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Global Islamic Finance Landscape

Global Islamic Finance Landscape

‘The global Islamic finance industry has
evolved from a faith-based to a business
driven industry for all communities.

... the underlying strength inherent in
Islamic finance ... (is) in bringing together
different parts of the world with surplus
funds in search of investment opportunities
to those with financing requirements
accords tremendous opportunities ...’

Dr. Zeti Akhtar Aziz, Governor of Bank Negara Malaysia

(Source: Governor’s Speech at the Seminar on Islamic Finance — “Towards Gaining
Global Growth Potential of Islamic Finance”, 15 January 2008)
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Global Islamic Finance Landscape

Continuing growth in Islamic Finance assets globally

GCC Countries
UYL YAl (Bahrain, Kuwait,
2008 billion Oman, Qatar, Saudi
USD639.1 Arabia, UAE)

billion USD67.1
billion

URIDRLNCIN Australia / Europe /
billion America

SIS Non-GCC Middle East
billion countries and MENA

USD25.9
billion

e . .
(Source: The Asian Banker, Top 500 Islamic Financial Institutions 2008) (lngslaSSi(;t)s growth partially contributed by HSBC Amanah
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Asia (led by Malaysia)
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The aftermath of the Global Financial Crisis

Global Financial Crisis hits the news headlines
- Fall of the banking and insurance giants

E.U. Nations Pledge $2.3 Trillion For Bank President Barack Obama team rolls out $3
Rescue trillion plan to save economy
Associated Press, 13 October 2009 The Times, 11 February 2009
US offers AIG more help after record Swiss Re suffers a record loss - £511 million
$61.7 billion loss Telegraph UK — 19 February 2009

Agence France-Presse — 3 February 2009

ECB and BOE inject $80 billion into
Allianz posts 2.4 billion loss for 2008 bank system

InsuranceDaily.co.uk — 3 January 2009 WSJ, October 2, 2008

Citi Logs $8.3 Billion Loss, Outlines Split

WSJ, 19 January 2009

RBS expects full-year loss up to $41.3 billion

USA Today, 10 January 2009

ING Group posts net loss of 3.1billionin4Q  Japan’s 6 major non-life insurers
The Edge Daily — 18 February 2009 log ¥190 billion loss on financial
. crisis
UBS posts $7 billion quarterly loss  sapan Today - 20 November 2008
International Herald Tribune, 10 February 2009 R
Morgan Stanley Posts $2.536 Billion Loss
The New York Times, 18 December 2008

Goldman Sachs Has First Loss; Quarterly Red Ink Tops $2 Billion

Dow Jones Business News, 16 December 2008,
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The aftermath of the Global Financial Crisis

How insurers have been affected

“Most of AIG's losses have been attributed to its failing positions in credit-default swaps
(CDSs). Essentially, AIG is swapping cash flows with other institutions: those banks pay AIG
a small sum on a regular basis, and then under certain conditions — like mass foreclosure or
corporations' defaulting on their loans — AIG pays out a large sum. In other words, AlG sold
Insurance; its problem is that it is paying out too much.”

— Extracted from Time.com, 16 March 2009

“The ING Group posted a net loss of 3.1 billion euros in the fourth quarter as the

insurer was affected by market volatility and declining asset prices. “
- Extracted from The Edge Malaysia, 18 February 2009

“AXA reported an 83 per cent drop in net profit to 923m, on revenues that were down 2 per cent at

91.2bn.
The fall in net profit was due to 2.8bn of markdowns on equity and fixed-income assets in 2008, mostly
booked in the second half.

Volatile markets have pushed up the cost of hedging of the guarantees on AXA’s variable annuities.”
- Extracted from Financial Times, 19 February 2009
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The aftermath of the Global Financial Crisis

The Islamic Finance Market was not entirely spared

Global assets held by Islamic banking institutions
grew to $500 billion in 2008 compared to
$260 billion in 2004

(Source: German eyes Islamic Finance — Herriyat Daily News)

Global assets

2008 saw 32% increase in borrowings from
$19.6 billion in 2007

(Source: 2009 Mena Report (www.menareport.com))

> Liquidity is drying up and funding costs are increasing — IFIs though,

Islamic syndicated
lending

are still recording ratio of liquid assets to total assets of 19.9% at
30 September 2008

(Source: Standard & Poor — Islamic Finance Outlook 2009)

Available liquidity

Q4 2008 issuance lowest since 2002
Global sukuk issued of $15.8 billion, 66% lower than
2007’s issuance of $46.5 billion

First year-on-year drop in issuance since 2000
(Source: IFIS)

US Dollar no longer the currency choice for Sukuk Issuance
(Source: Standard & Poor — Islamic Finance Outlook 2009)

Global Sukuk

issuance

NNV
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The aftermath of the Global Financial Crisis

Takaful operators — largely resilient though not entirely immune

 Global annual growth rate of 25% from
Global takaful contributions could reach US$10-15bn if

2004 to 2007 forecast 20% growth is maintained beyond initial 3-5
- Growth rate in conventional market:  year predictions

10.2% M
- Gross Takaful contribution written e bt
in 2007: US$3.4 billion ‘“”""""""";;;,;;:;:7‘{"{':-
« Growth in CAGR primarily contributed S

by
- Indian Sub-Continent — 52%
-  Levant — 35%
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SOUth EaSt ASia 32% Source: Morgan Stanley Industry View In-Line, 29 April 2008
- GCC-29%

(Source: Ernst & Young - WTRO08)
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The future landscape — Today vs. Tomorrow

The need for a reshaped industry

Tomorrow:
Today: _
Surveying the The emerging
SEIMELE — e environment —
Immediate ]
impact of the changing
financial crisis Stakeholder
expectations
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The future landscape — Today vs. Tomorrow

Today

Globalisation
Demographics
Longevity
Regulation

Technology

Climate change

Pandemics

Monetary vacuum

Classic renaissance

Lack of trust and transparency

‘Never again’ regulation

Government ‘inside the tent’

Unprecedented fiscal pressure

Rising power of the emerging economies

Dealing with the downturn
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The future landscape — Today vs. Tomorrow

Tomorrow

The emerging environment: Changing stakeholder expectations

Customers Regulators
Insurance
iIndustry
Investors Government
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The future landscape — Today vs. Tomorrow

The financial crisis has forced conventional insurers to revamp
their strategies

The day after tomorrow
A reshaped industry: Nine key developments and their strategic implications
Organic restructuring
The end of innocence for retail investors
Re-awakening of M&A
Another re-think on reporting
Blurring the lines
Overhaul of rewards
Mounting uncertainty over tax

Growing challenge to reinsurers

Tilting the regulatory playing field

(Source: “Emerging from the storm :The Day After Tomorrow
Insurance”, PricewaterhouseCoopers)
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The future landscape — Today vs. Tomorrow

What happens after Tomorrow?

A resh aped The financial CI‘ISIS_WI|| contlnu_e f[o re-s_hape the c_ompetltlve
: and regulatory environment within the insurance industry over
mdustry the next three to five years. The landscape that emerges in

the aftermath of the ‘storm’ will present both transformational
opportunities and significant threats for businesses that fail to
anticipate and adapt to the changes ahead.

« Background of a highly volatile economic environment

 Mounting budget deficits mean higher taxes, lower public
spending and increased inflation risk

« Direct impact more limited in leading emerging countries

‘DON'T WASTE A GOOD CRISIS!”

Quote from Rahm Emanuel, White House Chief of Staff [Wall Street Journal]
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The future landscape — Today vs. Tomorrow

A reshaped industry — Capturing the market

The end of What customers demand from savings and investment

: products and how they want to buy them will take a new
mnocer_lce direction within many territories, with companies that are
for retall slow to catch on becoming increasingly marginalised.

Investors « Demand profile has changed — impacts product design
and distribution

Change in style of products bought e.g.. preference for

guarantees in the West, for more sophisticated product in
emerging markets

Harder for firms to transfer risk to customers

Impact on distribution channels as customers want
choice

Opportunity for Takaful Operators to think
‘outside the box’ to capture customers!
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The future landscape — Today vs. Tomorrow

A reshaped industry - Consolidation

Re- The strong underlying rationale for consolidation and
: restructuring within many markets means that acquisition
awakenmg activity is set to accelerate rapidly once valuation parameters
of M&A are stabilised and funding becomes more readily available
again.

 Many sellers but few buyers

 M&A triggers... increase in available finance, stabilisation of
valuation parameters and alignment on fair value

« Cost of capital will be higher so need smart targeting,
thorough due diligence, clear business case and effective
post merger integration

 Companies with a strong balance sheet and trusted
management team best able to win stakeholder support for
development

Opportunities will similarly arise in the
Takaful sector for M&A
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The future landscape — Today vs. Tomorrow

A reshaped industry — Increased retakaful capacity

Prospects for
retakaful

While some believe that reinsurance / retakaful has strong
long-term prospects, others predict that demand will fall
away in many developed markets and be concentrated on
the more uncertain long tail and high severity risks. This
would increase reinsurers’ / retakaful capital requirements
and the return expectations of investors within these markets,
and ultimately force a rethink of the business model.

Demand nor prices have increased — primary insurers /
takaful operators may not have funds to buy more and/or
chosen to reduce their exposure

As companies become more risk aware, they will better
be able to choose what risks to retain and what to
reinsure

Risk profile of reinsurers / retakaful companies may
change as bulk of exposures that large insurers / takaful
operators transfer are likely to be most volatile — this
would raise reinsurance / retakaful prices and force many
to rethink how to sustain growth
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Opportunities as a viable alternative

Opportunities for growth of Takaful still abound

e Economic growth

« Compelling demographic
opportunities

o Low Takaful / insurance penetration
rates

* Regulatory developments

e Ethics consideration
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