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Abstract

This study addressed the topic of censorship authorities over Islamic
banks operating in Palestine, and it discussed and analyzed the
effectiveness of the censorship exercised by the Palestinian Monetary
Authority on the Islamic banks in Palestine. The study also pointed out
the positive and negative aspects of such censorship and then worked to
develop and strengthen the mission and objectives of both Islamic banks
and the banking legislation of the Palestinian Monetary Authority in a
way that does not contradict with the provisions of the Islamic Sharia
(Iaw). Also, the study tackled The areas that have been evaluated to assess

their effectiveness in Islamic banks, namely:
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- The effectiveness of censorship over the mandatory cash reserve.

- The effectiveness of censorship in organizing and controlling liquidity.

- The effectiveness of censorship over the uses of funds (investments).
- The effective financing concentrations to customers.
- The effectiveness of regulatory restrictions on funding.

- The effectiveness of censorship and inspection on banking procedures.

- The effectiveness of restrictions and other requirements imposed by

the Monetary Authority.

To achieve the goals of this study, it was divided into seven main
chapters. The first chapter dealt with the theoretical framework of the
study in terms of the study problem, its hypotheses, relevance, and

objectives.

The second chapter addressed both the central banks and Islamic banks:
in terms of definition, origin, functions of central banks, and monetary
policy tools used by central banks; and the origin, the definition,

challenges, characteristics, and goals and objectives of Islamic banks.

The third chapter explained the elements of the relationship between
Islamic banks and central banks and the general framework of the
concept of this relationship and the types of banking censorship. Also, the
study clarified the censorship of central banks on the banking system in
light of a model Islamic central bank and the alternatives to the traditional
or tools quantity, presented models of comparison of the supervision of
central banks over Islamic banks, and explained the role of legitimate

Islamic oversight in the supervision of Islamic banks.

11



The fourth chapter clarified the elements of the relationship between
Islamic banks and central banks, the phases of agreement in this
relationship, and the obstacles that faced the Islamic banks in its relation

with central banks.

The fifth Chapter mentioned the censorship exercised by the Palestinian
Monetary Authority on the banking system and the components of the
Palestinian banking system and the Islamic banks operating in Palestine,
and finally the effectiveness of the censorship of the Palestinian Monetary

Authority on Islamic banks operating in Palestine

The sixth Chapter handled the manner, procedures, and methodology of
the study; and the society and sample of the study, the sincerity and

firmness of the questionnaire, and the statistical treatments.

While the seventh chapter showed the results of the field study and its
interpretation to end the study with its findings and recommendations.
The researcher developed a number of assumptions and made tests and
statistical treatments required. Also, the researcher designed a study tool
which is a list of survey questions for the purpose of measuring the
effectiveness of the censorship exercised by the Palestinian Monetary
Authority on the Islamic banks operating in Palestine, and this study has
reached several findings and recommendations of which the most

important ones are as follow:

First: The weak effectiveness of some standards and tools of quantity and
quality censorship of the Palestinian Monetary Authority used in the

censorship of Islamic banks, thus the study suggested the following:

12



- Exempting the restricted investment deposit accounts from the
application of the compulsory reserve ratio and reducing this ratio to the
accounts of public investment, and applying them fully on deposit
accounts.

- Making amendments to the component elements of the numerator and
denominator related to the calculation of the liquidity ratio to take into
consideration the nature and uniqueness of Islamic banks, according to
the study, and with the non-application of this ratio on investment
deposits accounts.

- Islamic banks cannot use the supervision tool (interest rates and
discount) in the area of financing to obtain the necessary liquidity to it.
So, an alternative was suggested to establish a joint investment fund that
will be replenished through the contributions of Islamic banks and the
Palestinian Monetary Authority, and it will be used for the purpose of
financing banks facing temporary Liquidity deficit, or that financing will
be based on speculation( Mudaraba) or Murabaha in exchange of a share
of profits; and the Palestinian Monetary Authority is the employer of
money in this case.

- Making some adjustments to certain restrictions on finance and banking
activities

- In the area of the management of liquidity by the Palestinian Monetary
Authority in the context of their relationship with Islamic banks, it is
proposed to cater for certificates of participation presented on the
foundations of Islamic banking, where it can be used, from one hand, to
manage liquidity in the economy, and, from the other hand, Islamic banks
can take advantage of it in the fields of financing and investment; in
addition to the possibility of using it for the purposes of facilitating

obtaining the necessary liquidity.
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- The continued application of certain standards of quality control on
finance for the purpose of influencing the size of the qualitative funding
for some activities that are the aim of monetary policy, such as cash
margins of funding either by waiver or reduction, the standard loan value
of the guarantee

in accordance with the characteristics of work in these banks

- Making amendments to the standard capital adequacy (banking
solvency) applied on traditional banks by the decisions of the Basel
Committee 2, after taking into account the different systems of funds
sources and its recruitment of Islamic Banks. The study has cited the
method application of this standard to these banks.

- The Palestinian Monetary Authority attempted to develop its traditional
tools used to obtain the necessary funding to bridge the government
deficit from the banking system and Islamic banks through images of the
multiple funding based on the jurisprudence of transactions, which were
referred to in details by this study such as issuing stocks based on
speculation, participation or lease, so the owner of these stocks will have

commonly proportion of profit, according to achievements of the project.

Second: Activating and developing the prior, simultaneous and
subsequent censorship of the Palestinian Monetary Authority on Islamic
banks, through the following:

- The Palestinian Monetary Authority set standards special for
determining technical, financial and banking criteria and axels which are
considered the foundations of the known version of Islamic financing
operations, according to a scientific and accurate banking method with
the follow-up of banking censorship during application. Also, there more
efforts should be dedicated to encourage dealing with other funding

formulas as participation and funding speculated
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- The presence of certain controls to the Palestinian Monetary Authority
on the conditions of preventing licenses and the establishment of Islamic
banks.

- Determining controls of the organizational and functional structures of
the institutions of Islamic banks, and determining the conditions that must
be met to fill leadership positions there.

- Issuing independent legislation within the law of regulating the banking
work related to Islamic banks that would work on the development and
identification of the mentioned criteria, so as to work on strengthening the
censorship required on the activities and procedures of these banks, and
to overcome the problems arising from the application of the work
systems used in the traditional banking legislation, according the analyses
mentioned in this regard.

- Developing special systems to measure and evaluate the performance of
the financial and banking institutions of Islamic banking as a criteria of
the capital adequacy, liquidity ratios, concentrations funding ratios, and
the development of all other requirements necessary for the statistical
follow-up and to identify its elements through models special of such
institutions.

- Developing a system of banking supervision and inspection (field and
statistical) to reflect the correct and accurate application of the functional
characteristics of Islamic banks, with the need to develop educational and
practical skills of the inspectors by increasing the scientific and practical
rehabilitation, upgrading their efficiency, and refining their expertise
more widely in the area of Islamic banking work.

- Allocating a separate management structure within the Palestinian
Monetary Authority to control Islamic banks, where workers are fully
aware of the types of Islamic banking operations and its Islamic

legitimacy controls.
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- Developing a centralized risk system that is consistent with the nature of
the data and information related to the activities of Islamic banks.

- The existence of a supreme commission to control the Islamic
legitimacy of the Palestinian Monetary Authority as well as the existence
of an oversight legitimacy commission in each Islamic banking
institution, which can perform the following activities: determines the
legality and safety of banking transactions, is able to diagnose the factual
and judgment of their safety, detects any deviations from the objectives of
the right Islamic banking work, protects depositors funds from the
exploitation for personal interests, works to remove ambiguity in the
application, protects the work of such institutions from the scams that
bring suspicions to it, and applies the method of proper follow-up and
implementation of Islamic Fatwa issued by the Authority in this regard.
The study has reported several proposals concerning the work of this

body and the conditions required to be available in its members.
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