Cramussihip
C  CAUAE will be fhe sole cusbocty of he 0D Esoed
O FProotf of ownership as evidenced by the CBUAE records
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