THE STUDY OF SHORTCOMINGS IN CONVENTIONAL BANKING
SYSTEM; A MAQASID-E-SHARIAH PERSPECTIVE

By

Qaisar Bilal

Supervisor: Dr. Hussain Muhammad

Department of Islamic Studies & Research
University of Science & Technology, Bannu
Khyber Pakhtunkhwa, Pakistan
2014-2017

THE STUDY OF SHORTCOMINGS IN CONVENTIONAL BANKING
SYSTEM; A MAQASID-E-SHARIAH PERSPECTIVE

Submitted to the University of Science & Technology, Bannu in the partial
fulfillment of the requirements for the degree of PhD in Islamic Studies

By
Qaisar Bilal
(Registration No. 2014-USTB-74714)

Supervisor: Dr. Hussain Muhammad

Department of Islamic Studies & Research
University of Science & Technology, Bannu
Khyber Pakhtunkhwa, Pakistan
2014-2017

CERTIFICATION FROM THE SUPERVISOR
This thesis titled The Study of Shortcomings in Conventional Banking System: A
Maqāsid-e-Shariah Perspective submitted by Mr. Qaisar Bilal to Department of
Islamic Studies and Research, University of Science & Technology, Bannu for the award
of PhD degree in Islamic Studies presents bonafide research work carried out under my
supervision. This work (in full or in part) has not been submitted to any other institution
for the award of any degree/diploma/certificate.

Supervisor: Dr. Hussain Muhammad
Chairman,
Department of Islamic Studies & Research

i

__________________
(Signature)

CERTIFICATION FROM THE SUPERVISOR
This thesis entitled The Study of Shortcomings in Conventional Banking System: A
Maqāsid-e-Shariah Perspective presents a bonafide record of Original research work
carried out by Mr. Qaisar Bilal in partial fulfillment of the degree of PhD in Islamic
Studies to the Department of Islamic Studies and Research, University of Science &
Technology, Bannu. We find the work satisfactory for the award of degree if other
requirement met. The viva Voce was held on______________________.

Internal Examiner:

___________________________
(Signature)

External Examiner:

___________________________
(Signature)

Foreign Evaluator:

___________________________
(Signature)

Chairman: Dr. Hussain Muhammad

___________________________
(Signature)

Department of Islamic Studies & Research

ii

ACKNOWLEDGEMENTS
Ever prostrates of all creatures are for Allah- the almighty, Who has created the earth and
seven heavens and all creatures in it, Who is the Lord of existing and non-existing,
Who’s kingship is un-limited, Who made Adam Peace Be Upon Him and Eve Blessings
Be Upon Her and Their off springs as His Caliphs. Darood o Salam on the Prophet
Muhammad Peace Be Upon Him, Who is Blessing for all the worlds, Who believed on
dignity of labour, and on all Prophets Peace Be Upon Them, Who/They always struggled
to bring Human Being and as well as Jinn on right path.
I would like to state my great gratitude to my Research Supervisors, Dr. Hussain
Muhammad for his serene guidance, passionate encouragement and helpful critiques of
this research work. My grateful thanks are also extended to my Department colleagues,
all my teachers, the Department of Islamic Studies and Research and all employees for
their support in providing all resources for the research work.
Finally I wish to thanks my parents for their help and encouragement throughout my
study.

Qaisar Bilal
PhD Scholar,
University of Science & Technology Bannu

iii

Dedication
This work is dedicated to my parents and all teachers, without whose
motivation, caring support, it would not have been possible.

iv

ABSTRACT

It is unanimous quote that the life blood of development is the sound economy of a
country. The trend reveals the fact, all the developed countries across globe are symbols
of cited above quote. Contrary to the said saying, countries deficient of it are still striving
for survival and the world ranks them in the list of under developed countries. It is also
pertinent to mention that along with other relevant factors to boost up the economy,
banking sector play a very keen role in providing the smooth ground one way or other.
The fact beyond it is quite clear as this Industry has depth involvement in almost all life
businesses. Nobody can deny the importance of this sector that is why the fast growth has
been observed in Banking Industry so for as comparative to other economic sectors.
Similarly, the financial history depicts the datum about gray aspect of this sector. The
downfall of financial industry leads towards the collapsing of entire economy as almost
all the core economic activities based on this industry directly or indirectly. In last
centuries, financial crises has been observed numerous time affecting the global
economies and put the adverse impact on routine economic cycles for long time.
The economist played a vital role in evaluating these financial crises and presented
thousands of research papers and reports aimed to explain the issue and causes of its
occurrences. Likewise different surveys has been conducted in order to get core and real
causes of these disasters but all in vain. After practicing a large number of remedial
measures and opting thousands of suggestion in this regard results almost same
consequences. The world economy faced huge financial disaster on average after decade
or two like Wall Street Crash of 1929 and Great Depression, Oil Crises in 1973, Latin
v

American Debt Crises in 1982, Black Monday in1987, U.S Saving and Loan Crises in
1989, Japanese Asset Bubble in 1990, Mexican Peso Crises in 1994, Asian Financial
Crises in 1997, Russian Financial Crises in 1998 and Dot-Com bubble in 2000. The worst
case occurred in 2008 that affect the world economy severely. Almost all the dollar base
countries felt the shocks of these crises.
The summary of almost all recommendations towards its healing and to bringing them in
a streamline of rationality shows that all are primarily made on derived assumptions of
mankind and based theoretical phenomena’s constantly leaving the space for individual’s
curiosity and interest which leads the system to repeat itself in year or decade in the shape
of new financial disaster or financial crises.
Important to mention that after the use of bulk of energies and utilization of all type
resources, why the economist are unable to explore the solid and firm system to
accomplish the financial objectives of humanity and why the world used to face such
disaster in a cyclic manner and why the financiers remains in risk of “anything may
happen anytime” and in fear of uncertainty. The only answer to all raised question is very
clear that we always construct our system on man-made policies and procedures rather
than opting the divine rules and orders.
“An interesting irony that every dollar note has the admission: “In God we trust”, but
when it comes to develop theories to earn dollars or to distribute or spend them, trust is
placed only on human ideas based on personal assessments; God is held totally out of
picture, as being irrelevant to economic activities’. [Taqi Usmani, 2009].This is the
quandary that high financial experts and economist didn’t realize and nobody confer
vi

attention towards it to know the root cause of downfall. Manmade theories are always
limited to specified era and restricted to particular setting. That is why the world
economy consistently running with high risk. So there is dire need felt to observe the
banking system in the light of divine rules to ensure its smooth operations with full
confidence of sound and firm procedures from customer to organizations along with
reliance of all stakeholders operating in the said system directly or indirectly.
This research study will mainly covers the identification of shortcomings in
conventional banking system with respect to sharia’s principles and laws only. Those
products, trends, policies and dealings of it violating the cultural norms, international
accounting or auditing standards and any other sort of disrespect and lacking is not the
considerable part of this research. Along with that, it also focus on describing the
remedial measures of the loopholes in order to eliminate them from the system to ensure
the smooth flow of financial operations and to protect it from adverse violations and
exploitations. The study will present the some in vogue practices of Islamic banking
system in the form of portraying the detail discussion of mostly used modes of financing
like Mudarabah, Murābaḥa, Ijarah, and Diminishing Musharakah along with their
procedural documentations and patterns exist in the Islamic Banks as sample that how
these modes are free from all such lacking and weakness what the conventional Banks
have which is the need of the day to address properly in order to bring the entire system
in full conformity of divine standards and laws.
For the said purpose, the study includes all the sources of Shariah i.e. Qura’n, Sunnah,
Ijma and Qias

classical literature and contemporary financial reports, surveys and
vii

procedural laws of different financial Institutions special emphases on conventional
Banks. On the basis of findings of the study, the suggestions will be stated to bring the
deviations in accord with the mainstream Sharia.
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Preface
1. An Introduction
Islam is not only an ideology; rather, it is a practical religion. Its comprehensive
teachings regarding all walks of life prove to be totally balanced in order to provide
humanity with means and opportunities to have purity of acts so as to live in this world
for a blessed end.
The contemporary world revolves around economy. Most of the international conflicts,
even, are one way or other, due to economic interests. As an eternal divine religion
Islam too has blessed humanity with its economic teachings. Interest that had chained
up the people before and even after Islam was denied by Islam. Contrary to it Islamic
religious teachings and Sharī‘ah rulings presents smooth and ideal pattern of
economics dealings. The system that based on interest has adverse impact on social
norms and chained-up the humanity in the name of global trade and consequent upon
its systematic errors and drawbacks, a number of economic disaster occurred in past.
Islam is everlasting religion and it covers the entire life from birth till death by
providing translucent and solid teachings to mankind in general and more specifically
those activities have collective impact on the society are discussed on priority bases
like Social and Business dealings etc. Islam insist on purification of business deals
from all loophole and get-outs like Interest eradication, speculation and gambling etc
and confer transparent economic system in distinct ways and forms like Mushāraka,
Mudārabah, Istisnāh, Diminishing Musharaka,
cetera.
Al-mighty Allah says in Qur’ān :
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ل ْ ْ َ و
َّ َ َ َ َ َ ْ ل ٓٗ َ ه َ َ ْ َ َ َ ٰۗ َ َ ْ و ل
َ اَخَ لد ْو
َ ٥٧٢َ ن
ِ ارََۚھمَ ِفْي
ِ سَف ََۭوامرهَاَِلَّٰللا ِ ََۭوِمَعادَفاول ِٕىكَاْصبَالن
‘Those who take riba (usury of Interest) will not stand but stands the one whom
the demon has driven crazy by his touch. That is because they have said: “sale
is but like riba” while Allah has permitted sale and prohibited riba. So, whoever
receives an advice from Lord and desists (from indulging in riba), then what has
passed is allowed for him, and his matter is up to Allah. As for the ones who
revert back, those are the people of Fire. There they will remain forever.
[02:275]

2. Significance of Study
The domination of conventional economic system along with its drawbacks, flaws and
pitfalls affected the whole world via different techniques and procedures and the hardly
even a single country may survive without accepting their interest based economic
system. Moreover, the countries claims as a part of Islamic world got involved in it and
unable to find the solution in order to get rid from this curse. Muslim experts and
religious scholars observed the harshness and brutality of circumstances, planned to
give economic system to the humanity in order to protect the man kind from the risk
based economic system. Finally, by their efforts, model of Islamic banking was
developed at initial stage and the process of renovation is still continued and the
reformed model has been espoused and implemented in different financial institutions
across the Globe.
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It is pertinent to say that the in vogue Islamic financial institutions have most of the
products, services and financial operations in full conformity of Shariah’s teachings
and nothing go beyond the Islamic law. The history revealed that role and performance
of this sector is appreciative and positive and especially at the time of financial crises,
these institutions stand and not affected badly that shows their strength and firmness.
In this research it is intended to highlight the main flaws & pitfalls of the conventional
Financial System leads to disorder in the society and act as a barrier for the smooth
flow of wealth in general and specifically create the crunch in all direct dollar based
economies and to present the Islamic Financial Solutions derived from Sources of
Sharī‘ah i.e. sacred book Quran, Sunnah, Ijma and Qias in order to eliminate the
systematic errors to prevent the system from further financial Disaster and to give the
real protection to the humanity’s wealth.
It is pertinent to mention that In the Present day world nobody can avoid dealing with
banks. Starting from payment to the hospital, on the birth day of a child till payment to
the cloth shop for coffin and payment to the laborer entrusted for the digging of grave
for the dead body, one has to deal with financial transaction and surely, the banks. A
Muslim has to abstain him/herself from interest (Riba) because Islam prohibits it. On
the other hand the conventional banking system is based on interest which, though has
made people used to it in spite of having hundreds of shortcomings which are
apparently harmful and having bad consequences on the people of all walks of life,
more specifically affecting the people of middle class or lower to it but still many times,
hurts the religious emotions of practicing Muslims.
As a solution to this situation, Jurists of Muslim Ummah have devised the system of
Islamic banking as an initiative towards Islamizing the entire financial system in very
3

gradual and periodic manner. Due to their efforts, the bad impacts of conventional
banking system has been highlighted to general public through different means and
tools, via media awareness programs, different workshops and Seminars about Islamic
Banking System and Conventional Banking System, its comparison with respect to
their products, profitability and relaxation to layman along with major spiritual facto
that the Muslim Ummah is going to get rid from curse of all ill actions in financial
matter, particularly the interest based transactions, which is the core purpose of
Maqāsid-e-Shariah. This study along with description of other shortcomings which had
great influence negatively on the social values, norms and cultural boundaries coupled
with squeezing the wealth from poor and middle class people and big measure to collect
money in very small size of people, also presents the alternative tools to use in order to
bring the system out of this mal-practicing, totally has operations in full conformity
with Shariah Standards and streamlines with Islamic laws of contract in order to
maintain the sustainability and balance in the society that everyone leads fruitful life
with equal earning and spending opportunity, equal access to utilize the individual and
collective resources and equal right to provide flourish, pleasant and happy life style
and living standards to his self, his family and to coming generation in long run.
Keeping in view the said comments and current financial scenario of conventional
banking system and its linkage with Maqāsid-e-Shariah, the study is of great value and
significance.
3. Problem Statement
Religion Islam is a complete code of life and its teaching are perfect. It provides the
guidance to all mankind. Islamic principles are universal and fit for everyone to
anywhere across the globe. Its positive influence would realized to one if implemented
4

in its true spirit. Almighty Allah says forbade to take the wealth of someone by
unlawful ways and means. A numerous Quranic verses and prophetic sayings support
the same command of Al-mighty Allah.
ل
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َاْل
َل
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َ
ل
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ا
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وَلَتأ
ِ
ِ
ِ
ِٕ
ِ
ِ
ِ
ِ
ِ
َ ْ َ ْْ ْ َ َ ل
ِ َل
نُتَتعَ لمون۔
ْثَوأ
ِٕ ِِب
“Do not eat up each other’s property by false means, nor approach with it with
authorities to eat up a portion of the property of the people sinfully, while you know
(you are unjust in doing so.”) [02:188]. It is also pertinent to mention that as per
Quranic teachings, impermissible means are not limited to stealing, snatching,
pocketing and robbery etc. but has very vast sense and understanding that included all
sort of systematic and unsystematic networking, policies, and models whether exist in
the shape of conventional banks, casinos, mutual funds, gambling den and other
complex businesses though supported by government rules and regulations or any kind
of financing activity leads towards right violation or exploitation of anyone comes
under curse of this verse. The conventional banking system entirely based on interest
and interest is one of the key factor of disorder and exploitation in the society and the
purchasing power in the money varied because of inflation which is totally linked with
interest.
The main assignment of conventional banks is to lend money on specific interest rate
and on other hand borrow money on specifies rate of interest, on reconciliation, the
remaining amount in the form of interest yield is actually the profit of the bank.
Apparently, there is nothing seems wrong in it because this practice has been accepted
and all conventional financial institutions even international monetary fund and other
commercial banks are operating likewise. Maqāsid-e-Shariah emphasis on different
5

things in order to ensure the public interest (Masalih Aama) particularly the
preservation of Religion (Den), Lineage, intellect, Self and life. The Islamic rulings
and teachings are very clear and transparent in accomplishing these objectives but in
current scenario, the conventional financial system in general and more specifically the
banking system has numerous drawbacks and loopholes that plays as barriers in the
way to get these Masalih and according to the shariah, whatever come in the way as
hindrances and impediments to get these interest are considered as Mafsadah, need to
take such measures that root it out primarily or at least minimize its influence and
effects. According to Jurist Ghazali narrates it as;
َ َ ََْ ْ َ َ َ ْ َْ َ ْ َ ٌ َ ل
َل ْ َ َْ َ ل ْ َ َْ َل ْ َ َ َل
ْ َّ َ َ ْ ل ل
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َظ
َ ن ََيف
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ِ
ُ
ُ
َ َْْ َ َل َ َ ْ ََ ٌ َ ل َ لَ ل
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،
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َ
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م
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َ
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َ
َ
ه
ذ
ه
َ حف
َ ك َمايتضم
َ  َف،ومالهم
ِ َن
ِ ِ َظ
ِ
ِ
ٌ َ ْ َ َ َ ل َ َْ َ َ ٌ َ َْ ل
[ة۔]المستصفى في علم األصول
َ صَ َح
َودفعهاَم،فهومفسدة
“The Shariah objective regarding the creation is to protect their Religion, Selves,
Intellects,

Lineage

and

their

Wealth

and

whatever

guarantees

the

preservation/protection of these five, called maslahah (and whatever causes for its
spoilage, called Mafsadah and elimination of Mafsadah is Maslahah”.
In the light of above discussion, it is necessary to highlight the shortcomings of these
conventional institutions though backed by government policies and laws but
ultimately becoming the cause of exploitation in the shape of wealth accumulation in
few hands and other means of wealth deprivations which make disorder in the system
disturbing the running flow of society.
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4. Literature Review
The core aim of this study is to analyze the shortcomings in conventional banking
system in the light of Maqāsid-e-Shariah. It is well known to all that any system though
that has been in operation since centuries still there is room for improvement. This is
ongoing process and potential has been used on it to refine the system after different
time intervals. Though the conventional banking system is full filling the societal needs
and is operational across the globe but still it has certain loopholes need to be
highlighted and attention is required to address them.
It is also pertinent to mention that when anybody talk about the weaknesses and
shortcomings, it doesn’t means that the system has no any good features and positivity
but that critical analysis has some context and backgrounds. The critics aims to
highlight that specific aspect on which these views have been generated and uttered.
Here in this study, the scholar focuses on such loopholes that has been described by our
jurists and classical literature is full of it, more specifically Shatibi views regarding
Maqāsid-e-Shariah has of great importance and his contribution is of high appreciation.
As this research covers the two sort of studies, primarily the purpose here is to review
the literature of Conventional Banking System on priority basis along with look on
Islamic banking system as it has been considered as alternative model for it and to
explicitly discuss the practices of Islamic banks to know the extent of its conformation
with shariah and the measures that has been taken by these Islamic banks to address
these shortcomings. The other type of studies is the review of Islamic classical literature
in general and more specifically regarding Maqāsid-e-Shariah, the jurist’s views and
the way contemporary scholars use these contents in present-day businesses. Across the
7

globe, many scholars worked on Maqāsid-e-Shariah with different perspectives and
many researcher created firm linkage of it with current complex economic models and
specially, the Shatibi contribution has worth in these financial matter.
The literature review consist of following sections;


The review of Islamic Classical Literature would support the scholar in
presenting his study, particularly the Maqāsid-e-Shariah is the fundamental part
of this research. Along with that, literature will be added of amalgamation of
classical literature with current conventional studies to meet present needs and
challenges.



Review of Literature describing the overall conventional financial system and
its different sections like Banking Institutions and other Mutual funds etc. along
with discussion on Islamic Banking System.

After going through the detailed literature, the researcher got familiarized with different
aspects of conventional banking system and its distinct shortcomings along with good
enough knowledge of Maqāsid-e-Shariah and its different interpretations to lead his self
towards research findings and conclusions.
Al-mighty Allah says in Quran “Truly, the (recognized) religion in the sight of Allah is
Islam.” (Surah Al-Imran: 19). It means that Allah has chosen the walking track for
humanity is the Religion Islam. It is not possible that what has selected by creator for
his creation, has any doubt of incompleteness or imperfection, Although also depends
on the creatures how they understand his message, recognize, accept and adopt it for
leading his easily led his life as per his command and teachings.
8

Al-mighty Allah revealed number of quranic verses explaining different financial
matters related to inheritance, Usury and numerous restricted economic businesses like
gambling and speculation. Allah Says; those who take Riba (usury of Interest) will not
stand but stands the one whom the demon has driven crazy by his touch. That is because
they have said: “sale is but like Riba” while Allah has permitted sale and prohibited
Riba.” (Al-Baqarah: 275).
It is necessary to understand the Maqāsid-e-Shariah to be practiced Muslim as the
fulfillment of commands of Al-mighty Allah become more easy after understanding the
fact that nothing is beyond the natural phenomenon. Noor Suzilawati Rabi 2017
narrated that quality of life has great association with Maqāsid-e-Shariah. Further it has
been studied that as the life order may maintain and sustain with proper management
of wealth and power. Both these two are components are well managed and moderately
organized if one put his self in streamline with these natural objectives.
Sudarmawan Sumidi 2018 highlighted the role of Maqāsid-e-Shariah in corporate
world and proves its importance for rational decision making. Therefore, it’s too
essential to be associate financial matters with it to accomplish organizational goals
profitably and orderly with in available resources at all. Along with him there are
numerous jurists and religious scholars that contributed a lot in mounting the shariah
objectives. Abdul Malik Alujwaini was the considered among those who added his view
regarding it. According to his opinion, Maqāsid-e-Shariah and Al-Masalih Al-Amma,
both are interchangeable. All shariah objectives are in total conformity with public
interest. There is no objectives that contradicting to public interest. Similarly, Abu
Hamid Al-Ghazali placed these Maqāsid-e-Shariah in the list of Maslih al-Mursalah.
Alike them many other scholars added to these concepts like Al-Qarafi described his
9

special rule to elaborate the concept of Maqāsid and that is, A purpose will be
considered valid if it leads to fulfillment of good and support to avoid any mischief.
The word bank was borrowed in Middle English from Middle French banque, from Old
Italian banca, from Old High German banc, bank "bench counter". Benches were used
as desks or exchange counters during the Renaissance by Florentine bankers, who used
to make their transaction atop desk covered by green table cloth. According to the
Hartley Wither, “the Bank is a manufacturer of credit and a machine for facilitating
exchanges and Banking is the machinery where capital, then, is wealth invested in
industry, finance is the machinery by which this process of investment is carried out.”
The Bank also defines as every financial institution which involve with receiving of
trust, provide different types of services like collecting deposits and giving different
loans to different people in order to get profit.”
John McKinley commented on Bank and defines the Bank as “An establishment which
makes to individual such advances of money or other means of payments, as may be
required and safely made and to which individuals entrust money or the mean of
payment when not required for use by them and According the oxford dictionary of
business, definition of bank is the reservoir or collection of anything. Taqi Usmani
defines as “Bank is the name of business institution which collects the savings from the
individuals and provides to others for business and need purposes with agreed terms
and conditions.
As part of human nature, the lust for getting more money overnight particularly in the
current era of materialism has, besides affecting social lives of Muslims, deteriorated
their economic spirituality as well. The global conspiracies to destroy Muslim faith by
10

polluting their livelihood through interest based business dealings and attracting people
by high margins of the so called profits or mark up etc are engulfing even those Muslims
who do not, by their own choice, want to be involved in interest. The situation goes
worst when finding no Islamic system of business dealings around, Muslim youth in
particular, become of the prejudice thought that Islam does not have an appropriate
alternate to the banking system in vogue i.e. the Traditional Interest based Banking.
This scenario leads Muslim scholar to answer these questions by going into in depth
study of Islamic Banking System and to see the compatibility of it in the present day
situation.
As for contribution in this regard is remarkable, thousands of Muslim religious scholars
have done a lot, millions of books, research paper have been published to promote
interest free financial system across the globe. Amr Mohamed Altiby, [2011], Islamic
Banking, How to manage Risk & improve Profitability, states; “One of the core problem
that Jurists of Muslims Ummah faces regarding the elimination of Riba from lives in general
and specially from all sort of Financial dealings. Rashid Rida (1865-1935), a famous jurist
contributed a lot, Jamal Al Din Al Afghani (1838-1897) and Mohammad Abdul (1849-1905)
worked and presented his opinions in different forums. Along with them Hassan Al Banna
(1906-1949), who established organization “Muslim brotherhood”, and here in Pakistan syed
Abdul Ala Mawdudi was among the pioneers who conveyed his views about interest free
economic system. Different scholars of Pakistan has unanimously views that the credit goes
this man contributed and also highlighted his opinion in different public gatherings as well as
in educational institutions to eliminate the financial system free from Interest factor. Their
contributions and assistances have helped the Muslim Ummah to visualize a definite theoretical
framework of economy free from all those complexities which are forbidden by Al-mighty
Allah explicitly or pointing towards its bad consequences in different quranic verses. Now
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currently many Muslim Scholars are in position to give practical touch to the said ideas
presented by these scholars in early stages but now-a-days building has been standby of interest
free economy, in twentieth countries are enjoying the fruits of full-fledged and full-grown
economic activities are in-vogue and people are benefiting of it.”

Besides it, the prominent contributor are, Muhammad Taqi Usmani (2010),
introduction to Islamic Finance, M. Nijat Ullah Siddique (2009), Hifz-ur- Rehamn
Seharvi, Salahudin Ahmad (2011) Finance and Insurance; A global overview, Hartley
Wither (2004) International Finance, Proceedings, Conference on Islamic Corporate
Finance (1998),A review of Islamization of Economy, Muhammad Imran
Usmani,(2002), Meezaan bank’s Guide to Islamic Banking, Ijaz Samdani, (2010), his
famous book presented the practices of contemporary banking system, i.e. “Islamic
banking, a realistic & balanced analysis”
It is pertinent to mention that contribution of scholars towards Islamic finance, no doubt
is of high value and tremendous efforts has been done to make it in full conformity with
shariah standards along with bringing the entire shape and structure of Islamic banking
system in line with international standards to meet the global challenges and needs as
well in a better way. In addition to it, this study emphasis on two aspects of conventional
banking system, one is to study the shortcomings of it in the light of Maqāsid-e-Shariah,
Although, many scholars had done work on highlighting the shortcomings with respect
to their own interest and nature of research like shortcomings of conventional banking
with respect to its operations, shortcomings of it with respect to products and overall
profitability of banking sector, short term and long term impact on Pakistan economy,
competitive advantages and interactions with other stakeholder are such areas has
loopholes and weaknesses, thousands of research papers, Books, surveys has been
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presented in the said areas so-for for its betterment but here this study focus on
presenting such shortcomings having legal status apparently, but shariah perspective is
totally different in its depth. For betting understanding, I will quote here the example
of inflation and time value of money and more specifically the fluctuation of interest
rate are such factors that systematically seepage the worth of money and the holder
losing in-spite of having the same balance and number of wealth. The linkage of it with
Maqāsid-e-Shariah is little complex as one of the Shariah objective as per Jurist Shatibi
compilation is “Protection of Wealth ”تحفظ مال, for the purpose Shariah restrict the
stealing and robbery. Through Stealing, one deprived from own right but if a person or
organization did the same thing like stealing and robbery through systematic and
organized way that allow by any national law or constitution, though that will be
considered illegal and impermissible in the light of Maqāsid-e-Shariah because the
objective of Wealth’s Protection doesn’t exist. Therefore, as per Maqāsid-e-Shariah that
will also be the shortcoming of conventional banking as their system will not take it as
drawback or loophole. This sort of study is totally different and innovative from
previous literature and this is the real addition to the knowledge because such study
doesn't reflect the literature. It is also pertinent to mention that this study focus on fine
mediation and bridging between the classical literatures regarding Maqāsid-e-Shariah
with contemporary policies and in vogue practices in conventional banking system
along with recommendations of its Islamization along with remedial measures for
keeping the Islamic banking system in full conformity with shariah standards in order
to portray the real picture of it in front of academicians in general and specifically the
stakeholders of Islamic Banks.
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This is the new idea presented in the study to review those areas of conventional
banking system, deemed to have legal status and seems very clear and sound as per its
structure and model but actually has severe bad consequences on overall economy and
specifically becomes the cause for wealth accumulation in few hands and deprivation
of specific category along with exploitation of poor and middle class at long run which
is entirely against the spirit of Shariah and this what has been described in MaqasideShariah to protect the wealth of people.

Study’s Objectives
This study consists of the following objectives;
• To analyze the practices of Conventional Financial Institutions specifically
Conventional Banking System in the light of Sharī‘ah’s Sources, (Maqāsid-eShariah)
• To identify the core loopholes in the in-practice Financial System which leads to
economic disorder in long term
• To enhance the satisfactory level of the financial stakeholder by providing the firm
and sound bases to prevent the Financial disasters
• To present the remedial measures accordingly and framework for episodic
conversion to Interest Free Banking System
• To ensure the financial experts about the validity and firmness of Islamic financial
system by providing the solid documentations of operations according to Sharī‘ah
along with real presentation “In God we Trust” by executing Islamic financial
system.
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5. Research questions
The study will investigate the following research questions:
1. What is conventional banking System and how it evolved along with its
differentiation from interest free banking system?
2. Why the conventional banking system fails to overcome the financial disasters?
3. Why the Islamization of conventional System is utmost need for smooth
financial flow and justified distribution of wealth?
4. How the Islamic banking system is well fit to satisfy the financial need of
Humanity?
5. What should be measures for entire transformation of conventional banks or
periodic conversion via opening Islamic branch or window or product, to
Islamization; Sharī‘ah based Banking, Islamic banking System?

6. Research Methodology
This study based on analysis of different aspects of conventional banking system in the
light of Maqāsid-e-Shariah which is classical literature and dire need is there to review
it and after proper reviewing there is also requirement to link it with contemporary
financial system to know the variation from shariah based standards. In such scenario,
descriptive method to conduct this research is the most suitable methodology.
Descriptive research is a study designed to depict the participants in an accurate way.
The three main ways to collect this information are: Observational, defined as a method
of viewing and recording the participants. Case study, defined as an in-depth study of
an individual or group of individuals. The present research touches all the means and
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ways to collect information and its analysis in one way or other in order to accomplish
the required results and findings leads the scholar to present the rational decision. This
Study is basically the analysis of conventional financial operations with respect to their
adverse effects on the normal flow of wealth in the light of Sharī‘ah’s teachings. So,
instead of using other tools, descriptive research design will be very effective and useful
to conduct this study. This will be descriptive form of research. All such materials will
be under study that gives us enough help in getting the pre-defined objectives of this
research. For the purpose, numerous financial reports, magazines, case studies,
specially the Past financial crises investigations, results of different surveys will be
studied and visits to financial Institutions as a primary source. In this study the policy
and procedural documents of the some financial Institutions along with the different
Annual Reports, Balance Sheets, Quarterly Reports and Internet will be observed as a
Secondary source. Interviews of economists and experts will also be the part of it.
More focus here in this study is click the theoretical side of conventional banking sector
in the light of Maqāsid-e-Shariah. It is also pertinent to mentioned that in this study, the
scholar will use all relevant terminologies of Conventional Banking System, Financial
Institutions,

Financial

System,

and

Non-Islamic

Financial

Organizations

interchangeably with alike meanings and interpretations as per the situation and
context, in spite of the fact that banking system is the part of conventional financial
system.
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7. Limitations of the study:
Following are the limitation of study:
I.

The area and nature of financial system is very broad. Different types of Banks,
insurance companies and mutual funds etc. are in a row but here means to
focus only on Conventional banks situated in Pakistan which we have access to
their operations and non-confidential documentations.

II.

Similarly the study will also be limited to only core products and operations
because the bank has numerous natures of operations and transactions and the
researcher will not be able to come across with all.

III.

The study will emphasis on relevant Sharī‘ah teachings to financial matters of
conventional banks. In other words Sharī‘ah sources will be limited to Quran,
six authentic books of Hadith and Islamic jurisprudence and the financial
matters discussed by religious experts and economist in compiled form
“Sharī‘ah Standards”.

8. Plan of Study
The thesis consists of five chapters, an over view of that is given as under:
The First chapter contains the introduction of the study. It mainly covers the
background that how the need was felt to choose the banking sector for research work.
It also highlights the importance and problem statement of the study. There is brief
introduction of general financial system, its history and how the banking system
development takes place from old barter system to modern banking overviewing of
Islamic banking system currently operating in Pakistan.
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The second chapter specifically focuses on classical literature of. Maqased-e-Sharī‘ah
its nature and interpretation with respect to contemporary financial system and types of
it accordingly.
The third chapter covers the criticism, shortcomings and gray areas of the conventional
banking system. Keeping in view the lacking and drawbacks of the system, the need of
Islamic Banking and its importance is observed and will be discussed in detail. Besides
it, the early efforts regarding initiation of the Islamic Banking are also mentioned in it
coupled with detailed differentiation of conventional Banks’ operations which are
lawful and permissible and impermissible in the light of Sharī‘ah. Here this chapter
will also portray the perception that Bank by itself or each and every activity of Bank
is not restricted and unlawful. There is also little touch to elucidate such operations
having extremely adverse effect in long term on economy and badly disturb the wealth
flow and cause cry off and downfall like all past financial crises in general and
specifically financial crises of the year 2008.
The Chapter four mainly covers the analysis of the products, modes and procedures of
Islamic banking system. It will highlight also the contribution of Islamic banking sector
to financial industry. There will also presentation of making bridge between these two
sides in the light of fiqha’s narrations and laws.
The Fifth and final chapter mainly focuses on presentation to prove that only alternative
to overcome all existing shortcomings and loopholes in the conventional system is the
Islamic Finance along with stating the remedial measures for conventional banks that
how they will be converted to interest free banks by whole or starting window
operations. There will be proper procedures for making any branch or window or any
18

product according to the Sharī‘ah. Besides this, the chapter contains the detail of
Sharī‘ah boundaries for financial matters and some suggestions and recommendations
to maximize the Bank’s profitability in a permissible way; in full conformity with
Sharī‘ah Standards which is the real intention and interpretation of Maqased-eSharī‘ah at all.
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Chapter: 01
1. FUNDAMENTAL DISCUSSION
1.1 BRIEF HISTORY OF FINANCIAL SYSTEM
1.2 OVERVIEW OF ISLAMIC BANKING SYSTEM
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1.1 Brief History of Financial System
1.1.1

Introduction

The history reveals, the financial system moves in a cycles. Some time it seems very
perfect and sound, covers distinct aspects of economy with positive results, outcomes
and consequences throughout specific period but some time it goes otherwise like full
of flaws, weaknesses and crises in one form or other depicting the ephemeral aspect of
the system. It is well known that no financial system has been proven as undying and
consistent but all systems have been held with financial disasters in different ways.
Although it cannot be settled down to only one factor beyond the crises. Different and
numerous factors work behind it like Speculations, Government involvement in lending
and borrowing, Wars between countries and so many others mismanagement of
economy and currency flows across the country and globally.
To understand the current financial system it is essential to know the beginning of the
journey. Where the financial system was and how it emerged, what were periodical
changes have been occurred throughout journey. How the financial system accepted
different amendments and modifications. After it one may able to cognize the current
financial system. So it is pertinent to mention the brief history of money and financial
system to understand the introduced financial system in a better way.
1.1.2

Early Financial System

It is the beauty of human to invent different ways and means to fulfill his desires and
needs. In early times the man used to use the animals and others things for exchange
purpose. So it doesn’t means that only the gold and silver were used as a medium of
exchange but before the financial system existed, animals were used as a store of value
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in 9000 BCE. 1 Similarly animals were considered as a money and oxen, sheep and
goats were used as mode of Fines under the Roman law. Likewise other commodities
were also used as currency like sacks of grain, dates and salt in different places and
times. So it can be derived that like now trade, other economic activities, taxes and
payments of fines existed before the emergence of metal currency of Gold and silver.
There is proof of existence of debt and credit system before coins currency. 2 David
Graber mentioned in his book, Debt: the First 5000 years, about the credit and debt
system. According to his research, the recording of credit and debt system developed
almost 5000 years before as a tool of accounting and his research further added that
Sumerians civilization have also that system of credit and debt about 3500 BCE. In that
system, farmer’s exploitation is very common so that generation after generation of a
farmer had forced to suppression because of debt payment. Afterward these debt slaves
were sometimes free by King. The king ordered to cancel all typed of such debts and
introduced a law called the Law of jubilee. His research depicts the fact that one of the
big factor of unease and insurrection throughout the financial history is the
Indebtedness, always led towards revolt.
In ancient societies, the evidences discloses the fact that the barter system existence in
ancient societies but it was not a considered as a complete accounting system as other
factor were there side wise contributing a lot in resolving the exchange problem like
the social currencies, refers to communal interactions and expectations along with
responsibilities of individuals, completed early financial system. The trend of gift,
marriages and other social interactions in different collective matters also helped a lot
in social bond creation.
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Shekel was the ancient currency and considered as a unit of account in the Mesopotamia
about 3000 BCE to outline explicit weight of barley and alike sum of materials as
copper, bronze and silver. The coin were used latterly as a pay to the soldiers across
different empires in the world. The great empires rise in different countries like China,
India and Mediterranean were count as top violence as their expansion needs more
resources to pay their soldier in far-off areas. It is pertinent to mention that in China,
money used in the shape of spades and knives made of bronze in around 1000 BCE. It
has been perceived that in China, India and some other adjacent cities, the very first
manufactured coins were appeared in the period of 700 and 500 BCE. 3
1.1.3

Gold and Silver as Form of Money

The most common forms of money in the history of financial system are Gold and
Silver. Even in different languages the term Silver refers to money or it may say that
word of silver is directly related to the word of money. In the past, coin were made of
gold and silver along with other metals like copper and iron but these two were most
commonly used to mint coins.
The history shows the very early record of these two i.e. gold and silver, which were
used as a medium of exchange or monetary exchange in Mesopotamia and ancient
Egypt.4 The first gold coins were issued in Lydia, modern-day turkey, in the year
around 700 BCE. 5 Afterward, the used of golden coins were spread across different
countries. In the fourth century the Greek cities used it as monetary exchange. The state
authority support these coins and were responsible to ensure their value regardless of
any type of fluctuation in availability. After the proper establishment of coin there in
Greece, the spreading continues slowly towards west and east to Europe and India
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respectively. The process continued till the coin usage become the very popular and
used in commercial transaction in India around in second century BCE. The successful
monetary system India accelerated the spreading towards other parts of the Asia. The
Europe had converted at all to minting of Gold from the use of Silver Currency in
fourteenth century. 6 The accelerated spreading of the coin in different parts of the world
is because of advantage that coin made from metal, having values in itself along with
one drawback of risk of manipulation. Common practices exist that coin become
clipped and then these coins were recycled and trading of it was very common in these
areas. Government also played a role in diluting the some expensive and precious
metals in coins like blending of copper with silver or gold this habit of Government
causes different hurdles like it causes the inflation and similarly this act loss the trust
of people on government i.e. the authorize body in some cases. Here it is important to
mention that the Government did this because of shortage and the scarcity of precious
metals and government had to pay the bills. This is somehow the limitation and other
problem normally faced in that time was the occurrence of coin of different metals like
some were made of gold and other were of copper and silver likewise but the value of
each one is differ from others. The process continued and the replacement occurs like
some time gold coins dominant over other and vice versa.
The very important thing which is pertinent to note is the evolving of money as a unit
of value from being the unit of weight. The differentiation arose as commodity value
and specie value. In comprehensive words, the difference was realized between weight
of gold and the value of it in the market. This switching was further emerge to new
concept of money in the shape of currency or paper money as the coin of gold is
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different in the Market from the value of it. That is weight in gold and its value in the
market. 7
1.1.4

Paper Money and its latest forms

As mentioned above that one of the progressed observed in that time was the conversion
of money from its unit of weight to its value form. Once it was accepted and established
that money is the unit of value leads the concept that there is no need to take the money
in commodity form. The Tang Dynasty stood first in China to initiate the step of having
paper money in seventeenth century.

8

The core support of merchants was involved in

the development of paper money for their own relaxation and facilitation which also
help out them to avoid the transportation of large number of gold coins from one place
to other for the settlement of any big commercial transaction as it was very serious issue
for them to carry the bulk of coins. They made a system whereby they used to issue
credit notes, which were for short time and at a discount to the due amount. This practice
of using paper money continued and they didn’t replaced the coins at all until the era
of Song Dynasty in the eleventh century. Along with coins, the bank notes were kept in
use and then the time came that central government realize the advantages in it to print
bank notes and taking the monopoly right on the issuance of these notes.
The development continued and the paper money appears in Europe via different
means, specifically through the accounts of trader, travels from there to Europe like
Marco Polo. Furthermore, in Italy, the money traders started issuing promissory notes
to the people because it was not easy for them to travel with huge amount of gold to
that far-off areas and it was too risky for them also. To avoid the risk and the
impracticality of bulk of coins transportation, have a preference to issue these notes.
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This was the first shape of the notes that exist today in our banks and is considered as
the predecessor of contemporary bank notes. The journey continued until the
establishment of Banks and then the first European Bank notes were issue in 1661 by
the Stockholm’s Bunco, later on called by the name of “Bank of Sweden” 9 . In the
same time period, in different parts of china, Banknotes appeared in the china and same
type of currency stared in the Islamic world by the name of Sakk , these notes became
more common in the rise of reign of Ummaya in 661 to 750 CE.

10

Sakk refers to the

note or document representing the claim of any right, obligation or dues done according
to the shariah standards. Sukuk, the plural of sakk, normally used for the commercial
transactions.
Europe witnessed the large number of innovation in their financial systems like in the
banknotes and they started use of Trade bills (T-Bills) of exchanges. Their progress in
the notes is because of very fast growth in the trade throughout the region and the trade
heavily switched to credit. The process of bill of exchange is the like to allow the buyer
to get goods in return of presenting the seller a bill of exchange promising to pay the
amount in some specific date in the future. Afterward the seller could take the bill to
the merchant bank and get the payment on discount to its actual value due in future.
The benefit of the seller is to transfer the risk of buyer’s default to the bank by accepting
the lower price and the bank get the margin by accepting that risk which is actually the
profit of bank. Trade continues through this way for long time and in England the bill
of exchange considered a most essential form of credit and during the period of
eighteenth century till beginning of nineteenth century, the money availability
increased before the banknotes and cheques. 11
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The journey continued and one of the other form was introduced for the collection of
taxes and other process called it Tally Sticks. These sticks further used for other
purposes and even today some time government issues to the creditors for surety of
future tax payments when there is short of money. This led the people to trade these
tallies in the market like bill of exchange if the future time (time of maturity or payment
due date) is more, the discount also more and if the future time is less the discount on
these tallies also less. Thus, these are accepted as a medium of exchange in the market.
So this is one of the tool of collecting and managing money and the government use it
in crucial situations. 12
1.1.5

Initiation of Goldsmith Receipts

After the well establishment of trade in Europe, the merchants became wealthy and they
have massive Gold. The issue of safest storage arose in that time so the safest place for
them to handover the gold to the Royal Mint. In 1640 A.D, the king Charles I announced
that all the stored gold in the mint seized and this gold will be the loan and it would be
pay back periodically. 13 This announcement of King forced the merchants to take away
their gold from the mints and handed over to the Goldsmiths. Although the goldsmith
had been involve in the market matters as craftsmen, money changer and in other
economic activities in England but not have direct involvement in the storage of Gold
since sixteenth century till this event. These merchants have separate vaults.
The journey continued and the merchants started dealings with goldsmith and store their
gold in the vaults for free. The Goldsmiths issued the receipts certifying the amount of
gold, quantity, quality and nature of metal used in a very transparent way. In the
beginning these receipts couldn’t be assigned to any other person. The right to collect
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this amount hold the actual depositor. In some cases the deposited gold or precious
metal stored in vaults remains idle for long time in vaults and the depositors didn’t
come to collect in a months or year. Afterward, the Goldsmith began to lend out the
deposited precious metals or gold to other people on behalf of depositor along with
issuance of promissory note for money placed. The placed money considered as loan
from depositors to Goldsmith along with the permission from depositors to use that
money for any purpose like advances to the clients because the Goldsmith didn’t charge
any type of fee for getting the deposits but also in many cases, paid a rewards in the
form of interest to the depositors. This was the initial form of fractional reserve banking
system. The gold remained in the Goldsmith vaults for long time and there is very little
risk of default and they used it for other financial purposes and by this way they build
a sound trust among the public and become financially very sound and better. By this
the promissory note emerged and circulated in the public as a very easy and safe form
of money backed by the promise of goldsmith to pay. Goldsmith got the confidence to
advance loans and issue the promissory notes and permitted the depositors to check
their accounts and make the balances accordingly.

14

This process led the system

towards establishment of Banks issued paper notes refer as Banknotes. The process of
these notes is just like as the currency issued by the central banks of government
circulated today. In crux, every single bank would have the ability to issue own
currency and the practice continued till 1694 but later on the England seize the right of
issue currency by single bank and centralize the process of currency/ bank notes
issuance and develop the ideology of central Bank which was called Bank of England.
Similarly, this practice continued also in Unites state of America till the establishment
of Federal Reserve Bank in 1913. Different institutes issues banknotes according to
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their own well and capacity. It was observed that more than 5000 different banknotes
were issued by different commercial banks. The value of the banknote of highly
trustworthy bank considered more than the banknote of less trustworthy. Some
banknote for commercial transactions and some were uses locally as per the reputation
of Bank. These banknote were actually the representation of gold and silver placed with
the bank. On demand from the bank, the bank is accountable to convert banknotes into
gold or silver and issued gold to the applicant. Afterward, banks issued excess
banknotes, not in match with gold or silver they have. As a result of loss of public trust
and confidence, demands for gold or silver redemption led the bank towards
bankruptcy. The journey continued till the time reached that all banknotes have no any
back in the form of gold or silver but backed by the trustworthiness of authorizes bodies
i.e. Government at all and we called this banknote as a Fiat Currency.
1.1.6

Global Monetary System [1800-1900]

To understand financial globalization, it is pertinent to review few important aspects
regarding it. There were some regional forces dominated over the entire trade before
financial globalization consequently their currencies were highly acceptable and were
used. The Persian Empire was in peak at one time and the most commonly used
currency in that while was the Persian currency known as daric, as it was dominant
power over the entire world. With the downfall of Persian Empire, followed by the
Romans currency called as Denarius was the most widely accepted currency and then
it was replaced by the Gold Dinar in the time of Islamic dynasty.
At the time of Imperialism roundabout from sixteenth to twentieth century, frequent
switching has been observed when foreign trade was dominated by the European
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Colonial Power, they started with Spanish dollar and then switched by Dutch guilder.
After some time they also has been shifted to French franc and at last end with British
pound. At the time of World War I, the dominancy went over to U.S dollar and treated
as a central dominated currency and this was the base for the establishment of
International Monetary System.
In the eighteenth century, the trend of most of the world was bimetallic standard means
to say the use of two or more precious metal was legal standard i.e. Gold and silver and
somehow the use of copper also exist and this was the real problem. After the
Napoleonic Wars, the United Kingdom faced severe shortfall of silver and this problem
forced them to drop this standard and switched towards Fiat standards. This was the
main turning point when the United Kingdom started convertibility to classical gold
standard.
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This system allow the one to redeem for gold bullion at the Bank of

England. One who has pounds may get the gold from the Bank at the rate of 4.25 pounds
per ounce of gold. The core objective beyond process to restore the trust and stability
of system. After many years, other countries realize d the situation and accepted to drop
the silver and embraced the new standard. In near to 1880, almost the entire world was
on same pitch and acted upon the gold Standard. 16 This stability in currency accelerated
the world trade in a very rapid track as compared to other decades. Countries started
free trade and focus on its expansion with different countries coupled with expansion
in communication and railways tracks and other means of transportation. This interval
observed the high rate of migration.
Consequent upon the rapid growth in foreign trade and rise in capital streaming between
newly emerged Americas and Europe led towards the establishment of new financial
centers. London and Paris were the main financial centers in 1870 but afterward the
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new financial centers started compete with it and that was Berlin and New York. Along
with it number of financial center came into being like Brussels, Geneva and
Amsterdam but the London retains his leading as a leading financial center for long
time till the World War I. 17
Another important development occurred in that was the establishment of Federal
Reserve System. The U.S congress took the initiative and passed the Act in December
23, 1913 of Federal Reserve. The objective of it is the operations as Central Bank. The
entire assignment of central bank were handled via Federal Reserve System. The
important point to be noted is the operations of this Federal Reserve System were totally
independent and not linked with the Government and it has some members’ bank.
Afterward these the number of members bank increase and approximately one third of
the U.S banks had affiliation with it. 18 The member bank get the annually about six
percent with respect to their invested capital with Federal Reserve Bank and the
remaining profit shifted to U.S government.
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One of the other core aim of its

establishment to make this bank is the final lender in order to solve the issue of money
inelasticity in the time of financial crises but not luckily the objective didn’t
accomplished rather it give support and safe the system from disaster, itself act as tool
for bringing the crises and effect the flow of money.
1.1.7

Financial system in Twentieth Century

The twentieth century witnessed numerous ups and down not only financially but also
in other fields of life. A number of events occurred in it that can’t be forget as it took
millions of lives along with destruction of infrastructure and the humanity paid huge
cost of it.
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It has been revealed via history books that in June 28, 1914 the relation of Austria went
to intrude with Bosnia as the Archduke Franz Ferdinand of Austria was killed during
the visit to Sarajevo, the capital of Bosnia. This event accelerate the disputes and after
one month the Austria attack on Serbia. Germany got in war as ally along with Russia
participation and in short time other countries b one way or other joined it. Germany
along with allies invaded over the France, Belgium and Luxembourg and afterward the
War has been declared by the United Kingdom and this was the First bad event of this
century called as World War I. 20 These four year noticed the death of about 16 Million
and more than twenty millions wounded more or less, history reveals different facts and
figures regarding this war. 21
The Economical aspect or the consequences of the World War I were severe in the form
of GDP downfall. The Gross Domestic Product of the other countries of Europe
increased except the four countries Italy, Britain, Canada and United State during the
war but on other side there was high declination in the GDP of Russia, Austria, Franca
and ottoman empires, reached to about 40 percent. Same case with Germany, the
downfall in GDP was about 27 percent. 22 Along with the cost of War, the other factor
also played a prominent role in igniting the Russian revolution in 1917 which were the
inflation and the shortage of food. The existing tsar was removed and the new revelry,
Communist party came to power and after three to five years major changes occurred
like the establishment of Union of Soviet Socialist Republics in 1922. The other effect
of the War was the dropping the Gold Standard at broader view allowing them all to
float their currencies exchanges freely. Most countries senses the benefit in dropping
the currency intentionally in order to boost their exports and enhance the overall
economy.
32

Other development was the convincing of those countries observing hyperinflation like
Austria, Poland, Germany and Russia to go back to their Gold Standard and the U.S
was fairly successful in persuasion in 1920s.by the keen efforts of United State of
America, many countries realized the need and went back to the gold Standard in 1927.
23

The journey continued until the great depression raised as a result of crash of Stock

Market in 1929, forced the president of United States of America, Herbert Hoover to
approve the Smoot-Hawley Tariff Act in 1930. This act increased the import tariff on
large number of goods. On responding to this act, the Partner of U.S introduced the
tariff on U.S goods. 24 As a result, the decline in the export from united state reached to
sixty percent in 1930-1933. 25 On addition of Great Depression effects, some economist
reported that increase in the interest and the contraction of money supply, were also
because of Great Depression as the effect remained for a decade.
Moreover, the allied powers aimed to cooperate one another in general and specifically
the countries effected by war so the history not repeat itself and established in the
beginning of great Depression, the Bank for International Settlements [BIS] with
objective to accelerate the financial cooperation emphases the Germany’s reparation
payments executed through Treaty of Versailles. The Bank for international Settlement
also worked as central bank for all other central banks across the World. The countries
allowed to put their portion of reserves with it and it also worked as trustee and
facilitated the different settlement among countries. 26
1.1.8

Post World War II Developments

The Twentieth Century witnessed another war in 1939. The World War II was started
and remained for about six years and the death list recorded sixty one million. 27 After
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it, the world leaders once again looked for means and patterns to bring peace and
stability and to prevent the forthcoming imbalances and conflicts for the prosperity of
humanity. There were three main development observed, Bretton wood Agreement,
Marshal Plan and the most important one is the establishment of United Nations. The
United Nations (UN) established in October 24, 1945 and the core objective of it is to
promote the international Cooperation and Coordination, substituting the different
league of Countries, which had been observed unproductive. Similarly, the Marshal
Plan was launched in 1948 with intensions to compensate and rebuilding of Europe
along with removing the trade barriers, accelerating the economic activities,
modernizing the industry and to bring economic prosperity in Europe again.28
The third development was the Bretton Wood Agreement. The conference was
conducted in Bretton Woods by United Nations in 1948. This conference was called by
United Nations Monetary and Financial Conference, now a days known as Bretton
Wood Conference. This system based on phenomenon that all countries would connect
their rates of exchange to the U.S dollar and same way the dollar would be exchangeable
with gold at the rate of thirty five dollars per ounce. 29 The central banks assist the
countries to peg their currencies with U.S dollar through buying and selling the
currencies of respective country. The main development occurs as a result of this
system is the maintaining of U.S dollar as world’s reserve currency rather than gold.
The other countries would not be in compulsion to take the gold as reserve or for any
purpose like payment imbalances etc. because the same is served by the dollar instead
of gold as the dollar is redeemable for gold. In case, the country needs gold, the process
for the getting gold for the country to convert first its currency in to U.S dollar and then
the gold will be offered by the Fed against the dollars means to say that through its own
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currency, country would not be able to get the gold directly without conversion its
currency to dollar.
1.1.9

Foundation of International Monetary Fund (IMF) and International
Bank for Reconstruction and Development (IBRD)

The other important development after the Bretton Woods Agreement was the
foundation of International Bank for Reconstruction and Development (IBRD) and
International Monetary Fund in 1946 and 1947 respectively. The IBRD was later on
known as World Bank. The objectives of these institutions to facilitate the countries in
resolving their financial issues along with firming the system of Bretton Woods. The
establishment of World Bank and International Monetary fund were the major
contribution to the International financial architecture covering the short and long term
financial crises and need in general and more precisely very significant
accomplishments of diversified cooperation and coordination following World War II.
The journey continued with the mentioned system but had a flaw rose later on when the
supply of dollars restricted to certain limits and in spite of trying to increase the reserve
by any country but they didn’t and consequently, the conversion price of dollar exceed
the gold. This issue led the world to opt former system, so as a result the world switched
to old standard of gold. Many countries highlighted this weakness and different rumors
began to spread across the globe. It was announced in 1971, by president of United
State of America, Richard Nixon that the exchange of dollar by gold is suspended.
Afterward, the meeting of G-10 countries decided in 1971 to increase the dollar price
of gold from $ 35 per ounce to $38 per ounce. This agreement is known as Smithsonian
Agreement. This agreement didn’t played good role in resolving the problem but
35

delayed the process of collapsing to some extent and protect the system a while from
abrupt failure. In February 1973, decision held by the EEC and Japan to left out the
prevailed system and float their currencies freely in the market and then they were
followed by other nations and in near ten to fifteen years all industrialized nations had
joined them and the world got the Fiat system, exist today. 30
1.1.10 Contemporary Monetary System
The introduced financial system remains over the years unchanged or very slight
changes have been observed in near past. There were some development in 1980s when
the instability in foreign exchange market kept on increasing, two agreement were born
in that time. The Plaza Accord and the Louvre Accord appeared in 1985 and 1987
respectively. These accords shaped the well-flowed and managed float system through
it, the central banks combined and may take the involvement in system to resolve the
under and over valuations to create and maintain stability in the foreign exchange
markets. In 1990, the foreign exchange markets remained calm and the volatility didn’t
come back and the market faced a severe burst in the shape of dot-com bubble in the
start of twenty first century i.e. in 2000. The market was not in sound stability and the
volatility remained there until the financial market was hit by another even hard strike
of 2008 financial crises. This disaster even applied more pressure on the leader to
introduce an alternative system to the current dollar-based fiat system because the
complexities and uncertainties are going more and more. Here important to uttered that
there are also some suggestions to switch system from dollar based fiat system to multi
currencies like the basket of number currencies present and openly interact such as the
U.S dollar, yen and Euros etc.
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Similarly one of the suggestion is to avoid these uncertainties and complexities is the
use of special drawing right of IMF to take back the currencies. Special drawing Right
(SDR) is one of the reserve instrument contains the basket of sixteen stable currencies.
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Another alternative was the entire switching of financial system to another currency

like Chinese Yuan or Euro rather a dollar. Along with this, some economist
recommended to go back to the gold standard. The different advices and suggestions
reveals the hidden thought that the current system is not enough to fulfill the
requirement and no one even surely says that which system will be the next one but it
is sure that this system will not run anymore and is waiting for another financial disaster
or financial hit and breakdowns it beyond restoration.
The world presently on currency, the fiat system entirely based on the confidence and
trust of the issuing authority. Means to say that the currency is useable coz of
Government trust. The big benefit of fiat system is the capacity of expansion and
contraction of currency to unlimited extent without any ceiling as compared to gold
which is not possible in gold standard. This enables the central banks comforts and ease
to control the money supply in a better way.
In a nut shell, history doesn’t favors the fiat based system as it full of severe
fluctuations and consists of dreadful crises in the past repetition after periodic interval.
The currency depicts its history of disappearing either because of hyperinflation or
because of default. It is not the sign of sustainability and stability.
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1.2 Overview of Islamic Banking
1.2.1

Banking History

Man has been using different ways in order to satisfy his needs from the very first day
and has been using all the available resources of that time. In the beginning, there was
no concept of cash. Therefore, the barter trade that is goods for goods system prevailed.
Normally people act accordingly and exchange commodities for fulfilling their needs
but this system had complexities and had a large number of drawbacks and defects. One
of the main flaws facing people of that era was the transportation, that was not easily
available and therefore, it was very difficult to carry the goods from one place to other;
moreover, demand and supply had not be satisfied in one place. Similarly, there was
lacking of desires and wants matching from either sides or parties. The satisfaction is
needed for exchange from the parties. For example if one bull would be exchange for
four goats. It was necessary that a person with bull should find the man who wants to
exchange goats with the bull. So the arrangement of this exchange was a big problem
of this system. It was also very difficult to store goods for a long time. They lose their
value at time passes. Under barter system some goods had not be subdivided and also
there was difficulty in determine the ratio of exchanged commodities. Due these
limitations people switched from this system.
Taqi Usmani (1943), commenting on the situation, states:
In the beginning of human life people would deal in goods for the
exchange of goods which was called Barter System but it had so many
defects and flaws. Transportation was main problem as well as demand
and supply could not be satisfied at one place. For example a person
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wanted to purchase cloth in exchange of wheat but the owner of cloth
did not want wheat, so commodities could not be sub divided into
smaller units or pieces in order to make them foundation of trade.32
With the passage of time, human society evolves likewise the method of trade also
revolutionized. Therefore, the barter system, due to its drawbacks at last, came to an
end and was replaced in which some precious commodities were declared as standard
and become the means of exchange. The people had started using these standards for
buying and selling their needs and in short these standards become the mode of
exchange.
After that certain commodities were declared as standard, like wheat, barley and leather
soon after that gold and silver replaced. The above commodities because these were
internationally acceptable and the transportation did not create any problem. Initially
the exchange of goods took place on the direct weight of gold without coining. Soon
after that minting of coins began. At first everyone were allowed to mint a coins. This
era is called gold standard in general history and in Arabic called Quaida-al-Azahab.
After that the coins of silver besides gold were added and these silver coins became the
tool of exchange likewise gold. This system of banking in which both silver and golden
coins were used was known as bimetallic standard.
This system prevailed for a long time till they were replaced by the receipts of
goldsmiths and people started purchasing commodities in return of these receipts. After
that the receipts were modified into notes but those were absolutely different from the
notes we used today and they were made of gold instead of paper. The Banking system
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got start since that time when goldsmiths realized that people usually do not come to
take their gold back. So they started lending the gold of other to other people.
One of the basic factors, lying behind to this system, was the psychological phenomena
of human being that man had always been trying to secure his wealth. It is common
observation that man is greedy for wealth; therefore, he is always worried about the
safety of his wealth along with his health/life. Man of early ages solved this problem
by burying his savings underground. But this process did not prove useful and affective.
So he adopted an alternative path by keeping his saving with rich and powerful people
of their areas .With increasing and developing of this trend, number of trustees also
increased and many trustees appeared, a competition started among them for keeping
the wealth of the others safe. During this period the trustees started lending these saving
to needy people on interest and thus they had a permanent source of income .With the
increase of their income the trustees started paying the interest to the actual owners of
wealth. So in this way the concept of banking took start which improved into the present
status which is before us.
As a result of these struggles for making safe and secure place for his wealth, the
banking system came into being and had being passed through number of growing
stages and finally got the essential and important position of developed society as
almost every individual and organization has a firm connection with it in order to lead
daily activities in a smooth way. In today scenario this Banking system holds the
position of backbone of the present economics system. Keeping in view the role and
importance of Banking Sector, its existence is considered the life blood for world’s
economy. First of all a bank was established officially in 12th century. “The Bank of
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Venus” is perhaps the first bank established in 1157 and the other banks established
after it are the “Bank of Geneva (Italy) in 1407” and “Bank of Barcelona.33
It is not correct to say that Modern Banking System is the invention of western world
and they link it to Europe. The reality is that the history of business banks in western
world is not very old but this development is very near to Industrial revolution. The
first Bank established in Europe, situated in one of the city of Holland that is
Amsterdam, was “Bank of Amsterdam” in year 1609.34 After that, in the reign of
Charles –II (1660-1685), the whig Government established, a finance company in
British which dealt in banking.
After that in 20th century a numbers of commercial banks were established in British
which were merged into four big banks known as big four. The names of these banks
are Lloyds bank, Barclays bank, Midland bank and National Westminster bank.35
Besides these, some small banks also came into being in Europe such as Bank of
England becomes one the most prominent Bank among them.
The establishment of banks also took place in Indo-Pak Subcontinent. The first bank,
bank of Bengal was established in 1809 in Indo-Pak Subcontinent. Afterwards, a chain
of banks came into being there in Madras in 1840 and in Mumbai in 1863. Imperial
bank was established in 1921wheer Habib Bank was established in 1941 in Mumbai
and Muslim Commercial Bank was established in 1947 in Kolkata. In Pakistan Habib
Bank which was shifted in 1947 to West Pakistan at Karachi and Muslim Commercial
Bank shifted to East Pakistan at Chittagong in 1948, started the process of Banking.36
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Here it is important to mention that currently, the banking sector has firm roots in our
society. It is impossible to one remains without involvement with banking sector. From
birth of child till death of man, all necessitates required to mankind become available
with the support and involvement of bank. Similarly, Bank has affiliation and
association with educational institutions, Hospitals, Trading, transport and even
industry cannot be run without the Bank. Moreover, bank is not limited to keep money
safe but presently bank has numerous functions and hundreds of services providers.
Some Special Banks are classified for specific tasks like Central Bank, Industrial bank,
Commercial banks and Exchange banks. Central Bank means the Bank which is
responsible for the stability of finance system of a country such bank works directly
under the supervision of Government. Every country has a Central Bank which
strengthens its Banking and Finance System. It provides laws for other kinds of Banks.
Central banks stand responsible for handling the flow of currency of a country. A
Central Bank can be established with the help of individual assets or savings, joint
assets or government assets or saving assets but it is always controlled by the
Government. The hundred percent assets of American Central Bank are owned by the
public while the assets of Pakistani Central Bank are owned by the Government but
both the Banks are controlled by the Government. The Central bank of Pakistan is called
State Bank and its head office is situated in Karachi while its branches are spread in all
the main cities of the country.
Similarly, Industrial banks are established in a country to support the establishment of
industries. It is needed because Commercial Banks cannot fulfill this duty of supporting
Industries because they need a huge amount of fund and Commercial Banks are not in
position to provide that much big amount. Industrial Bank makes it is possible to
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established factories, their development and to lend loans on long terms for the
exchange of assets. There it makes easy to buy machinery, equipment’s, and furniture
and warehouses with these loans. These banks also provide foreign industrial exchange
to import machinery from abroad. They prepare feasibility report for industrial
institutions. Industrial Development Bank is one of the good examples of Industrial
Bank of Pakistan. Similarly the national investment trust is also working for the same
purpose. A Commercial Bank’s purpose is to develop intra-country trading while an
Exchange Bank works for the betterment of foreign country trading. These Banks deal
to promote the international trade. Besides it they also issue Letter of Credit and bank
drafts. In Pakistan there is no separate bank for exchanging works rather these duties
has been handed over to commercial banks whose particular branches work is
exchanges Banks. They deal in foreign country trading .They provide exchange money
to exporters in order to facilitate them for enhancing the foreign trade. Almost all
Pakistani Commercial and Industrial Banks deal in exchange. Some foreign banks are
working in Pakistan for these purposes which are 18 in numbers they have 46 branches
in the whole country. According to declared rules of State Bank of Pakistan a foreign
country bank can be only established in big cities rather than in small villages and town
but they may perform their activities in the whole country. Moreover, Agriculture
Banks are working for agricultural development of the country. They finance smaller
former in order to enhance the production and also lend to rich landlords so that they
can improve the agricultural system with the help of these loans by purchasing own
agri- machinery like tractors, seeds and pesticides etc. In our country the agricultural
loans are given on easy terms as comparative to industrial loans because most of the
people relates to agriculture. Usually loans are pay back after crop harvesting. In
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Pakistan only one Bank has been established for this purpose which is known as
Agricultural Banks.
1.2.1.1 General Bank Services
After discussion about the banking history, some common classification of banks as per
their different functions and objectives beyond their establishment, seems important to
discuss some of the services commonly performed by the conventional Banks as well
as by the Islamic banks to facilitate the public.
a. Safety of Money
All banks provide the opportunity to all the business and professional men to keep their
money in banks instead of home or office. The bank is the sounder place to secure
money from theft, robbery and fraud.
b. Drawing Facility
In banks, not only the facility of storing money is provided but the facility of depositing
/ drawing money is easily available .One of well-known method is cheques. A bank
issues a cheques book to its customer to draw money. Cheques will be valid and
accepted only in that branches were he has an account. In present times a more useful
and secure method has been invented. A Bank issues a card which is known as
Automated Teller Machine card. Now a day’s almost all banks issue ATM card with
this purpose. It is useful because all the big banks have ATMs, where the customer can
draw money from any branches of the concerned bank. This machine works day and
night. As a result of ATM card money has been made more secure because the ATM
card of one customer cannot be used by other person.
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c. Short term and long term loans
A bank gives loans to different institutions and individuals on short term and long term.
The former loan is usually given to business man, Industrialists and other individual
whose term is one year. These loans are issued as current liability of the bank while the
long term loans are given to industrialist to develop their factories. These are such loans
which are given for more than one year term. They are issued as long term liability of
the bank. These facilities are provided by industrial bank and finance cooperation while
commercial banks usually hesitate from giving such kind of long term loans.
d. Formation of capital and Source of Income
Banks receive smaller amounts from public and they also receive good amount from
business institutions and make a huge amount. The Banks use these amounts as their
capital and spend it in agriculture sector, in industries and trade etc to earn more profit.
In Banks money is not only safe but it can be made profitable on the will of customer.
In traditional Banks it is found in the form of saving accounts or fixed deposit while
Islamic Banks not only secure these amounts in different ways but they provide lawful
profit to their customers in the form of Murābaḥa, Ijara, Shirkah and Mudarabah.
e. Foreign Exchange, Sales of Shares and Information System
Banks leads the customer towards foreign countries trading. They provide this facility
on the permission of Central Bank. Along with that Banks help those companies too
which sell their shares to public. For the sake of the shares of a company there is no
need to travel for off areas as one can buy the shares at the nearest branch of a Bank.
The sale of shares through Banks is known as Underwriting.
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Bank not only secure money but it also provide locker for precious things such as
ornaments and important documents. Bank also provides information services about
market and Business. It includes consultancy services to the customers. Besides it issues
report about various plans for their practicability and rationality. Such kinds of reports
are called Feasibility reports.
1.2.2

Why Islamic Banking System

Islam is not only an ideology; rather, it is a practical religion. Its comprehensive
teachings regarding all walks of life prove to be totally balanced in order to provide
humanity with means and opportunities to have purity of acts so as to live in this world
for a blessed end. Economy plays a vital role in running government affairs and Islam
has significant guidelines about it. In a number of Quranic verses and Prophetic sayings
an emphasis has been made on economy. Similarly, regarding business dealings and
transaction of money, Islam has clear and absolute guidelines that, at no cost allow
interest (Riba) whereas profit (Ribh) has been given legitimate and sometimes
appreciable status.
As part of human nature, the lust for getting more money overnight particularly in the
current era of materialism has, besides affecting social lives of Muslims, deteriorated
their economic spirituality as well. The global conspiracies to destroy Muslim faith by
polluting their livelihood through interest based business dealings and attracting people
by high margins of the so called profits or markup etc. are engulfing even those
Muslims who do not, by their own choice, want to be involved in interest. The situation
goes worst when finding no Islamic system of business dealings around, Muslim youth
in particular, become of the prejudice thought that Islam does not have an appropriate
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alternate to the banking system in vogue i.e. the Traditional Interest based Banking.
This scenario leads Muslim scholar to answer these questions by going into in depth
study of Islamic Banking System and to see the compatibility of it in the present day
situation.
1.2.3

Need and Its Importance

The last few centuries are the witnessed of downfall of Muslim Ummah in all walks of
life. After observing the causes of its downfall, the different think tanks presented
numerous view and theories which all have somehow validity and level of affects and
Acceptance, conclusively none of the views wouldn’t be fully rejected and nor has
potential to accept but anyhow, most of them have unanimously agreed that one of the
core cause is get freedom of Ummah from Masjid and Religious Seminaries. They
started blindly follow others without considering their identities and historic
inspirations of Messenger’s Companions. Along with that they didn’t innovate their
existent order of living, they didn’t opt their selves as per challenges and demands of
the era. Similarly, they never research on new patterns and way forwards.
Consequently, Muslim Ummah remained back in all fields of life, politically became
destabilize, economically became weak and along with that became deprived of their
social values and norms. Comprehensively, the Ummah overall nature has convinced
on to eliminate religious teachings from walks of life as considering them irrelevant to
life affairs. Furthermore, as per slogan of Secular rulers, that all state affairs be carried
out through mutual consensus keeping in view the interest and needs of human beings,
the religion has no any interference in the state matter but it should be limited to
worships and due to their influence, the Muslim states, too, followed the same pattern,
made confinement of religions to only worships and made the masjid totally out of the
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picture. Ultimately, the situation forces us to this misery after leaving the shariah
teachings and making free the economic activities entirely free from divine laws,
became fully dependent on the western minds and their system which has only one
motive “to earn more regardless of means selected, to make oneself happy regardless
of hurting others, which is indeed nothing but disorder, exploitation and manipulation.
In secular system of Govt. interest is considered as the backbone of economy and the
whole system revolves around it whereas almost all the divine religions forbid interest.
Besides Islam, Christianity and even Jewish teachings in Bible have a clear message
about its prohibition. The only legitimate shape of interest according to Jewish religious
Books is the one enacted while a Jewish deals with non-Jewish. As a result the capitalist
investor wants to build their system of economy on interest.
The founder of Protestants John Calvin (1509-1564)37 was the first who point out that
in religious book Torait, Interest is forbidden and also declare that is not that interest
which is involved in Business affairs but the interest taken from poor people is actually
forbidden, gradually this ideology work a lot and almost 99% Jewish and Christians
accept this perception and only 1% deny that concept and they established their own
setup. 38 When this Banking System in Islamic Countries came to start, the Ula’ma
(Religious Scholars) declare it unlawful and deemed against the Shariah. In spite of it,
there is also school of thought that not only favors this John Calvin concept but also
started struggle to propagate this wrong ideology. The same moment also gets started
here in Pakistan as well but with the blessing of Allah, and by the struggle of religious
Scholars [Ula’ma] of this Ummah, they stood against it and defeat them very badly.
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In Egypt first time a resolution was passed regarding its impermissibility and unlawful.
After word the struggle and efforts were continues on every platform in different
Muslims countries. In Pakistan, council of Islamic ideology39 established and here too
the same issue rose in Pakistan in order to declare the interest involved in business
affairs is lawful but the stance of Jurists of this Ummah was remains vindicated and by
the blessing and grace of almighty Allah, this concept didn’t flourished in Muslim
countries as in Jewish and Christian it credited in past.
Meanwhile the question arise, if interest is forbidden then how the current economy run
without Interest and what will be the alternative of it especially for those who
challenged the ongoing interest based business system. Hence many school of thoughts
presented different economic structure, one of them stated that the word bank itself has
strong relation with interest and almost interest is totally mingled with Bank affairs.
Different people have assumed that bank itself gives a wrong sense and search for its
alternative is absolutely ineffective and it is wholly wasting of time because it is just
like one try to find the Islamic version of Gambling indeed this perception was
unjustified. 40
The point to understand is that bank is the name of institution which is rusted by interest
and its objectives is not wrong. In current circumstances the importance and role of
bank is to that extent that no economy can survive without it. So there is dire need of
banking sector. Today the world becomes the global village and the innovation and
technological advancement brings the people to frequent interaction and countries are
importing their needs from other countries. For that they need Banks. Similarly for
different projects capital required like Pakistan steel mill required huge amount of
capital. Likewise the energy sector also needs gigantic capital which is not only difficult
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but seems impossible to provide by layman. On the other side different people kept
their earning saves and if these savings remains with them which are not used in any
profitable way this is also discourage by Shariah. The main objective is to use the saving
in different profitable schemes in order to avoid the money from idleness and futility.

As it is discussed before that Bank is a business institution which collects savings from
the individuals and provides to others for business and need purposes with mutually
agreed terms and conditions, this is one of the main task of such institution but beside
the mentioned task, Bank also get involve with a number of different services in order
to not only earn the profit but also facilitate the society. The fast growth in every field
of life, advance technological inventions and being the world a global village, lead the
human mind toward specialty and as a result different types of complex businesses
established throughout the world.
Keeping in view the above scenario and by adopting their selves with the world fast
growing challenges, Banking Sector started different services to meet the needs of
people. In simple words, different Banks started working specifically in some area like
some Banks mainly taking interest in Agriculture and some in Industries in order to
enhance the profitability regardless of overall impact and effect on other stakeholders,
but in fact take part in economic activity or boost the economic activities in one way or
other, which ultimately enhance the earning power of layman.
Allah messenger Muhammad peace be upon him narrated that if you have any wealth
of orphans then spend it in any worth full business in order to make it safe otherwise
the zakat will swallowed the orphan’s money41. These savings will be en-bloc and will
used for the welfare of society is the main purpose of the Bank. The bank objectives
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are violated when the fund exchanges with condition of fixed rate of interest. So this
element makes the bank un-Islamic. Despite any other method is used irrelevant of
interest, it will be damn good. Even its bank is marked bank or anything else.
All the affairs of bank are not unlawful but the bank also involve with lawful jobs for
example if anyone wants to import the clothes from Japan and what is the Guarantee
that amount he send to the seller is received similarly what is the surety that the seller
will send the clothes when he receive the money. Therefore the bank provides the
guarantee and plays a role of trust in between the two parties. Likely it also provides
the facility of Lockers, transferring of money from one place to other within the country
and outside the country and it also give the services of collecting utility bills and so
many different jobs of our daily life that we cannot get from anywhere else and all these
tasks are not forbidden and lawful in the light of Shariah. Therefore it should be
understand that all types of tasks and acts are considered to be Halal (Allowable) and
Haram (Restricted) in Islam depends on the facts, utilization and intention of those acts.
Nothing is considered Halal and Haram purely on the opinion that it is an older or latest
expansion. Whereas on the one hand, an action or thing that could have been common
in the public for a very lengthy phase of time, but is contrary to the main beliefs of
Islam, is deemed Haram. Similarly an entirely new progress that is not opposing to the
principles of Islam would be observed to be completely acceptable and good enough.
If a specific present-day matter cannot be stated permissible due to it being converse to
the doctrine of Islam then it is the obligation of the Ulama and to a larger degree the
respectable Mufti’s not only to pronounce the matter Haram and impermissible and
detach themselves from the circumstances, but also to show the Muslim community a
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Sharia compliant alternative. And this Sharia compliant substitute should be one that is
realistic and convenient.
This can be substantiated from the incident of Prophet (PBUH) Yusuf 42 that has been
mentioned in the Holy Qur’aan in which, when Prophet (PBUH) Yusuf was confronted
in prison by a person who had come to acquire an interpretation of the dream of the
king. Prophet (PBUH) Yusuf informed the person that the dream suggested that there
would be about 07years of deficiency. Although, along with this interpretation Prophet
(PBUH) Yusuf also directed them towards how they could basically overcome the
problem that they were near to face. The Holy Qur’aan states;
)74:فما حصدتم فذروه في سنبله اال قليال مما تأكلون(يوسف
So whatsoever you harvested, keep up it in its ear apart from a small share that you
would eat43.
This event of Prophet (PBUH) Yusuf obviously inform us that in present times the
liability of the Ulama is not merely to announce the current banking system to be haram
and impermissible and shy away, but it is too part of their obligation to present to the
lay man Muslims a practical Sharia compliant substitute to the current system.
However, thorough analysis of the current financial system in all aspects, theoretically
and practically will situate easy way to present an alternative. It is practically not
possible to present an alternative financial system without first probing for a realistic
solution even as keeping detached from the current financial structure would be a severe
fault.
So it is clear that if anybody is talking about the alternate system of Banks, it does not
mean that they are going to introduce the alternative of merely “Interest” which is
52

Haram/ forbidden in Islam. It is indeed a reality that there is dire need of alternative
system of banking and there are enlightened teachings in religion Islam shows that it
has the solution of getting rid from interest. All Muslims have strong belief and
perception that Islam is an everlasting religion and has teachings for all times and eras
and will continue till the day of resurrection.
1.2.4

Earlier Efforts to initiate Islamic Banking System

It has always been the effort of the Jurists of the Ummah that this straight religion that
is based on the oneness of Almighty Allah, should not remain as just an ideology.
Rather, it should be put into practice in every sector of our practical life. All our worldly
transactions should be enlightened with the light of the Qur’an and Sun’ah so that our
worldly affairs and hereafter are set right. It was for this purpose that the Jurists (fuqaha)
of the Ummah undergo all types for difficulties to clearly explain the practical method
of practicing upon the Qur’an and Sunnah so that the obligation of establishing religion
of Islam in all aspects of our life could be fulfilled.
There was a time when it was claimed that establishing Islamic financial system or
Islamic bank is utopian idea which cannot be brought into practice. The people believe
that no financial system is can work without the element of interest and it was
considered that prohibition of riba is totally impractical in the context of modern
society. It was claimed that the prohibition of riba has been driven from the teachings
given some 1400 years ago and in the present, modern world it is not possible at all to
base the financial institution on something else than riba. And that is why there was a
debate on the question whether a commercial interest prevailing in our financial
institution falls under the definition of riba.
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It is wrong to say that Conventional Banking system came into being in a jiffy. But to
reach this state of condition took 400 years after this these Banks got firmness and
strength and become concrete and well established and chain up the whole world in its
curse web and clamp whole.
1.2.5

Concept of Bait-ul-Mal

By the comparison of conventional financial system with Islamic one, the clear and
bright beam can be observed in the era of Sahaba R.A (Messenger’s companions).The
history shows that the earliest Islamic financial body is Bait-ul-Mall, which refers to
place or home use for fund collection or payment. The main function of this institution
is to manage government expenditure, collection of taxes and receiving and distribution
of zakat. Zakat is actually the specific amount deducted from wealth. During the
prophet Mohammad (PBUH) and rashidun caliphate, the first one Abu Bakr Al-Sidiq,
all revenues collected were distributed straight away without any delay; for that reason,
there was no need for a separate house of Bait-ul-Mall. During the reign of the second
caliph, Omar Bin Al Khetab, definite institution of Bait-ul-Mall was organized. During
this, there was a great boost in state income from the concord areas, dire need is felt to
be supervised and managed. A central treasury officer was made to look after and for
particular areas, sub branch of treasury was made to tackle the financial matters. For
maintain the record that is book keeping and accounting, further sub divisions of
accounts i-e Account department was documented.
The most important, key sources of earning or financial collection for Bait-ul-Mall were
income from concord land, Jizia [a wealth deduction to be paid by non-Muslims in lieu of
zakat], zakat [a wealth deduction to be paid by Muslims at the rate of 2.5%]. Secondary
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sources of income other than the mentioned sources incorporated sadaqah (Donations)
and any valuable thing or commodity, of which the owner is not known. Omar Bin Al
Khetab (R.A) established institute commonly known in present day’s welfare society
or center in order to support the orphans and other poor people like, widowed, aged and
disabled. The other function of it to confer the financial assistance to retired one.
Besides these all heads cited above, this house or institution is also responsible to
provide fund for all type of salaries and government spending. During that period, one
of the activity performed that are very near to existent banking structure is of
safekeeping of money or any other things having value. Beside this Non-Muslims were
also supported via stipend and giving relaxation them in the form waiving jazia are such
activities occurred at that time.
1.2.6

Islamic code of Qard [loan]

The first personality to apply Islamic code of qard [loan] was one of the great
companions of Allah’s Messenger, the way he used to use this process, collecting
money from people in his own city in Mecca and deal with them to receive the money
from my brother and his brother was there in other city i-e Iraq, the people when reached
Iraq, they got their deposits from him. This Allah’s messenger name is Abdullah Ben
Az Zubair. 44
During the bright era of Muslims ruling, which remains for almost twelve hundred years
started from the near the beginning days of Islam until the fall down of the ottoman
kingdom in 1922, there was a great extent of the Islamic doctrine (shariah) that
administrate all phases of the lives of the Muslims concentrating the basic code of the
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commercial and financial activities in many areas of the world. It is mentioned in the
book, Islamic Banking, How to manage Risk & improve Profitability;
The Islamic empire, within the first 100 years of the death of Prophet Muhammad
(PBUH), was larger than the Roman Empire, reaching Spain in the west and India
in the east. In addition, this Era witnessed flourishing economic and commercial
activities, as well as with the sciences, particularly at the golden era of the Abbasid
caliphate from 750 to1258. Despite the availability of all elements needed,
Muslims failed to establish and develop a financial system that caters for the
financial needs of both Muslims and non-Muslims. It was not until the seventeenth
century when the conventional interest-base financial system was established in
Europe as a result of the economic and commercial activities revival as well as the
development in mathematics and statistics, which provided powerful tools for
financial mathematical science. 45

1.2.7

Contemporary Islamic Banking

Early efforts regarding Modern Islamic Banking System started from about 19th
century and ongoing through to the current date. This division highlights the progress
of Islamic banking system or it may called Interest Free banking system in three most
prominent countries, one is Pakistan and other two are Sudan and Egypt. The major
reason behind these countries is very clear and the Islamic banking in Egypt, lead the
way and take initiative by local saving bank, Mit Ghamr, which was recognized in 1963,
is considered the signpost in the progress of contemporary Islamic banking for the
reason that it has showed that shariah set of laws are enough to meet up the financial
requirements of Muslim of in the present day. The remaining two countries selection is
because of the base that these two have initiated to entirely convert their banking system
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to Sharia stream lines. Moreover, one of the fact about Malaysia, it is believed that this
is the mostly populated country accepted the challenge to hold the Islamic banking
system.
Beginning of Islamic banking system, to a great amount, is credited to the wave of
restructuring believes and thoughts of the Islamic resurgence movements. Muslims
scholars and reformers re-energized and encouraged the thoughts of reapplication of
Shariah’s teachings and principles to the entire phases of living and that adherence to
shariah ideology is essential for religion Islam and its believers and this was the time
of early twentieth century. Amr Mohamed El tiby states;
One of the main issues that concerned Muslim scholars was how to eliminate
riba from their lives and how they could make their financial dealings complaint
with their shari’ah. Rashid Rida (1865-1935) was a Syrian scholar and jurist
who joined Jamal Al Din Al Afghani (1838-1897) and Mohammad Abdul
(1849-1905) in their newspaper Al-Urwa al-Wuthqa and the later-launched Al
Manas weekly newspaper in Cairo, where they published articles that discussed
the legitimately of interest. this period has also witnessed thinkers such as
Hassan Al Banna (1906-1949), the founder of the muslim brotherhood (the
foremost of Egypt’s resurgent Islamic organization), Sayed Qutb (1906-1966),
one of the most figures in modern sunni Islamic revivalism and thinker of the
muslim brotherhood in Egypt, and syed Abdul Ala Mawdudi its party jamaate-Islam and major Islamic thinker and revivalist leader. Their ideas and writing
on how to reestablish the Islamic shari’ah into all aspects of Muslims lives have
helped in enhancing awareness of the importance of establishing the Islamic
financial system in Muslims minds. 46
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The proposal of interest- free banking or Islamic banking is very old because Islam
restricted the interest base transaction as riba is Haram and the suggestion for the
establishment of such financial institution that run according to shariah has been for
about sixty to eighty years old. The first effort to launch shariah based financial institute
or bank which finished fruitlessly and in effectively was in Malaysia in the mid-1940s.
The plan was to spend pilgrim’s saving in plantations and any other sector like real
estate in accord shariah teachings. In the rural areas of Pakistan, the subsequent testing
has also conducted by few religious scholars with intension to get rid from interest but
unfortunately this testing was also failed in 1950.One other positive step taken by
Malaysian government In 1962 with intension to support and help out the people who
want to perform the Haj and established the institute named Pilgrim’s Management
Fund. The most victorious and innovative experiment, was the foundation of small
financial institution in a very small town in Egypt in 1963, Mir Ghamr Local Saving
Bank, considered the signpost for development of the contemporary interest free
banking system. Afterword, the next Islamic financial institution was Nasir Social Bank
which was in 1973. In fact it is not fine clear that it was working with direction of
Islamic Teachings or not but it was considered that this was second Islamic institution.47
Then the third step which was a land mark in the setting up of Islamic financial system
is the establishment of the Islamic development bank, Jeddah in 1973. This Islamic
development bank was set-up by the OIC comprising of all the Muslim countries and it
has a wide membership of the Muslim countries and mostly finances them. But
fortunately as early as in 1973 when Islamic development bank was established, it was
decided that this Islamic bank was to be run according to Islamic principles. So
therefore, right from the very beginning, this Islamic development bank is working
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under the Islamic modes of financing. Although this Islamic development bank has no
permanent Sharia board, but it has been consulting different Muslim scholars at
different stages and with the great efforts of the different Islamic expert and Muslim
scholars the documents of this Islamic Bank are up to optimum extent according to the
Sharia’s Principles. This era also observed the foundation of a number of Islamic banks
in the Arab countries, for example, by team of businessmen from a number of countries,
the interest free bank, known as United Arab Emirates, established and that was
believed the first Islamic private bank in the world in 1975. Similarly the other bank
named, Dubai Islamic bank in Dubai was established. After two years, Faisal Islamic
banks were established as private banks in two different countries that is in Egypt and
Sudan in the years 1977. Government of Kuwait in the same year in 1977, established
an Islamic financial institution, named the Kuwait finance house.
The next episode which has duration of about twenty five years, from seventies of
twentieth century to the start of twenty first century, stepped up as a result of quick
boost in black gold i-e oil worth that carried massive capital and prosperity towards the
areas of Middle East and become core reason for the broaden the volume and frequency
of Islamic banks in the world of different Islamic and non-Islamic countries. In this
phase, more than hundred Islamic banks were established and working across the world.
In adding up, other than Islamic banks started to present and recommend the shariah
based different type of services and products via specific subdivision currently became
identified are Shariah or Islamic Counters. In this duration, few countries converted the
entire banking system to Islamic one like Sudan and the other country is Iran. These
two countries have converted the financial system in less time to Islamic or shariah
based system but unluckily, Pakistan due to some of the external and internal factors
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did not persist. The process of conversion here in our country is very slow, that initiate
with beginning of Pakistan existence i-e in 1947 and then it became formal in round
about 1970 and was in broad spectrum in decade of late eighties and till date the struggle
is continue and most of the positive steps were taken by the State Bank of Pakistan.
The next phase seems which has duration of about five to six years, lengthened from
2003 until the mid of 2009. This period is prominent among all pervious phases for its
two distinct features; one of these is the universal recognition of shariah based
compliants financial resolution by the dictatorial establishment in United States and
Western Europe, and predominantly by FSA i.e. Financial Services Authority and this
is the only finance regulators in the Europe. The other one is the emergent attention
and contribution of the global finance giants in Western World in general and
specifically in Europe, United States and Japan in the Islamic finance dealing. These
include a number of banks like Citibank, Credit Swiss and UBS i.e. Union Bank of
Switzerland. Similarly, in Japan, Islamic Finance got awarded and several Japanese
b a n k s h a v e a l s o g o t e n t r y i n t o S h a r i a h b a s e d o r Is l a m i c D e a l i n g s .
During this period, Financial Services Authority authorized three completely Shariah
based financial institution and the Islamic Banks established by the investors from
Middle East in order to meet the needs and to fulfill the emergent demands for shariah
compliant financial solutions in the United Kingdom. The name of the three banks
approved by the cited above authority i.e. FSA, in 2007, the Bank of London, in 2004
the Islamic Bank of Britain and the other one is the Bank of European Islamic
Investment, in 2006. The tendency towards Islamic financial institutions and Banks go
sky-high in the last quarter of the year, 2009, where regulators, overseer and bankers
throughout the Universe, assessing the grounds, basis and results of worldwide
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economically downfall and crunch observing all the financial markets. Many regulators
as well as bankers assessing the reality that only one sector, Interest free financial
Institutions remains safe and the slightest harmed due to these crises facing the entire
world because of its such nature totally based on assets or it may say asset-based nature.
This may prove that the establishment of Islamic financial institutions is no longer a
dream. It has been translated into a reality, not only in a small area but in a large number
of countries, both Muslims and non-Muslim. The main groups who came forward for
this purpose were the Dar-ul-Mall Al Islami based in Geneva, Al-Barakaha, Al-Rajihi
based in Saudi Arabia and Kuwait Finance House- based in Kuwait. These are main
groups and they have established a large number of Financial Institutions and Islamic
Banks in different parts of the world. The move towards establishing Islamic Financial
Institutions went on progressing and now, for the present these countries in which you
can find the Islamic banks and financial institutions. Among the Muslim countries there
is Pakistan, Bahrain, Dubai, Kuwait, Abu Dhabi, Saudi Arabia, Iraq, Qatar, Iran Jordon,
Philistine, Yemen, Libnan, Malaysia, Indonesia, Bangladesh, Turkey, Al-Bania,
Brunei, Egypt, Senegal, Sudan, Niger, Tunisia and Mauritania. The non-Muslim
countries which have Islamic financial system or financial institutions or banks are UK,
USA, Canada, Luxemburg, Switzerland, Denmark, South Africa, Australia, Indi ,
Srilanka, Sypris, Bahamas, Virgin island Cayman island.
There is tremendous elevated rate of 28.6 percent observed of assets growth of world
high rated five hundred Islamic financial institutions. The volume is of about more than
US$ 1.2 trillion of existent Islamic financial institutions. The Islamic Banking sector of
Pakistan raised by seven percent in the middle of current year i-e 2013. According to
the official statement of the Central Bank of Pakistan i-e State Bank of Pakistan, the
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growth rate abridged technically because of a huge deposit invested in the Islamic
division. Presently, the deposit base position at Rs. 771 Billion, while the asset section
improved to Rs. 903 Billion for the period of 2013. As a whole the Islamic Banking
shares rises to 9.9 percent in Pakistan. On the other hand, profit stage have float down
to Rs. 4.3 Billion as measure up to Rs. 5.9 Billion in the previous year.
Islamic Banking, strongly endorsed by the Central Bank, has displayed stronger
performance as compared to the conventional banking sector. Its asset ‘quality’ is
sounder than conventional institutions, and the rising share in Pakistan’s market is
evidence of an aggressive outlook for its future. 48
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Chapter: 02
2. MAQASID-E-SHARIAH
2.1

CONCEPT OF MAQASID-E-SHARIAH

2.2

INTEGRETION OF MAQASID-E-SHARIAH WITH FINANCIAL
SYSTEM
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2.1 Concept of Maqāsid-e-Shariah
2.1.1 Introduction
The undeniable fact that Universal scenario changes incessantly. The change sometime
play a very positive role and put pleasant impact on the individuals as well as on society
but sometime otherwise. The observation and the trends of some specific sectors depicts
that economic changes many time went for destruction side as discussed in early
chapters the financial crises and not one but more than ten disasters happened in one
century and billions of dollars has been lost till date and the coming time has no any
guarantee that such circumstances will not come again and nobody has any surety about
his eternal rectification. This is the sign that the building is not on sound base. There is
need to restructure the financial system. The prevalent economic system demands the
development of a system that could lead to a stable, viable and rightful economic order
in the sphere at great for the assistance of common man and has pleasant impact on
nations and societies. It is pertinent to mentioned that Islamic financial ideologies and
doctrine can become a basis for supporting an equilibrium and smoothness among the
socio-religion, societal and fiscal facets of humanity along with addressing the common
interests of the public and the nation. At the universal basis, it could be supportive in
reducing foundations of insecurity and uncertainty, thus making this planet a happier
residence with congruence and coordination among admirers of different religions. 49
Although, this facet mainly related to financial matters, it is advisable to talk over the
complete model or framework of Islamic Financial system within which the interest
free banking or Islamic banking system is supposed to operate. Accordingly, this
portion of second chapter will go through the very basics of Islamic financial system
along with highlighting the integration of Maqāsid-e-Shariah with conventional
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financial system that how Islamic teachings approaches to it and how the financial
discussion comes under the shariah objectives.
2.1.2 Shariah’s Objectives and Jurists Contribution
This is the fact that classical literature is full of all sort of shariah interpretations weather
it related to primary sources of sharia, the Nobel Book, Prophetic sayings (Hadith &
Sunnah), Ijma’a (Shariah Scholars’ Consensus) and Qiyas because of hard working and
sincere efforts of the jurists of early time. They devoted themselves for this sacred cause
and contributed in such a manner that their contributions plays role like shining stars
and the followers get the guidance from it. Almighty Allah says in Quran that indeed
we revealed the Zikr (revelation) and on us to protect. For the purpose Al-mighty
produces such personalities have energy and potential to perform these activities in the
shape of memorizing holy book, remembering of Prophetic Sayings, derivations of
shariah rulings in the light of these sources, get expertise in all relevant subjects of
shariah in order to get righteous mindset along with knowing the history and contextual
studies for better understanding of the situation to be familiar with the quranic verse in
respect of meaning, translation and interpretations. These all task required high level of
capabilities and devotion. These Jurists never cared about their own needs, faced
numerous difficulties to accomplish these noble objectives, after all, now we the
Muslims learning from their compilations, research, books and literature.
The History reveals the fact that in every field of Islamic literature, Hadith, Fiqh,
principles of Hadith, Islamic jurisprudence, Tafseer and its Principles and other
subjects, all are well presented and depth knowledge has been provided to the learner.
Similarly, Maqāsid-e-Shariah is very sensitive subject of our classical literature as most
of thoughtful and delicate shariah matters are concerned with deep understanding of
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this subject. One of the other factor of importance of this subject is to ensure the
smoothness and order in the society which is not possible without understanding and
its interpretations to address the day to day matters in the light of shariah. Many
contemporary issues entirely dependent on it to get righteous path especially in all
complex businesses, medical issues and other social matters.
It is also sign of pleasure for entire Muslim Ummah that hundreds of our religious
scholars devoted their lives to learn the knowledge of revelation and they didn’t focus
on their own interests and comfort. There are some of the following famous religious
scholars who contributed a lot in this area and their theories and interpretations have
solid impact and level of acceptance in the sight of followers and Al-mighty Allah has
given admiration and recognition. It is important to discuss little explanation of the term
“Maqāsid” and then discussion regarding the contributor thereon; The term ‘maqāsid’
(plural: maqāsid) refers to a purpose, objective, principle, intent, goal, end,50 telos
(Greek), finalité (French), or Zweck (German). 51 Maqāsid of the Islamic law are the
objectives/purposes/intents/ends/principles behind the Islamic rulings. 52 For a number
of Islamic legal theorists, it is an alternative expression to people’s ‘interests’
(maqāsid). For example, Abdul-Malik al-Juwaini (d.478 AH/ 1185 CE), one of the
earliest contributors to al-maqāsid theory as we know it today (as will be explained
shortly) used al-maqāsid and public interests (al-masalih al-āmmah) interchangeably.
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Abu Hamid al-Ghazali (d.505 AH/1111 CE) elaborated on a classification of

maqāsid, which he placed entirely under what he called ‘unrestricted interests’ (almasalih- al-mursalah). 54 Fakhruddin al-Razi (d.606 AH/1209 CE) and al-Amidi (d.631
AH/1234 CE) followed al-Ghazali in his terminology. 55 Najmuddin al-Tufi (d.716
AH/1316 CE), defined maslahah as, ‘what fulfils the purpose of the Legislator.’ 56 Al66

Qarafi (d.1285 AH/1868 CE) linked maslahah and maqāsid by a ‘Fundamental rule’
that stated: ‘A purpose (maqāsid) is not valid unless it leads to the fulfilment of some
good (maslahah) or the avoidance of some mischief (mafsadah).’
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Therefore, a

maqāsid, purpose, objective, principle, intent, goal, end, or principle in the Islamic law
is there for the ‘interest of humanity.’ This is the rational basis, if you wish, for the
maqāsid theory. Among all mentioned above, Shariah teachings encourage the
accomplishment of wealth by legitimate means and ways like Al-Bai and restrict the
void means and sources like gambling or speculation. 58
2.1.4 Different Dimensions of Maqāsid-e-Shariah

According to the Qur’ān, Allah has not created anything in the heavens and the earth in
vain. The purpose behind the creation of the universe and everything therein is to serve
the humankind. But humankind itself, in Quranic terms, has been created to serve God.
The divinely revealed guidance in the form of Qur’ān and its Prophetic explanation is
meant to teach humankind how to serve God in the best possible form. God being
absolutely independent and not in need of anything, the service to Him is also meant to
ultimately realize the welfare of mankind herein and hereafter. That is why the Quranic
verses as well as the Prophetic narrations are replete with the rationale and wisdom
behind the divine rulings prescribed for the benefit of humankind. Moreover, a
thoughtful analysis of the overall body of Islamic rulings makes it manifest that Islam
is meant to realize some higher objectives, goals and purposes to translate the welfare
of humankind into a reality. These higher objectives, purposes, and intents behind the
Islamic rulings are represented by the term maqāsid al-sharῑ‘ah in the Islamic legal
discourse.
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The basic aim of these maqāsid in the light of Islamic laws and rules, can be divided in to
the following various categories or levels. To elaborate further, here is the detail study of
all these dimensions or levels for understanding of shariah rulings.
1. Phase/level of necessities, which is usual classification as per traditional perspective.
2. Scope of Shariah rules in respect to accomplish purposes.
3. Choice of people contained within in purposes.
4. Universality levels of the Maqāsid (purposes).
Here is the detail of the above different classification of Maqāsid with different aspects in
order to make it easier to understand for better and righteous interpretations of shariah
rulings from primary sources of Shariah as well as secondary sources. Here it is also
pertinent to highlight the fact that these maqāsid study also help a lot to comprehend those
sources of shariah in which some jurists have different thoughts and opinions. Traditional
classifications of maqāsid divide them into three ‘levels of necessity,’ which are necessities
(darūrāt), needs (Hājīyāt), and luxuries (tahsīnīyāt). Necessities are further classified into
the following five points;
Preservation of faith. Preservation of soul, preservation of wealth, preservation of mind and
preservation of lineage. 59 Some jurists added the sixth point which indeed has importance
and need to be added which is the “preservation of Honour” to the above five widely
popular necessities. 60 These necessities were measured important substances for human
lifespan itself. There is also a general agreement of the famous scholars that the protection
of these necessities is not limited to Islamic law but is the core objective of all revealed
laws. Purposes at the level of needs are less essential for human life. Examples are marriage,
trade, and means of transportation. Islam encourages and regulates these needs. However,
the lack of any of these needs is not a matter of life and death, especially on an individual
basis. Purposes at the level of luxuries are ‘beautifying purposes,’ such as using perfume,
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stylish clothing, and beautiful homes. These are things that Islam encourages, but also
asserts how they should take a lower priority in one’s life.
The levels in the hierarchy are overlapping and interrelated, so noticed Imam al-Shatibi
(who will be introduced shortly). In addition, each level should serve the level(s) below.
Also, the general lack of one item from a certain level moves it to the level above. For
example, the decline of trade on a global level, for example during the time of global
economic crises, moves ‘trade’ from a ‘need’ into a ‘life necessity,” and so on. That is why
some jurists preferred to perceive necessities in terms of ‘overlapping circles,’ rather than
a strict hierarchy.

Maqāsid al-Shariah as defined by Ibn 'Ashur means "the deeper meanings and inner
aspects of wisdom (hikam) considered by the Lawgiver in all or most of the areas and
circumstances of legislation". He also explained the importance of the knowledge of
maqāsid al-shariah for mujtahids not only in understanding and interpreting the texts of
Sharī’ah, but also to find solutions to the new problems facing Muslims and about
which those texts are silent. Thus, maqāsid al-shariah provides a guide and framework
for the process of ijtihad to solve issues conforming to human interests while complying
with the will of the Lawgiver
The study of objectives is significant, as they reflect the spirit of the Sharī’ah and help
jurists in determining the prohibition or permissibility of any matters on the basis of
Ijtihad and Qiy’as. 61 Catering to the well-being of the people in the worldly life as well
as in the Hereafter or relieving them of hardship is the basic objective of Sharī’ah. Islam
takes a positive view of life considering man as the viceroy of God. Virtue does not
mean abandoning the beauties of life, but enjoying those while remaining within the
framework of the values through which Islam seeks to maximize human welfare. It
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requires living a morally responsible life, earning only by fair means and considering
wealth as a stewardship for which account is to be rendered to Allah Almighty.
According to conventional economics, livelihood is the fundamental problem of man
and economic development is the ultimate goal of human life. According to Islamic
economics, livelihood is necessary and indispensable but is not the true and the only
purpose of human life; the life hereafter is the real factor to be taken care of. This way,
Islam also caters for the welfare of man in the Hereafter. Wealth in all its possible forms
is created by Allah, it belongs to Allah; He has delegated the right of property to man
for use and He has the right to demand that man subordinates his use of wealth to the
commandments of Allah. “He it is who made you vicegerents in the earth” (6: 165) and
“does the man think that he will be just left to himself” (75: 36). Wealth has to be used
in such a way that it ensures success in this world and the world hereafter.
The overall objective of Sharī’ah behind these injunctions is the happiness and wellbeing of human beings in this world and the world hereafter. The concept of happiness
from the Islamic perspective is different from the concept of pleasure – the major
objective of positive economics. Accordingly, everything which guarantees well-being
and fulfils the supreme interests of mankind is included in the objectives of Sharī’ah.
These objectives have been identified by jurists like Ghazali, Shatibi and subsequently
by Tahir ibn-e-Ashoor by an inductive survey of the Holy Qur’an and Sunnah. The
division of these objectives can be made through different ways in the light of life’s
codes, means to say that objectives of individual may differ with respect to its status
like husband, father or brother, every status different from other and similarly the
shariah rulings also vary according to the status variation. So it seems difficult to
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summarize all under one title but with broader perspectives these objectives can be
divided into two categories; Primary and Secondary objectives.
1. Primary Objectives
The primary objectives that Sharī’ah tends to realize are the protection and preservation
of:
1. Religion.
2. Life.
3. Progeny – family unit.
4. Property.
5. Intellect.
6. Honour.

Ibn Taymiyyah’s addition to Maqāsid al-Sharῑ‘ah
Maqāsid al-Sharῑ‘ah represents the higher objectives of Islam. According to Hashim
Kamali, it refers to the goals and purposes of sharῑ‘ah either generally (al-maqāsid alāmmah) or in reference to its particular themes and subjects (al-maqāsid al-khāssah).
The area of maqāsid al-sharῑ‘ah has caught the attention of many eminent Muslim
scholars right from the medieval period up to the contemporary times. These include
Juwayni, Ghazali, Qarafi, Ibn Taymiyyah, Ibn al-Qayyim, Shatibi, etc. in the medieval
period, and Ibn Ashur, Allal Alfasi, Ahmad al- Raysuni, Taha Jabir Alwani, Yousuf alQardawi, Jasser Auda, Dr. Khalid Masud, Nejatullah Sidiqui, etc. in the modern period.
These scholars have dealt with the various themes related to maqāsid al-sharῑ‘ah in
diverse ways thereby enriching the maqāsid literature on one hand, providing effective
tools to cope with the challenges of their times in order to sustain the claim of the
universality of Islam, on the other.
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Ibn Taymiyyah, a widely celebrated Islamic personality, has made a significant
contribution to maqāsid al-sharῑ‘ah by extending the scope of maqāsid to all aspects of
sharῑ‘ah criticizing those who limit the same only to the five essential elements
(protection and preservation of Dῑn, Self, Lineage, Intellect and Wealth). Thus, he
included the fulfillment of contracts, preservation of relationship with the relatives, and
respecting the rights of neighbors in the domain of maqāsid. His endeavor consists of
restructuring the scope of maqāsid as a set of values secured in the spirit of the law. He
gives preference to the interests of the soul to the interests of the body in his scheme of
maqāsid. He argues in favour of understanding the Prophetic intent while studying the
Prophetic narrations. It is unfortunate as well as embarrassing that Ibn Taymiyyah’s
contribution to maqāsid al-sharῑ‘ah has been ignored, although his contribution to other
fields of Islamic scholarship like Islamic Political Theory, Islamic Legal Theory, etc.
has been extensively studied. Drawing on Ibn Taymiyyah’s disapproval of limiting the
scope of maqāsid to the five categories, in the recent discourse on maqāsid al-sharῑ‘ah,
a common thread that connects the works of different scholars is their unanimous
insistence on extending the scope of maqāsid beyond the five essentials so that the
newly emergent issues can be dealt with in the light of maqāsid al-sharῑ‘ah.
The protection of religion means achieving the purpose of worship of Allah (SWT). In
Islam there is a comprehensive system of beliefs and Sharī’ah makes it the
responsibility of the State to implement Sharī’ah requirements in respect of beliefs. The
protection and preservation of human life refers to the sanctity of life as emphasized in
the Qur’an and Sunnah. There is the law of Qis’as to punish those who cause any harm
to human life. This objective also refers to the provision of basic necessities to all
human beings.
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The protection of progeny or the family unit relates to marriage and the family
institution, whose purposes are: procreation, protection against lack of chastity and the
proper upbringing of children, enabling them to become good human beings and
Muslims and to bring peace and tranquility to society. Means to realize this objective
are the promotion of the marriage contract, tenets relating to family life and the
prohibition of adultery.
The protection of wealth and property refers to the sanctity of the wealth of all members
of society, with an emphasis on valid (Halal) earning and discouragement of a
concentration of wealth leading to a vast gap between the poor and the rich and the
inability of the former to meet their basic needs of food, health and fundamental
education. For this purpose, Islam provides a comprehensive law governing Mu‘amalat
or transactions among members of a society. 62The promotion of human intellect refers
to acquiring knowledge, thus enabling people to differentiate between good and bad
and to play their part in enhancing the welfare of human society as a whole. The
protection of human honour and dignity refers to the prohibition of false accusations,
the right to privacy and the sanctity of private life.
2. Secondary Objectives
The above primary objectives of Sharī’ah lead to a number of secondary objectives,
which are:
1. The establishment of justice and equity in society.
2. The promotion of social security, mutual help and solidarity, particularly to help the
poor and the needy in meeting their basic needs.
3. The maintenance of peace and security.
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4. The promotion of cooperation in matters of goodness and prohibition of evil deeds
and actions.
5. The promotion of supreme universal moral values and all actions necessary for the
preservation and authority of nature.
Relating the objectives of Sharī’ah with human welfare, Muhammad Umer Chapra, an
economist at the Jeddah-based Islamic Development Bank (IDB), contends:
“However, if well-being were to be defined in a way that rises above the materialist and
hedonist sense and incorporates humanitarian and spiritual goals, then economics may
not be able to avoid a discussion of what these goals are and how they may be realized.
These goals may include not only economic wellbeing, but also human brotherhood
and socio-economic justice, mental peace and happiness, and family as well as social
harmony. One of the tests for the realization of these goals may be the extent to which
social equality, need fulfilment of all, full employment, equitable distribution of income
and wealth, and economic stability have been attained without a heavy debt-servicing
burden, high rates of inflation, undue depletion of non-renewable resources, or damage
to the ecosystem in a way that endangers life on Earth. Another test may be the
realization of family and social solidarity, which would become reflected in the mutual
care of members of society for each other, particularly the children, the aged, the sick,
and the vulnerable, and absence, or at least minimization, of broken families, juvenile
delinquency, crime, and social unrest.”
He added more in order to highlight the relation and interconnectivity of goal, says;
“The spiritual and humanitarian goals stated above are of equal, if not of greater
importance… The material and the spiritual aspects of well-being are not, therefore,
independent of each other. They are closely interrelated. Greater family harmony may
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help raise better individuals to operate in the market, and better social harmony may
create a more conducive environment for effective government and accelerated
development. If this is true, then the emphasis on serving self-interest and maximizing
wealth and consumption may have to be toned down to some extent to serve social
interest and optimize human well-being. Some uses of resources that serve self-interest
and fit well into the hedonist framework may have to be reduced to fulfil the needs of
all individuals in society and thereby promote family and social harmony.” 63
The discussion made above reflecting the fact that all sort of shariah objectives whether
relates to the individual aspects or it highlights the communal shapes and sizes, has
strong interconnectivity with human values, its rational behavior protection, securing
not only the tenets and morals of the society but also has power to provide firm sense
of security to all materialistic dimensions as well in order to offer complete codes and
patterns to ensure the facts that nothing go beyond the Almighty well and orders. Along
with it, showing the principle annotations, that all such objectives and goals has broad
provision and endowment, includes not only economic wellbeing, but also human
brotherhood and socio-economic justice, mental peace and happiness, and family as
well as social harmony are such bases that society stands on it.
It is also pertinent to mention that welfare of the society with all respect is there in these
shariah objectives one way or other, as it has been cleared from analysis of primary
objectives, commonly known as five essentials and most of the scholars has favorably
agreed on it and classical literature has the witness on it coupled with secondary
objectives are all somehow covers the core and basic necessities of any community.
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2.1.5 The ‘Imams of Maqāsid’ (Fifth to Eighth Islamic Centuries)
The fifth Islamic century witnessed the birth of Abdallah Bin Bayyah called ‘a
philosophy of the Islamic law.’ Literal and nominal methods that were developed, until
the fifth century, proved incapable of coping with the complexities of the evolving
Islamic civilization. The theory of ‘unrestricted interest’ (al-masalih-al-murslah) was
developed as a method that covers ‘what was not mentioned in the scripts.’ This theory
filled a gap in the literal methodologies and, later, gave birth to the theory of maqāsid
in the Islamic law.
The jurists who made the most significant and noteworthy contributions to the maqāsid
theory, between the fifth and eighth Islamic centuries, are: Abu al-Maali al-Juwaini,
Abu Hamid al-Ghazali, al-Izz Ibn Abdul-Salam, Shihabuddin al-Qarafi, Shamsuddin
Ibn al-Qayyim, and, most significantly, Abu Ishaq Al-Shatibi.

2.1.5.1 Imam al-Juwaini and ‘Public Needs’
Abu al-Maali al-Juwaini (d.478 AH/1085 CE) wrote ‘al-Burhān fi Usul al-Fiqh’ (The
Proof in the Fundamentals of Law), which was the first juridical treatise to introduce a
theory of ‘levels of necessity’ in a way that is similar to today’s familiar theory. He
suggested five levels of maqāsid, namely, necessities (darūrāt), public needs (almasalih alāmah), moral behavior (al-makrumāt), recommendations (al-mandūbāt), and
‘what cannot be attributed to a specific reason.’ 64 He proposed that the purpose of the
Islamic law is the protection or inviolability (al-ismah) for people’s ‘faith, souls, minds,
private parts, and money.’ 65
Al-Juwaini’s ‘Ghiāth al-Umam’ (The Salvage of the Nations) was, in my view, another
important contribution to al-maqāsid theory, even though it primarily addresses
76

political issues. In that book, al-Juwaini makes a ‘hypothetical assumption’ that jurists
and schools of law eventually disappeared from Earth, and suggested that the only way
to salvage Islam would be to ‘re-construct’ it from the bottom up, using the
‘fundamental principles, upon which all rulings of law are based and to which all rulings
of law converge.’ 66 He wrote that these fundamentals of the law, which he explicitly
called ‘al-maqāsid,’ are ‘not subject to opposing tendencies and difference of opinion
over interpretations.’ 67
Examples of these maqāsid, on which al-Juwaini ‘re-constructed’ the Islamic law are
‘facilitation’ in the laws of purification, ‘elevating the burden of the poor’ in the laws
of charity, and ‘mutual agreement’ in the laws of trade. 68 It has been observed that the
view al-Juwaini’s ‘Ghiāth al-Umam’ as a complete proposal for ‘re-construction’ of the
Islamic law based on maqāsid is the really enrich contribution to the knowledge and
wisdom as he touches the spirits of rulings specifically related to the Interest oriented
transactions mostly occurred in modern businesses across the world. 69
2.1.5.2 Imam al-Ghazali and ‘Order of Necessities’
Al-Juwaini’s student, Abu Hamid al-Ghazali (d.505 AH/1111 CE), developed his
teacher’s theory further in his book, al-Mustasfā (The Purified Source). He ordered the
‘necessities’ that al-Juwaini had suggested in a clear order, as follows: (1) faith, (2)
soul, (3) mind, (4) offspring, and (5) wealth. 70 Al-Ghazali also coined the term of
‘preservation’ (al-hifz) of these necessities.
Despite the detailed analysis that he offered, al-Ghazali refused to give independent
juridical legitimacy (hujjīyah) to any of his proposed maqāsid or masalih, and even
called them ‘the illusionary interests’ (al-masalih al-mawhūmah). 71 The reason behind
that is related to the maqāsid being, sort of, read into the scripts, rather than being
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implied literally, as other ‘clear’ Islamic rulings are. Nevertheless, al-Ghazali clearly
used the maqāsid as a basis for a few Islamic rulings. He wrote, for example: ‘all
intoxicants, whether liquid or solid, are forbidden based on analogy with liquor, since
liquor is forbidden for the purpose of the preservation of people’s minds.’ 72
Al-Ghazali also suggested a ‘fundamental rule,’ based on the order of necessities he
suggested, which implies that the higher-order necessity should have priority over a
lower-order necessity if they generate opposite implications in practical cases. 73
2.1.5.3 Imam al-Izz and ‘Wisdoms behind the Rules’
Al-Izz Ibn Abdul-Salam (d.660 AH/1209 CE) wrote two small books about al maqāsid,
in the ‘wisdoms-behind-rulings’ sense, namely, Maqāsid al-Salah (Purposes of Prayers)
and Maqāsid al-Sowm (Purposes of Fasting). 74 However, his significant contribution
to the development of the theory of al-maqāsid was his book on interests (masalih),
which he called, Qawāid al-Ahkām fī Masalih al-Anām (Basic Rules Concerning
People’s Interests). Beside his extensive investigation of the concepts of interest and
mischief, al-Izz linked the validity of rulings to their purposes and the wisdoms behind
them. For example, he wrote: ‘Every action that misses its purpose is void,’ 75 and,
‘when you study how the purposes of the law brings good and prevents mischief, you
realize that it is unlawful to overlook any common good or support any act of mischief
in any situation, even if you have no specific evidence from the script, consensus, or
analogy.’ 76
2.1.5.4 Imam al-Qarafi and ‘Classification of the Prophetic Actions’
Shihabuddin al-Qarafi (d.684 AH/1285 CE) contributed to the theory of maqāsid, as we
know it today, by differentiating between different actions taken by the Prophet based
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on the ‘intents’ of the Prophet (peace be upon him) himself. He writes in his most
popular book,‘Al-Furūq’ (The Differences);
“There is a difference between the Prophetic actions as a conveyer of the divine
message, a judge, and a leader. The implication in the law is that what he says or does
as a conveyer goes as a general and permanent ruling ... However, decisions related to
the military, public trust, appointing judges and governors, distributing spoils of war,
and signing treaties, are specific to leaders”. 77
Thus, al-Qarafi defined a new meaning for ‘al-maqāsid’ as the purposes/intents of the
Prophet in his actions. Later, Ibn Ashur (d. 1976 CE) developed al-Qarafi’s above
‘difference’ and included it into his definition of al-maqāsid.
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Al-Qarafi also wrote

about ‘opening the means to achieving good ends,’ which is another significant
expansion of the theory of maqāsid. Al-Qarafi proposed that while means that lead to
prohibited ends should be blocked, means that lead to lawful ends should be opened. 79
Thus, he did not restrict themselves to the negative side of ‘blocking the means’
method. More details are presented later.
2.1.5.5 Imam Ibn al-Qayyim and ‘What Shariah is all About’
Shams Uddin Ibn al-Qayyim (d. 748 AH/1347 CE) was a student of the renowned Imam
Ahmad Ibn Tamiya (d. 728 AH/ 1328 CE). Ibn al-Qayyim’s contribution to the theory
of maqāsid was through a very detailed critique of what is called legal tricks (al-hīyal
al-fiqhīyah), based on the fact that they contradict with maqāsid. A trick is a prohibited
transaction, such as usury or bribery, which takes an outlook of a legal transaction, such
as a sale or a gift, and so on. Ibn al-Qayyim wrote: Legal tricks are forbidden acts of
mischief because, first, they go against the wisdom of the Legislator, and, secondly,
because they have forbidden maqāsid. The person whose intention is usury is
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committing a sin, even if the outlook of the fake transaction, which he used in the trick,
is lawful. That person did not have a sincere intention to carry out the lawful transaction,
but rather, the forbidden one. Equally sinful is the person who aims at altering the
shares of his inheritors by carrying out a fake sale [to one of them] ... Sharī’ah laws are
the cure of our sicknesses because of their realities, not their apparent names and
outlooks.
Ibn al-Qayyim summarized his juridical methodology that is based on ‘wisdom and
people’s welfare’ with the following strong words: The Islamic law is all about wisdom
and achieving people’s welfare in this life and the afterlife. It is all about justice, mercy,
wisdom, and good. Thus, any ruling that replaces justice with injustice, mercy with its
opposite, common good with mischief, or wisdom with nonsense, is a ruling that does
not belong to the Islamic law, even if it is claimed to be so according to some
interpretation. 80
The above paragraph, in my view, represents a very important ‘fundamental rule,’ in
the light of which the whole Islamic law should be viewed. It places the maqāsid
principles in their natural place as ‘fundamentals’ and a philosophy of the whole law.
Imam al-Shatibi expressed this view in clearer terms.
2.1.5.6 Imam al-Shatibi and ‘Maqāsid as Fundamentals’
Abu Ishaq Al-Shatibi (d. 790 AH/1388 CE). Al-Shatibi used, more or less, the same
terminology that al-Juwaini and al-Ghazali developed. However, I argue that in his ‘alMuwāfaqāt fī Usūl al-Sharī’ah’ (Congruencies in the Fundamentals of the Revealed
Law), al-Shatibi developed the theory of al-maqāsid in the following three substantial
ways:
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1. From ‘unrestricted interests’ to ‘fundamentals of law.’ Before al-Shatibi’s
‘Muwāfaqāt al-maqāsid were included in ‘non-restricted interests’ and were never
considered as fundamentals (usul) in their own right, as explained above. Al-Shatibi
started his volume on al-maqāsid in al-Muwāfaqāt by quoting the Quran to prove that
God has purposes in His creation, sending His messengers, and ordaining laws.
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Hence, he considered al-maqāsid to be the ‘fundamentals of religion, basic rules of the
law, and universals of belief (usūl al-dīn waqawāid al-shariah wa kullīyat almillah). 82
2.. From ‘wisdoms behind the ruling’ to ‘bases for the ruling.’ Based on the
fundamentality and universality of al-maqāsid, al-Shatibi judged that, ‘the universals
(al-kullīyat) of necessities, needs, and luxuries cannot be overridden by partial rulings
(al-juzīyāt).’ 83 This is quite a deviation from traditional fundamentals, even in alShatibi’s Maliki ‘knowledge of maqāsid’ a necessary condition for the correctness of
juridical reasoning on all levels. 84
3. From ‘uncertainty’ (zannīyah) to ‘certainty’ (qatīyah). In order to support the new
status that he gave to al-maqāsid amongst the fundamentals, al-Shatibi started his
volume on maqāsid by arguing for the ‘certainty’ (qatīyah) of the inductive process that
he used to conclude al-maqāsid, based on the high number of evidences he considered,
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which is also a deviation from the popular ‘Greek philosophy-based’ arguments

against the validity and ‘certainty’ of inductive methods.
Al-Shatibi’s book became the standard textbook on maqāsid al-shariah in Islamic
scholarship until the twentieth century, but his proposal to present maqāsid as
‘fundamentals of the Sharī’ah,’ as the title of his book suggests, was not as widely
accepted.

81

2.2 Integration of Maqāsid-e- Shariah with Financial System
2.2.1 Introduction
Nowadays application of sharia has become part and parcel of objectives of sharia in
debates. Technically the term objectives of sharia was coined later but in classical
literature of fiqh, Islamic jurists discussed public welfare and good (maslahah) in the
same meaning and (spirit) .Comprehensive study on the subject was done by significant
and noteworthy contributor, Jurist Abu Ishaq Al-Shatibi.
Two things was always kept in view during the discussion of objectives of sharia,
cohesive understanding of sharia rulings and the discovery of new sharia rulings in
current times and need. Muslims are facing many issues in politics, economics, and
international relationship, they need a sharia guidance on the respective issues. For they
need to expand the circle of the index of sharia objectives. The tendency for the
expansion of the index has grown stronger in the current period. Traditional index
includes five objectives: religion, life, mind, progeny, and wealth.it should add up
human dignity, freedom, individual rights, peace, alleviation of poverty, welfare,
distributive justice in wealth, and peaceful co-existence at international level to the
traditional understanding of Sharia objectives. This addition will help Islamic
movements set their priorities and it will also help Muslims identify their policies and
modus operandi anew.
The concept behind the terms of Sharia Objective, Masalih murslah (public interest in
the absence of ruling), Asrar-e-shariah (Sharia secrets) and hikam (wisdom) is
interpreted from the very first day. Allah the almighty gives a bidding to his bondsmen
for their prosperity and welfare. Human beings are required to follow the Sharia rulings
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in terms of worldly and other worldly interest. Some of the benefits and interest are
expressly mentioned in the Quran and Hadith and some of them are apprehended with
thorough consideration. Accurate interpretation of these underlying objectives and the
interests are significant for two reasons. If Sharia rulings are supposed to be pearl, the
interpretation of the objectives of sharia will string those pearls. Simply put, the
explanation of the objectives of Sharia will make the rulings of Sharia stand as a
consistently well-knit and (well-built) system. The second objective has a time-related
importance and benefits. It will help to abstract the unmentioned rulings of Sharia.
Sometimes, it sounds like the certain Sharia ruling may produce counter result in
disconformity with the objectives of Sharia. This condition requires a new ruling
conforming the objectives of sharia. This can be affirmed by the judgments of the Holy
Prophet, the most revered caliphs and Islamic Jurists. They chose a different ruling
instead of the prevalent one.
2.2.2 Concept of Money and its Maqāsid in Shariah’s Classical Literature
As the classical literature in Shariah covers different aspects to analyze the concept of
wealth and money, here it emphasis to assess the nature of money in the light of
maqāsid-e-Shariah. It is very clear and well known that the concept of money in
financial system is entirely different from the Islamic one.
For the better understanding of money, here is need to understand first the concept of
commodity as it is very link with the concept of money. Commodity is defined as that
thing, price of which is determine by the market forces. Means to say that Market forces
refer to Demand and Supply and its somewhat natural process. Commodities also
counts the substances extracted from the ground and has a common Universal price. It
is fungible means that the commodity produced in anywhere across the globe will have
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the same price. There will occur no any differentiation in price because the nature of
the commodity cannot change with the change of place or area. For example, the one
gram of gold or silver produced in Pakistan will has the same value of that in any other
country through the world as the gold remains gold everywhere. So the price of gold
may fluctuate according to the Demand and Supply of the market. The prices are
directly proportion to the demand of commodity. With the rise of demand the price of
that thing will also rise and contrary to it in case of supply. With the increase of supply
the price of that commodity decline and vice versa. So the area where demand of gold
more, consequently the price will also be more and the area where the demand is less
and supply of gold more the price of gold will be less.
In general, the commodities can be divided in two main categories. Those substances
which are hard in nature like Aluminum, iron, copper, crude oil, silver and gold etc are
listed in the category of Hard Commodities. Those substances which are soft in nature
relatively like coffee, wheat, rice and all agricultural good included in it. One of the
other difference between these two are the quality of milting and mined. The hard
commodities never be expired and turn into bad while the soft commodities turn into
bad and became expire. One of the common character that both these commodities have
is the nature of storage and transportation. Along with these commodities, other form
of commodity refer as Energy commodities like gas, electricity, oil and coal. The
electricity is the core of it and it cannot be stored and need to consume just after its
production in any way.
In modern financial system, the money (Currency) is treated as commodity and its trade
is likewise, means to say that the trade of currency took place as commodity just like
the trade of other good on exchanges. As per the trading of hard and soft commodities,
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the currency is alike to them. The shariah teachings regarding the money is totally
different. The money is money nothing else so it should be treated accordingly. It
cannot be treated as a commodity. How the shariah defines the money? Money is refer
as the thing that act as medium of exchange of uses as means of payment. Money is the
unit of account. It requires little explanation, unit of account is like the globally
accepted payment mean or tool. For example if one purchase the thing so it will be easy
to make payment in Pakistani rupees instead of giving any commodity like wheat, rice
or barrel of oil. The seller will not accept these things because it will not easy for him
to adjust the value or price of that thing but the money he will get willingly because it
is universally accepted and considered as a means of payment or mode of exchange.
The characteristic of money as unit of account is very excellent function because it may
be divided into cents for more easy adjustment or calculation.
Beside it the more important feature of money that considered now a days in our society
about the money as a store of value, this feature make the definition about the money
different from the Shariah one. The Shariah teachings are quite clear that money is not
anything except medium of exchange and means of payment.
2.1.5 Trade Principles and Its Philosophy
The core principle of all type of commands whether relates to believes or related to
worships or concerned with social or economic values which is in real, the beauty of
shariah is to avoid all such circumstances that lead or may lead to disputes. The
shariah’s rulings always be there where even one percent chance of ambiguity
appearance in a transaction or deal. It focus on transparency, clarity and wisents of
parties and proper specification of the subject matter. The purpose or philosophy
beyond it is the avoidance of any type of misrepresentation that create a dispute among
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the parties as the little dispute may rise to any big issue and that will disturb the relation
in a society which is the ultimately goal or in a broader perspective, spirit of Islam. The
philosophy of it is quite clear not to enter the one in any transaction violating the rulings
of Shariah and that disturb the order of social flow. Here it is pertinent to mention some
of the core principles of Mu’amalat, monetary or financial transactions that will clearly
showed the protection and security of individual’s wealth which is one of the basic
objective of shariah presented by jurist Shatibi. According to him, “all the prohibitions
regarding wealth and its dealing with, in the sources of Shariah is to assure the security
of not only the individual’s wealth but also consider the collective benefits of society”.
To attain the said purpose and objective, how shariah rulings making the cover the
rights of every one while dealing in financial market demands to aware about the
fundamental perception and regulation of trade. So before proceed with the necessary
details about the further categories of Mu’amalat, should briefly dwell upon the basic
principles governing all contract business transactions and modes of financing and
investments. These basic principles have been expressly laid down in the Quran and the
Sunnah and it is on the basic of these principles that the law of Islam in this regard have
been developed the conformity of any commercial transaction or contractual obligation
with the principles of Sharī’ah can only be decided in the light of these principles.
The foremost principle mentioned in the Quran as the most important component of all
mutual dealings in the principles of Taradi i.e. free mutual consent of the parties the
Sunnah has dealt with various aspects of this basic requirement of all contracts and
transactions anything which can affect the absolutely free consent of the parties should
in express clear and emphatic term the parties should have a definite and certain
knowledge of what they are going to do, the subject of transactions the nature of
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business and all kind of expected transaction profit should be clearly defined there are
certain grounds which affect the principles of Taradi. These includes Tadlis
(misrepresentations), misunderstanding fraud, misstatement based on exaggerated
figures and statistics publicity not based on factual position, concealing of facts about
the debts and financial liabilities of the business and providing wrong information about
the financial position of the business .in all such cases the Sharī’ah gives the right to
aggrieved party to move a court of law suitable compensatory relief.
Another principle which is to be kept into consideration for deciding the Islamicity of
a transaction is that it should be free from Gharar, (Uncertainty) which mean a situation
in which the exact amount of the price or the commodity is absolutely uncertain or
availability of a commodity is doubtful to the extent that the concerned party might run
the risk of being unable to ensure the supply of the commodity undertaken to supplied
there are number of Prophetic sayings which have thrown light on various aspects of
Gharar for example the holy Prophet (PBUH) has prohibited the sale of flying bird
before it is hunted. This shows how and in what manner the principle of Gharar is to
be interpreted.
Another important consideration is that all transactions should be free from usury
(Riba).Wager and all games of chance ,any business or investments which involves an
element of wager ,game of chance or gambling shall be strictly prohibited it is not
possible here to give a detailed discussion on the nature and meaning of Riba but in
order to facilitate the Sharī’ah audit purposes a tentative working definition would be
that increase in the principal amount of money admissible to a party without any
consideration of labor risk or expertise would be Riba or in other words any increase of
money against nothing but time will be counts as Riba.
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The Sharī’ah has prohibited all benefits accruing to a person without any labour risk or
expertise in this context, the principle of risk and the liability to incur damage in respect
of commodity is very important .Anybody who is liable to incur the damages in respect
of commodity or business is not entitled to its benefits. Conversely, a person who is
getting the profits and benefits of a transaction must bear the damages accruing to the
property or the business. In this respect, the Sharī’ah has given the freedom to the
parties to decide the ratio to profit to be distributed to them but the damages and the
liabilities will have to be incurred pro rata according to the respective shares and
contributions of the parties.
The parties to a Musharakah can enter into any agreement, lay down by conditions
and provisions according to their choice and preference, provided that no condition or
provision is contrary to the injunctions of the Sharī’ah. Any condition or provision
inconsistent with the Sharī’ah will be null and void. A party violating the valid
condition of an agreement will be liable to pay the damages to the aggrieved party. The
Sharī’ah has prohibited the sale of a debt for another debt. As such the sale of
debentures and tern certificates for other debentures and term certificates is not allowed.
The proper way of exchanging the two would be to sell a debenture on cash and to
purchase the other debenture on cash payment.
The Sharī’ah recognizes customs and usage of a people. If the practice or usage of a
people is not contrary to Sharī’ah it will be presumed to have been agreed upon by the
parties in case the agreement is silent about any of the custom, usage or practice. In
case the parties decide to refrain from some practice they should expressly mention it
in the agreement. The Sharī’ah has prohibited the combining of two inconsistent the
transactions into one transaction or to provide a condition which ensures some
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additional benefit to one of the parties to the exclusion of the other. Therefore, any
preferential entitlement in the profits or benefits guaranteed to a party is not allowed
under the Sharī’ah. All arrangements which provide for a possibility where the entire
amount of profits is exhausted by the preferential shares with nothing left out to be
distributed to other shareholders are, thus, contrary to the Sharī’ah
These were some of the principles governing all mutual dealing and transactions
under Sharī’ah including Musharakah and Mudarabah. Now we briefly point out
relevant principles of Musharakah and Mudarabah. Here it is important to mention that
the reason of specification these two modes for elaborating the other principles. The
explanation of it is clear, which is the utmost use of these two modes of financing in
Islamic financial institutions across the globe. So the coming rule of shariah is normally
for all type of trade but coz of mentioned importance and more utilization of
Musharakah, the word will be used. In a Musharakah which is in the nature of
Mufawadah i.e. a business in which all the participants/shareholders are equal in the
number of shares, other contributions, entitlement to profit and other privileges, all the
shareholders will be presumed to be the guarantors of each other. The liability of any
of the shareholders would be common to all shareholders as against any other person.
The ratio of profit to be given to shareholders in all kinds of Musharakah
should be determined before handover the concerned portion of wealth to one another
or third party. In case the ratio or nature of profit is vague and uncertain the Musharakah
will be invalid. In case the amount of profit is per-determined in respect of a particular
share holder or group of shareholders the Musharakah will be void. The Musharakah in
respect of industries can be entered into by persons providing equipment’s machinery
and others providing expertise. The ratio of the profit shall be such as may be
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determined by the parties ,in this kind of Musharakah the party incurring the risk of
damages in respect of equipment can claim additional benefit commensurate with the
degree of the expected damages. In a Musharakah of industry every participating
shareholder is a trustee unto the participating shareholders. The property in his custody
will be treated like a trust and the trustees will not liable to pay any compensation or
damage in case the property is destroyed or damaged without negligence, omission or
commission on the part of the trustee.
The shariah does not recognize the unlimited application of the concept of limited
liability, in the event of winding up or conclusion of the Musharakah, the shareholders
will be entitled to the assets of the Musharakah, its cash balance and expected payment
according to the ratio of their shares .likewise, they will be responsible to pay off debts
and liabilities of Musharakah on pro rate basis. The principle in this regard is that any
damage taking place without negligence, omission or commission on the part of ay
body will be borne by the shareholders according to the ratio of their shares .Any
condition or provision to the contrary will be void. The holy prophet (peace be upon
him) has clearly laid down that the profit will be according to stipulations but the
liabilities will be according to the shares.
A Musharakah may be created for general purposes as well as for limited and well
defined purpose. The managers and executive partners of the Musharakah will have a
freedom to undertake any kind of transactions or businesses if the Musharakah is for
general purpose and allows all kinds of busisness.in limited Musharakah, the executive
partners will be bound to operate within the limits pre-determined by the
agreements/memorandum/articles of association. A partner/shareholder may stipulate
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a higher rate of profit for himself in consideration of some additional services or
contributions rendered by him for the business.
A business executive shall be liable for all the damages done to the business due to his
negligence, lack of proper care and prudence. The Ghabn-e-fahish will also be
considered a gross negligence for which a person responsible shall be personally liable
.Ghabn-e-fahish includes to purchase something for the business on exorbitant rates.
An executive partner of a Musharakah cannot run a parallel personal business of the
same nature and kind run and managed by him for the Mudarabah. All his purchases
and transactions in connection with that particular business shall be considered the
business of the Musharakah. In contacts of investment Musharakah and mudarabah all
contractual right and obligations of a Musharakah shall devolve around the person who
has actually entered into it.
2.2.5 Jurists Opinions and their Disagreements
The first person who used the term ‘objectives of sharia’ was Al-Juwaini. He frequently
used the word “maqsad’, maqasid and qasd in his book Al-Burhan. But he discussed
the objectives of Sharia effectively as an instrument for the interpretation of Islamic
Law in his book ‘Al-Ghyasi’.
He wrote this book for Nizamul mulk,(Country Affairs) he was the prime minister. The
book Al-Ghayasi is not a book of Islamic jurisprudence like Al-Burhan but it is a guide
written for the management of state affairs in the light of sharia which addresses the
ruler.
Al-Juwaini felt the need to discuss the objectives of Sharia because he was facing a
situation for which there was no sharia ruling and juristic precedent from the previous
jurists. He confronted a new problem that if a ruler sees a country in danger and national
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treasury cannot support the country, is it justified to demand additional money from
affluent people for the purpose of defense except for Zakat and usher. Al-Juwaini
opined that the solution is very much clear in the light of the objectives of sharia. He
said that the protection of collateral and collective interests are necessary. Therefore, it
will be legitimate to take additional tax from the rich people without their willing.
Applying the same rule, he also said that it is justified to levy additional tax on the rich
people to sustain peace and eliminate poverty. Once he was raised an objection to not
give any evidence to support your opinion. He replied that he tried to understand the
gist of sharia and he observed the situation and he reached to the conclusion. That was
the only way to conclude when there had been no sharia rulings from the sharia scholars.
The student of al-Juwaini, Abu Hamid Al Ghazali, elaborated the subject in a formal
and discipline form. He wrote that maslahah (interest and welfare) is meant by the
protection of the objectives of Sharia and sharia objective regarding mankind comprises
of five things: religion, life, mind, progeny and wealth. Everything which will protect
these five foundations will be considered Maslahah. On the other hand, it will be
mischief.
Al-Ghazali did not write this opinion keeping in mind any ruler but these words are part
of his book. Till his time, Islamic jurisprudence has gained a recognition as a new
science, Al-Ghazali established the position of objectives of Sharia as a pillar in Islamic
law.
Al-Ghazali also compiled an index of the objectives of Sharia which still helps us today.
He also explained how to recognize the Maslahah and what should be the parameters
for its identifications and the ways to deal with rightly for the well beings of humanity.
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He is of the opinion that Maslahah depends upon the protection of the objectives of
Sharia and the objectives are understood by the holy Quran, Sunnah and the consensus.
Since any Maslahah which support those objectives which has no sharia backing is null
and void. And it will be an innovation in religion.
Al-Ghazali are assured that Quran and hadith does not have any formal and organized
index. He added that the (implied) meaning of the objectives are not dependent of one
evidence but its objectivity relies on the many evidences of the Quran and hadith. Also,
in the making of objectives of sharia, exigency of circumstances and conditions are
taken into consideration. That is why it is termed as Masalih-e-Murslah (accepting
public interest in the absence of ruling regarding an issue from the Quran and Sunnah.)
The same point was clearly defined by Abu Ishaq Shatibi with more reason and
arguments after 200 years in the book Almuwafqat. And even the concept of Maslahah
mursalah equated with the objectives of sharia by Al-Ghazali is found in the book of
Imam Malik. He also applied the concept in his time. Before him, imam Abu hanifa
had also presented the concept of Istihsan (shifting from one qiyas to another qiyas or
leaving qiyas for a reason).In the formation of Islamic law, these concepts played the
same role attributed to the objectives of sharia: discovery of the ruling in the absence
of text or adoption of the new ruling avoiding the prevailing one.
Along with him, the other significant and noteworthy contributor is the Abu Ishaq
Shatibi, belonged to Spain. Even though he was a contemporary of Ibn-e-Taymia and
Ibn-e-Qayyam but they did not know (the work of each other). Imam Shatibi also
clarified that the objectives of sharia are derived from the Quran and hadith but reason
and intelligence also plays a part to (comprehend) them. He also insisted that rational
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interpretation works with Shariah rulings. Reason is not independent in sharia
legislation.
Imam Shatibi maintains the five objectives of sharia but he is not insistent on the
classification of the objectives nor does he claim that the objectives of sharia are just
restricted to five. He emphasizes on the three degrees: absolute necessity, the removal
of wants, and dignity, which are kept into view during the attainment of the objectives
of sharia. In his view, the process of juristic exposition (ijtihad) will continue till the
time a person is (within the ambit of sharia.)Imam Shatibi expressed the reason in two
phases in connection with the objectives of sharia. First phase is related to the
understanding of objectives of sharia and the second phase is related to the
understanding of the circumstances. Reason is also free to find out what practical result
of the ruling will occur and will the practice of the ruling produce hardship or
convenience?
The complete understanding of the objectives of sharia is deduced by the existent sharia
rulings. Sharia requires the protection and survival of religion, life, reason, progeny and
wealth. These points are not explicitly mentioned in the holy Quran and hadith but the
rulings mentioned in the Quran infer that these objectives are in sight. Obviously,
studying and taking out result is the job of mind which is conducted by scholars and it
is confirmed and approved by scholars as well.
According to Shatibi, even an ordinary Muslim can do ijtihad or analytical deduction
at one phase. He must have understanding of the objectives of sharia. He also pointed
out that a skill in Arabic language is significant to understand the rulings of sharia but
once sharia rulings are identified by original texts, analogy and consensus, then Arabic
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is not necessary to implement the ruling. Application of rulings needs an utter
understanding of circumstance and conditions which is done by analytical
reasoning/reason. Every Muslim should do this by himself. Imam Shatibi does not see
any difference between that person who gains knowledge of the objectives of sharia in
other language than Arabic and that person who gets the knowledge of the objectives
in Arabic. The bottom line is to understand the spirit and gist of the purpose of making
of the rules of sharia.
Sometimes ijtihad is directly related to the current situation. At that time, not only
Arabic is necessary but also understanding of the objectives of sharia is not that
important. Then, it is suffice to know that skill which can sort out the problem. In such
a condition a concerned person must know the detail so as to apply the sharia rulings.
Jurist Shatibi also describes the practice of ordinary Muslims and general reasoning
(Aqle Aamma) in the conducting of Ijtihad.one area of ijtihad is reserved for scholars
and the other is generalized for commoners who are bound to abide by the rules of
sharia.
Imam Shatibi opined that when Muslims spread far and away. Islamic Jurists restricted
the responsibility of general public in presenting analytical reasoning regarding those
issues which can bring about the means of difference and fighting. They set limitation
of ijtihad in those partial issues. Other than that they set public free to decide how to
implement the ruling under the ethos of sharia.
Imam Shatibi expressed these scholarly opinions in the 8th A.H in Spain. Before him,
similar findings came to the surface in Egypt and Damascus but did not reach to Imam
Shatibi. Izzuddin bin abdul salam, ibne Tamiya and ibn-al Qayyim has emphasized on
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the possibility of the unparalleled expansion of Islamic law. Therefore, they did not
restrict the objectives of Sharia to the time and certain index. Ibn-e-Tamiya writes on
the subject of Masalih Murslah according to him, some people limits the circle of
Masalih Murslah in five things.it is not right. Masalih Murslah means to repel evils and
secure the benefits.
Ibn-e-Tamiya criticizes people who limits the scope of the objectives of sharia to those
rulings for which Sharia has fixed divine penal ordinance. According to Ibn-e-Tamiya,
it is very important that the discussion of the objectives of sharia also include positive
values as well which do not consider it enough to repel evils from mankind but also
speak in the favor of welfare. In his view, the classification of the objectives of sharia
into five is defective and partial. He weighs in with an opinion that human welfare and
prosperity should not be confined to the material achievement but also spiritual and
psychological aspects should be part of the objectives of sharia.
It is also worth mentioning that Ibn-e-Tamiya’s index has replaced progeny with honor.
His classification is not similar to Ghazali, he put religion on number six in the index.
Ibn-e-Qayyim seconds his teacher Ibn-e-Tamiya in the discussion of the objectives of
Sharia. He says that Sharia is all about wisdom. He stressed upon the justice. It should
be centralized not the means of it which can be changed. According to him, reason will
be utilized to find the way to establish justice in changing times. This method would be
termed as sharia.
Izzud deen ibne abdul salm emphasized on the key role of reason to know the worldly
interests. He viewed that interests and mischief are mostly recognized by reason. He
also shed light on the three degrees of the objectives of sharia like that of Ghazali.
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It is very interesting to know that Shatibi did not confine the practice of Ijtihad to the
Arabic speaking scholars but also expanded it to the general Muslims. The view of the
Izzud din abdul salam and Ibn-e-Tamiya regarding the role of reason is more expanded
than Imam Shatibi. The above detail encompasses the 11th to 15th centuries’ work of
Juwaini, Ghazali, Izzuddin abdul slam,Shatibi, Ibn-e-Tamiya and ibn-e-Qayyim.
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Chapter: 03
3. SHORTCOMINGS AND GRAY AREAS OF CONVENTIONAL
BANKING
3.1 OVERVIEW OF PAST FINANCIAL DISASTERS
3.2 GROUNDS AND ROOT CAUSES OF FINANCIAL CRISES
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3.1 Overview of Past Financial Disasters
3.1.1 Past Financial Crises
Indeed, human error never come to end. As long as the human exist they need to
establish such phenomena to fulfill their daily requirements and needs. For the said
purpose, their engagement in trade and other prevailed occupations like agriculture,
different forms of services is the evidence and proof of its intellectuality. By this way,
finance get enter in our daily lives and not even a single person can survive without
participation in financial market. Financial market requires some rules and regulations
for its smooth operations and all the rules and regulations are always made by the
dominating party and by keeping in view their own interest, they regulates terms and
conditions. A man can’t detached his self from own interest which lead him to open
loophole to get benefit for himself. The biased regulations always become the root
cause of system failure. In a comprehensive it can be uttered that as long as the societies
get engage in the trade, financial bug will circulate and on its growth lead the big
adversity and calamity and the world called this disorder, Financial Crises or Financial
Disaster.
The history reveals that in last century human faced different forms of financial crises,
some were of short period and had low impact and some were for long duration and of
great influence and effect. Some were at very high phase so that effect not only that
country where it occurred but affected the twenty of countries like financial disaster in
1929, known by the Wall Street Crash and the Global financial Crises of 2008. Between
these two many others financial crises occurred with different time interval but these
two were severe. So for this study, the last financial crises fall in last century and till
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the recent one will be covered and analyze in order to know the root cause of its
occurrence and to highlight those factors played important role in it.
Here it is also pertinent to mention, it doesn’t means that all the financial crises began
to occur because of trade in currency and before it no such crises had been occurred.
This is wrong perception. The record depicts the fact that such financial disorders had
been occurred in very past also. The good example of it is the financial crises revealed
in the empire of Roman and Byzantine. The frequency of Wars between different
empires was very high. Almost all of the Government resources had been used for the
War expenditure. Due to lack of preparation for coming economic disorders, fell in
different droughts. These factors led them towards big financial disaster. The
government went for increasing the taxes and force different rise in prices on public
with intention to save their empires which ultimately caused the existent gap between
poor and rich wider and wider till the loss of public trust on Government led to the
decline of these empires.
This chapter mainly focus on the financial disasters occurred in last century along with
recent global financial crises in 2008. The crises began in 1929, known by Great
Depression and with almost constant frequency repeated itself till global financial crises
in 2008. During the mentioned period, so many others financial crises happened for
short period or have low impact like in 1982, Kuwait Souk Almanakh financial crises,
and Turkish economic crises in 2001 along with Argentine financial crises and stock
market crashes. These were controlled crises and for very short interval as compared to
Great depression in 1929 that spread over different countries and its influence remained
for long time and led the financial market to other financial disorder in one form or
other. The imbalance remained for long time and the world economists consistently
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went for number of alternative to save the financial system and to minimize the money
fluctuations till the world agreed to switched to fiat currency system in 1971. Here it
seems essential to start from Stock Market Crash in 1929.
3.1.2 The Wall Street crash of 1929 and the Great Depression
Wall Street financial crises happened in 1929, it was the burst of speculative bubbles
after the runaway bull market boom. Here it is important to quote the saying of famous
economist, Walter Bagehot, he says that all financial disasters happened “When the
blind capital of the public floods into unwise speculative investments.86 This
phenomenon would be repeated again and again all the way through modern financial
history. This financial crises begin in 1929 in United State of America was not called
for the first time as great depression. Later on it was known by this name as a result of
book published by Great Britain economist, Lionel Robins, titled as “The Great
Depression” 87 The recorded history depicts that it was not the very first depression
happen in the world. So many other depression occurred with different interval across
the globe before this crash and after it. It has been recorded that almost more than ten
depression happened affected the United State of America and Europe in 1800s, among
them two were of severe nature, affect the financial smoothness in 1837 and the other
depression occurred in 1873. 88 4 there have been severe depression in other countries
through different time interval like in 1990s, the breakdown of Soviet Union led to
depression which was even more serious and severe than the wall street crash or great
depression.. Moreover in recent time same occurred in Argentina, Brazil Chile and
Mexico. So this was happening across the globe but the great depression remained
under discussion for long time because it became the base for fore coming depression
and some were the real occurred as a consequent and outcome of it.
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The World War I was one of the core factor for most of the countries to begin their new
journey of survival. War-torn countries after that war started reshaping and
restructuring their policies, economies and basic development procedure in order to get
fast growth and to compete with rest of the world. Electricity was introduced in that era
for very first time. People tastes have been shifting towards technological innovations
and industrialization was in very frequent growth. Lifestyle changes were also
accelerated with the rise of woman rights in general and specifically right to vote in any
political election. The advancement in cultural norms and economic in that time
considered as Roaring Twenties.
In that time one perception captured the population was the opting of risk appetite and
to become very rich in very short time is possible via playing in the stock market.
Almost all financing bodies started playing in stock and all concerned were wish to lend
money up to ninety percent and only ten percent left over for the investment purpose.
This situation led the stock prices to fast increase and the prices shoot up and touches
the optimum high numbers attracting more and more investor to jump in it and even
large number of banks entered in the race to lend them all for wish to earn more in short
time. The history revealed the fact that from 1921 to 1929, before the time of collapsing,
the Dow Jones Industrial Average [DJIA] had grown up exponentially up to 500 percent
and this is the highest of high.
Afterward, the decline began and on October 28, 1929, the DJIA dropped about thirteen
percent indicating the brokers to be attentive and have safe zone but it couldn’t be
possible in that scenario. The next day was not good also and dropped by other twelve
percent and caused widespread market panic. 89 7 the debtors fails to pay consequently
fails the banks and brokers as they were dependent on debtors. Debtor’s failure was
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also their failure. On other side, depositor were shocked and they began to withdraw
their money from the banks. Banks fails following the panic and Government tries to
control it but all in vain. Banks recorded the loss of billions of dollars in assets and just
after nine to ten months of panic, 744 United states bank fails. By 1933, more than one
forty billion dollars of depositor money would lost through banks failure. In this decade
almost 9000 banks fail. 90
The great depression remained for many years in some countries but the most severe
thing was the recovery of economies. The disaster felt until 1933 but economies were
imbalance and need to recover in entire decade of 1930s. Along with it some overall
picture of decline in non- financial market. The depression led the industrial production
decline to forty six in the US, Germany also suffered, same production reduced by 41
percent and similarly twenty four percent decline in France. In United Kingdom
production reduced by almost 34 percent. 91 The United State GDP had fallen thirty one
percent, unemployment increases to almost twenty five percent and the value of stock
market reduced by eighty nine percent. After eleven years later, the GDP of united state
reach to the level of 1929. 92
3.1.3 The Oil Crises in 1973
The record of financial market clearly depicts the frequent changes occurred in last
century. The fluctuation even become more after the Bretton Woods Agreement when
almost all the currencies have been allowed to float freely in the market. As a result of
it all the gold redemption window closed coz of its no effective role and then the issue
of value stability raised. The U.S. dollar become volatile and it’s very hard to maintain
its value consequently dollar depreciated against main currencies, imbalance the main
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trading partner of united State. The same effect reached the Organization of Petroleum
Exporting Countries (OPEC) because the oil traded in dollars. OPEC was not very
efficient to alter the prices accordingly with depreciation. The trend of OPEC was not
like that as they remained very stable in last decades. The increase of oil prices was
round about two percent annually. The stability made them relax and unprepared to
adjust the price volatility with currencies floating. The outcome of this loophole led the
OPEC members to bear the decline of income for many years till their adjustment with
price rise and fall. 93
The Yom Kippur War started in 1973 in the Middle East between Arab Countries
[Egypt & Syria] and Israel and the united State supported Israel in the form of supply
all the requirement like arms and expertise to defeat the Syria. Arab’s OPEC members
planned to retaliate against the all those countries who helped Israel in that War. For
the purpose the only way they choose for retaliation against them to embargo the oil
and they did so. They stopped oil from different countries like Canada, Japan, United
Kingdom and United State of America. The ban on oil led them to crises as the oil
prices shoot up from $ 3 per barrel to $12 per barrel. The financial System in that was
already under pressure as result of Bretton Wood agreement breakdown faced another
challenge of inflation that continued for several years and approached roundly 1980s.
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This disaster affect the overall economy of developed countries. The unemployment
ration increased to 9.1 percent in united State. Similarly, the industrial production
reduced by fifteen percent. Moreover, in United Kingdom the price of housing market
disturbed coz of oil prices. In the two years number of stock markets crashed. In 1973
and 1974, global disturbances occurred. The value loss of forty five percent has been
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observed by the Dow Jones Industrial Average, Hong Kong’s Hang Seng Index reflects
eighty three percent value loss and London Stock Exchange showed the loss of 79
percent in this two year interval. The effect remained for decades and the economist
called tis era as the era of stagflation. Many stock market took many years for its
recovery, the FT30 remained upset till 1987 little early from the event of Black Monday
on Wall Street. Similarly the DJIA took almost twenty years for tis recovery. 95
Afterward, the United States realized the situations and started negotiation with OPEC
members just to end the embargo and they did so but till that the damage to entire world
economies had already done. However, after several years with lot of efforts put by the
developed countries and utilization of full potential in order to eradicate the crises of
oil crises, got the economy back not its original space but somehow near to normality.
3.1.4 Latin American Debt Crises in1980
Latin American countries in the 1960s and 1970s started working on plan for
industrializing as they noticed their fast growth and rapid spending and they were in
position to restructure the infrastructure and started projects. The money needed for the
projects planned to take from U.S banks as those banks have abundant money supply
after the oil crises and were ready to give them on high rate.
Among many countries, Argentina, Mexico and Brazil got the money from these bank
on high rates. The record reflects the data that in ten to twelve years, from 1970 to 1982
the Latin America’s debt shoot up to almost 1000 percent. It has been noticed that debt
at beginning of 1970 was about $ 29 Billion dollars but after ten years the debt increased
at very fast and rocketed to #237 billion. 96 18 With higher debt grew to $66 billion in
1982, up from $12 billion in 1975. 97
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In August 1982, it was decided officially by Mexico Government not to pay $80 billion
in debt and it was indication of its defaulting and on further inability of payment to
foreign creditors declared default. The data reflects the fact that in 1982, about 27
countries had admission of owing more than $238 billion. All they were defaulted and
they were planning for the debt rescheduling. As a result of their defaulting, number of
world’s renowned banks collapse. 98 Afterward, the involvement of World Bank and
IMF released the tension up to some extent and restructure the debts and helped in
reducing consumption in these effected countries. This new debt imposed with number
of harsh restrictions, ultimately affect the living standard of the citizen of the debtor
countries. Moreover, in 1980, after getting the harsh and severe disappointment, the
Brazil officials decided to negotiate the debt coupled with firm decision of “never again
sign agreement with IMF” 99 To pull these countries from the debt crises, the new plan,
known by “The Brady Plan” was introduced. In this plan some negotiation take place
about the relief of existent debt along with agreement on schedule payments from
debtor countries in order to put both parties, creditors and debtor on safe side and this
plan was very successful and about one third of outstanding loan was forgiven. Eighteen
countries signed on it. However, this was harsh experience and took time to come out
from these crises. 100
3.1.5 Black Monday (1987)
The Monday, October 19, 1987 is refer as Black Monday. The word Black attached
with this date reflects the event which was extremely shocking and dreadful. On this
day, stock markets across the Globe crashed. Similarly, Great Depression also occurred
on Monday, October, 28, 1929 followed by the Black Tuesday when the stock market
crashed, this day is also commonly refer as Black Monday but this event was totally
106

different from Black Monday 1987 as the scenario at that day is different, all the
financial markets were interconnected, electronic desk were introduced for any sort of
trading around the world and transaction took place in fraction of seconds. Firstly, it
was considered that this event relates only to U.S but later on it was realized that it
affect the entire world. Its initiation took place from Hong Kong and spread over
worldwide disturbing the United State and then hit the Europe and people shocked to
know that in one afternoon, crash hit the DJIA and vanished 22 percent of its value. 101
Before this event, situation were good and smooth flow was observed across the Globe.
The DJIA was on very safe side, gaining 44 percent in the start of seven months. Almost
all other markets were on same pace and positive indication reflected. As the October
began, the market momentum started fade away along with daily loss in some markets
had been noticed. The decline continued until October 19, the markets crashed around
the world. This event started from Hong Kong moved towards United States and
touched the Europe. The DJIA record its high daily loss of about 508 points or loss of
22.6 percent. 102 Similarly, the Hong Kong stock market had lost forty five percent,
United Kingdom reflected as loss of 26.5 percent, United State lost by 22.7 percent,
Spain 31 percent and market of Australia had lost of 41.8 percent along with Canada
22.5 percent. 103
To know the fact that whether it was a sudden crash or had some factor played at back
and led it to this peak. Some thinkers uttered that Black Monday is the result of
computerized trading but this perception is somewhat away from the reality which is
something else. Before the black Monday, near in mid of 1980s, great and good time to
be there on Wall Street. Junk Bonds were entered in the markets besides the trading of
stock. Junk bonds trading increased slowly on daily basis so that in 1986, the total
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corporate issued bonds approached the worth of $2000 billion, almost the double of
previous year. However, the insider trading also took place. In 1987, most the insider
trading and securities fraud were flourished on Wall Street. Most popular firm involved
in this game like Drexel Burnham lambert, Kidder Peabody and Salomon Brothers etc.
All they were strictly investigated by Securities Exchange Commission and other
investigating bodies. Most of these firms are no more exist and many of them were
fined.
In a net shell, the game was arranged and planted and after the time, more and more
people came to k now the fact and confidence level decline on market of the public. As
a result the world faced this crucial event in the shape of Black Monday in 1987.
3.1.6 U.S Savings and Loan Crisis (1989-1991)
Saving and loan crises begin in 1980s but these crises were not appeared in a sudden.
These crises were incrementally settled until late 1980s that were not observed by the
regulators so that they resolve this emerging problem. This problem matured in 1989
but the seed of it was sown in 1980 when the Fed Government announce to control the
inflation and they declared war against it. With the increase of Interest rate reducing
the profit on saving and Loans went negative. The collective losses of it in 1981 and
1982 exceed the $9 billion. 104 Some S& L started to fail but this problem was not timely
detected by the Regulators as steady growing issue, may lead towards high disorder.
After proper realization of the issue, there was need to address this disaster but some of
the reasons escalate it rather to resolve in a smooth way. It was observed that due to
delayed closure of saving and loans made the situation more complex and carried it
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more near to loss. In the view of economist, the closing of such institutions was the
right solution if taken in time early stage.
It last in 1989, the congress finalized to take hard step and they planned to passed bill
in order to resolve the issue in short time period to protect the tax payer from further
loss. They succeeded in passing the act of Financial Institutions Reforms, Recovery and
Enforcement Act which played a lot like the abolishing of Federal Home Loan bank
Board which was the main regulator of S & L. The congress replaced it by the Thrift
Supervision coupled with establishment of Resolution Trust Corporation and was
funded to resolve the issue of remaining S & Ls. The last day of crises was December
31, 1995 when Resolution Trust Corporation was formally shut down. In a nut shell
this disaster came to end with the cost of $ 124 billion of taxpayer. 105 33
3.1.7 Japanese Asset Bubble Collapse in 1990
Japan suffered in World War II but afterward the development of Japan was exemplary
and in two decades, this country put its efforts and started rebuilding and transformed
the entire shape. Japan in 1970s to 1980s became the industrial power house and its
economy was considered the fast growing economy around the world and its per capita
income approached to the peak and ranked high in the world. Other countries admired
its development and growth and started to get formula from Japan and it happened. The
core reason behind the success and the fast growth of the economy was the hand-inhand back of the government like support in manufacturing, encouragement in opting
technology and also helped in export driven Industry.
The rapid growth in industrial sector created the demand and was balance by the
commercial real estate but residential real estate remained as it was, which this country
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had already limited supply. The situation led the residential real estate to disastrous
level. On comparison with the prices of commercial land in 1985 had increased to 302.9
percent while industrial land prices approached to increase of 162.0 percent and
residential land increased to 180.9 percent. 106
In round five years the total value of the japan real estate touched $24 trillion, on
comparison with U.S, its value is four time more than the value of real estate in U.S,
though the japan is too small even less area from the California state of the U.S. 107 Due
to the successful export, Japanese companies made huge money. So they need to invest
this money anywhere across the globe along with investment in own country. United
State was suitable country to get their money for the investment. They invest money
there but also put money in Japan local banks, reals estate and also a portion in stock
market that shoot up the Nikkei 225 index to 400 percent in five years of interval from
1984 to 1989. The concerned didn’t recognize the unsustainability of this bubble till it
was too late, Bank of Japan also raised the interest rate in 1989 led not only bursting
the bubble of real estate but also cause the crash of stock market too.
Along it there were many other factor on the earth added in making the matter even
more severe and worse affecting the entire world, specifically the Japan and United
State as well like in the middle of the crises of saving & loan, the U.S tried to tackle the
situation which led the status even more complex rather than to resolve and its affect
the main trading partner to more extent. The Europe, japan and Canada were the wellknown trading partner that suffered. The Saddam accelerated the downfall of the
economy through his entrance with army in Kuwait in 1990 led the prices of oil almost
doubled caused recession in industrialized world as they totally dependent on the oil
including both the countries, United State and Japan. The U.S intervene the situation
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and made the Saddam Army out from the Kuwait but deliberately more than 700 oil
well burning left by Saddam adding the worse environmental disaster in last five
hundred years ultimately affecting the world’s economies.
The impact of high oil prices approached the fragile bubbles in Finland and Sweden
also and helped in pumping out. These two countries had hit the Bank Crises in 1990
due to easy lending practices. Afterward, the regulator went for nationalizing the banks
and some were bailed out when these bubbles popped.
3.1.8 Asian Financial Crises in 1997
The Asian Financial Crises were the worst memories of Southeast Asia, spread the fear
of economic down fall in less time across the world. The crises covered almost all
southeast countries along with some developing countries. It has been observed that
little early from the crises hit, half of the total capital inflow was attracted by Asia,
statistically noticed the roughly amount was $93 billion per year. 108 The reason behind
this attraction of capital by the Southeast Asia was high interest rate. The world’s
investor inclined to it with intensions to get high returned. Number of countries kept
fixed exchange rates pegged to united State currency, dollar or maintain the pool of
world’s renowned currencies, draw foreign investor interest to them. Many countries
like Malaysia, Singapore, Korea and Indonesia experience extraordinary growth,
ranging from 8-12 percent of Gross Domestic product in the 1980s to early 1990s. The
dramatic enhancement in assets prices was not shocking for them as they practiced in
last likewise, particularly run up prices in stock market and real estate and this
accomplishment of called by International Monitoring Fund and World Bank as “ Asian
Economic Miracle.”
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Assets Bubbles formation continued in this area but with that GDP growth parallel
moving upward and the regulators didn’t noticed in time as they considered as positive
sign of economy. Later on, the position changed and the GDP had started to down in
1990s. Many countries had established huge private current account shortage and kept
on putting pressure on fixed exchange rate system led towards more foreign borrowing.
This scenario increase the exposure to foreign exchange risk along with adding the debt
burden. It was recorded that in three years, 1993 to 1996, the debt to GDP ratio
increased from 100 percent to 167 percent in major economies of the region and this
continued till approached 180 percent in the peak of the crises. 109
The crises occurred in July 1997 just after the speculative attack on number of major
currencies of the region followed by the major one, Thai Baht. It was measured by
foreign ministers of the top ten Asian countries that it was the deliberate attempt to
destabilize our economies. The crises neither stopped there but quickly spread to other
countries like Indonesia, South Korea but the most suffered one was Thailand. The
crises also effect the other countries of relatively having low growth rate compare to
the Thailand. Malaysia, Hong Kong Philippines were the listed countries. All these
mentioned countries observed continuous decline in different sectors. Their currencies
were depreciated, stock Markets went down along with decline in real estate. Other
neighbor countries affected comparatively less but felt the impact like China, Singapore
and Brunei etc. it was mentioned that just after $93 billion that was approaching into
this area speedily became $12 billion going out of the region in the year1998. 110
Different countries reacted to this crises differently. Some went for opting the IMF
bailout and some didn’t accept this like Malaysia denied the IMF offer and with the
help of strict policies implemented by the Mahateer Muhammad brought the economy
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to somehow stable status but bear the crises cost also. Thailand, South Korea and
Indonesia respond to IMF, they opt the IMF bailout and received $40 billion to stabilize
the currency. Afterward, the IMF went for number of bailouts to facilitate the affected
countries and to protect them from the default along with binding different package
with purpose to bring reforms in existent sectors like Banking and financial markets.
The IMF also directed those countries to raise the interest rate, reduced government
expenditures and permit the insolvent intuitions to default with intensions to bring
stability in the currency and to reinstate the confidence in Government active sectors to
put their efforts for the growth.
The history revealed the fact that most of the countries were in good position and their
economic growth reflect their recovery from crises in 2001. Their currencies seems
stabilized and current account deficit were adjusted along with good reflections of the
finances of the companies. Some countries became able to repay their debts like
Thailand. In most countries, foreign investor once again inclined for investment.
In a nut shell, crises hit this region very hard and the shock would not be forgotten in
less time interval. Statistically, the crises hit the countries likewise as; U.S dollar per
capita fall in different countries, Indonesia 42.3 percent, Thailand 21.2 percent,
Malaysia 19 percent and 18.5 percent in South Korea. 111
3.1.9 Global Financial Crises of 2008
It seems important to mention that financial crises 2008 known as Global financial
crises. According to the sayings of the economist, these crises were disastrous as the
great depression but even more in intensity, covered more than half of the world one
way or other. The impact of it remained long and the downfall took years to recover
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along with it, its intensity was too much that led the firm financial Institutions to
collapse over the night. In few days of its peak, hundreds of institutions defaulted and
billions of dollars has been wasted and pumps the complexity to that level that no one
was capable to know the happening. It was very hard to recognize the cause of
occurrence as so many factors were noticed latterly as root causing elements but still a
question mark on the surface floats with confidence that why was not detected timely
and why was not dealt soundly and where were the regulators and government’s
supervision. That is why these crises of 2008 referred to as Global financial Crises.
The great economist, Tariq Alrifai uttered about global financial crises in his book,
“Islamic Finance and the new Financial System” as;
“Back to my office in Chicago, the week of September 15, 2008, was a week filled with
headlines and disbelief. Our business froze overnight, and all the private equity
transactions in the market were put in a permanent holding pattern until someone could
figure out what was going on. All we could do at that point was watch the news and see
how the rest of the events played out. Not long later we heard that Lehman Brothers
had filed for bankruptcy news surfaces that American Investment Group AIG, one of
the largest and oldest insurance company of the United States, was on the verge of
Collapse. Markets around the world were in turmoil. Treasury Secretory Henery
Paulson submitted three-page proposal calling for the Treasury to purchase up to $700
billion in toxic mortgages and calm markets. The plan was rejected by U.S house of
representative. Fed president Ben Bernanke stressed to congress the urgency of
rescuing financial institutions, sayings that “if we don’t do this, we may not have an
economy on Monday.” 112
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The history depicts the fact that on September, 25 the United States’ largest bank in the
history collapse and was seized by the FDIC, federal Deposit Insurance Corporation.
All the assets of the said bank were sold at very low price to JP Morgan chase. The cost
of the banking assets was declared just $1.9 billion. 113 4 Financial Contamination
started at very high speed and in next week, September 29, even more severe news
spread out when the Emergency Economic Stabilization Act was not passed in the
House of Representatives. This news created the real panic across the globe and the
concerned institutions were putting eye to it and hoping as protection for them but as
the act defeated in the house, panic spread to all stock markets even D.Jones Industrial
Average lost of 777 points recorded on that bad day. 114
In a nut shell, these crises were considered as very severe crises in the history of
financial industry. It was common perception that it didn’t occur in a months nor in a
one or two years. The base of it was the burst of earlier financial crises known as dotcom burst that happened in 2000. One of the other role in these crises of the policy of
very low interest rate by Federal Reserve with government’s intentions to enhance the
purchasing power of the people to purchase homes more and more.
Moreover, some indications were appeared in the early time and their indications to bad
consequences were also highlighted but at high level these alarms were ignored. Among
these indications, the most important one is the launching of lending program. This
program aimed to lend money more and more to all those who are not qualifiers and
has no potential to pay back but they still kept on continuing so. Along with that the
financial innovation of Wall Street also responsible for it. These amendments led to the
Collateralized Debt Obligations and Credit Demand Swaps along with no transparent
rules and regulations regarding the prudent credit and underwriting, carried the situation
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to high level fraud and mismanagement by all the parties involved in the scheme of
home buying.
As many things were interconnected to one another, the downfall of one sector led the
other sector to decline. It has been observed that slowdown of Housing market began
to affect the company’s performance, resultantly end with collapse. Similarly the failure
of companies carried the regulators to fail and so on. So the firm interrelation with one
another is also the cause of intensity of crises. The incapacity of regulator to deal in
complex situation opens the door for financial institutions operating in Wall Street to
go anywhere in the riskier sector as it has been noticed that Wall Street fell in naked
Credit Demand Swaps that boost up the uncertainty and act like global casino operating
in financial assets. These instruments made the size of United States stock market many
time more than its original and made the situation more complex and dangerous. As a
result, the entire world fell in severe financial crunch. The government step forward to
protect the Wall Street from more loss. Consequent upon the global financial crises, in
2009, it has been revealed that almost all the developed countries were in recession that
also sparked the other crises in the form of sovereign debt crises in Europe which is
also one of other headache for economist to resolve the mentioned issue.
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3.2 Grounds and Root Causes of Financial Crises
It is not difficult to understand the current financial crises in the light of shariah
teachings. The divine rules and regulations are eternal and for the well beings of
humanity. The one away from these teachings will suffer accordingly. The creature of
the universe is only Almighty Allah and the revelation in the form of four books and
more than hundred scriptures are for the guidance of mankind. It is commonly be known
to everyone that inventor about anything has better knowledge to operate the invention.
No one deny the fact that whatever will be suggested by the inventor will strictly be
followed in any case. The violation to it will not be tolerated because the output or the
application of that commodity or machine will be not be entertained. But when the
issues comes in endorsing the Almighty Allah laws, it can be observed that the divine
rules leftover to one side and every one follow its own patterns and procedure to lead
not only his life but also attract the other to go likewise, although he by himself not on
sound and straight way. This is the dilemma of mankind. He not ready to follow the
Allah’s direction in his life as a result hundreds of disaster came across with different
interval of time in different shapes. All these crises and disasters are because of man.
Religion Islam is complete code of life, exist each and every rule and direction to lead
the prosper life. It is not only an ideology; rather, it is a practical codes of conduct. Its
comprehensive teachings regarding all walks of life prove to be totally balanced in order
to provide humanity with means and opportunities to have purity of acts so as to live in
this world and also to get pleasure of Allah in Hereafter. The Almighty claims in front
of mankind that whatever you need are all available for you. The entire universe is
created for you and you have special sacred goal and objective. To obey Allah is the
requirement and you have to follow the divine orders and rulings in conformity with
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the life style of Allah’s messenger, Prophet Muhammad peace be upon him. The rulings
about every sector of life present in Shariah. It is pertinent to mention, one can’t deny
the fact about his transparent and clear guidance in religion Islam.
Indeed, the current position of the humanity is not too sound. It’s seem that the world
has been divided in different parts as per their Interests, civilizations and languages.
This distribution leads the entire population to distinct disputes and disorders. It is also
noticed that the contemporary world revolves around economy. Most of the
international conflicts, even, are one way or other, due to economic interests. As an
eternal divine religion Islam too has blessed humanity with its economic teachings.
Interest that had chained up the people before and even after Islam was denied by Islam.
Contrary to it Islamic religious teachings and Shariah rulings presents smooth and ideal
pattern of economics dealings. The system that based on interest has adverse impact on
social norms and chained-up the humanity in the name of global trade and consequent
upon its systematic errors and drawbacks, a number of economic disaster occurred in
past. All these financial crises and disasters occurred as there is always one factor
played a vital role, actually the violation of divine teaching in one way or other. On
enquiry about financial crises the root cause identified, unanimously accepted by all
experts or economist and that factor or cause was the clear contradiction to Almighty
Allah’s order firming the faith on religious teachings by accepting the fact that Islam
is everlasting religion and it covers the entire life from birth till death by providing
translucent and solid teachings to mankind in general and more specifically those
activities have collective impact on the society are discussed on priority bases like
Social and Business dealings etc. Islam insist on purification of business deals from
all loophole and get-outs like Interest eradication, speculation and gambling etc. and
118

confer transparent economic system in distinct ways and forms Islamic modes of
finance which are absolutely in conformity with divine rulings and orders.
Al-mighty Allah says in Qur’ān :
‘Those who take riba (usury of Interest) will not stand but stands the one whom
the demon has driven crazy by his touch. That is because they have said: “sale
is but like riba” while Allah has permitted sale and prohibited riba. So, whoever
receives an advice from Lord and desists (from indulging in riba), then what has
passed is allowed for him, and his matter is up to Allah. As for the ones who
revert back, those are the people of Fire. There they will remain
forever.’[02:275]
As it has been discussed earlier the past financial crises occurred in different region of
the world with specific interval. The main factor which is very common in all post
crises is the factor of debt or Interest. One way or other the strings of disorder
approached the element of debts which is the source of conventional financial system.
The domination of conventional economic system along with its drawbacks, flaws and
pitfalls affected the whole world via different techniques and procedures and hardly
even a single country may survive without accepting their interest based economic
system. Moreover, the countries claims as a part of Islamic world got involved in it and
unable to find the solution in order to get rid from this curse. Muslim experts and
religious scholars observed the harshness and brutality of circumstances, stepped a
head to give economic system to the humanity in order to protect the man kind from
the risk based economic system. Finally, by their efforts, model of Islamic financial
system was developed at initial stage and the process of renovation is continue till date
and the reformed model has been espoused and implemented in different financial
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institutions across the Globe because they realized the fact that root cause beyond the
crises is the mechanism of Interest. The real curse for the entire humanity is the Interest
based financial system and this is the key cause of all post crises.
It is pertinent to say that the Islamic financial institutions are those having all operations
in full conformity of Shariah’s teachings and nothing go beyond the Islamic law. The
history revealed that role and performance of this sector is appreciative and positive
and especially at the time of financial crises, these institutions stand and not affected
badly that shows their strength and firmness. The firmness of these institutions is the
incorporation of Interest free transaction. The interest free transaction never led to the
balloon growth but it must has some real asset operating in its back.
Along with it, seems important to mention that this study intended to highlight the main
flaws & pitfalls of the conventional Financial System leads to disorders in the society
and act as a barrier for the smooth flow of wealth in general and specifically create the
crunch in all direct dollar based economies. Keeping in view the current scenario, dire
need is felt to present the Islamic Financial Solutions derived from Sources of Shariah
in order to eliminate the systematic errors to prevent the system from further financial
Disaster and to give the real protection to the humanity’s wealth. Now the world
renown and reputed economist has admission and belief that Sharī‘ah’s rulings and
laws are ideal and everlasting. It has pleasant and satisfying impacts on mankind with
specific condition that it should be put into practice with stream line of Quran and
Sunnah than it will give spirituality coupled with material purification. “An interesting
irony that every dollar note has the admission: “In God we trust”, but when it comes to
develop theories to earn dollars or to distribute or spend them, trust is placed only on
human ideas based on personal assessments; God is held totally out of picture, as being
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irrelevant to economic activities’. [Taqi Usmani, 2009]. 115This is the quandary that
high financial experts and economist didn’t realize and nobody confer attention
towards it to know the root cause of downfall. Manmade theories are always limited to
specified era and restricted to particular setting. The shadowed trust was developed
through utilization of all awareness resources to dominate the Capitalism across the
world and unfortunately it was considered most effective economic system in almost
every society including Muslim countries, ultimately, forced the financial world to
adverse, complex and multifarious situation. The number of time financial disaster
occurred in one way or other effects the financial market globally, deprived the
humanity from actual strength and power of wealth because of high inflation, unequal
distribution, expansion of gap between the poor and rich and disorder of cash flow are
such core factors, not only boosting the disastrous, complex and calamitous situation
but also induce the minds towards such alternative economic system bring them out
from uncertainty and give safe placement to their finance instead of artificial boom in
the form of only and only statistics.
As part of human nature, the lust for getting more money overnight particularly in the
current era of materialism has, besides affecting social lives of Muslims, deteriorated
their economic spirituality as well. The global conspiracies to destroy Muslim faith by
polluting their livelihood through interest based business dealings and attracting people
by high margins of the so called profits or markup are engulfing even those Muslims
who do not, by their own choice, want to be involved in interest. The situation goes
worst when finding no Islamic system of business dealings around, Muslim youth in
particular, become of the prejudice thought that Islam does not have an appropriate
alternate to the banking system in vogue i.e. the Traditional Interest based Banking.
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This scenario leads Muslim scholar to answer these questions by going into in depth
study of other than conventional financial system i.e. Islamic economic System and to
see the compatibility of it in the present day situation.
It is also important to mention that if interest economic system is incapable to lead the
financial world, then what system will be acquired that has potential to move smoothly
without any interruption, protect the world from disasters. The answer to this query is
very easy as the system that based on divine teachings has the potential and energy to
go ahead without any disturbance. The contemporary world is well known to the fact
that the alternative system in the form of Islamic economic system has been introduced
and high market growth has been observed in the recent past. Most of the countries
adopting it completely and partially depend on the financial situations in that country.
The jurist and expert involved in this system, not only introducing the system to the
world but also trying to present such solid and complete framework and procedures
highlight the financial errors and loopholes of conventional financial system leads
towards financial crunch as experienced in past one century. They presented systematic
layout, guide them towards Islamization having both options of Conversion at once or
gradual and periodic Conversion.
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CHAPTER-4
4. ISLAMIC FINANCIAL SYSTEM
4.1 KEY PRINCIPLES AND MODES OF ISLAMIC FINANCE
4.2 CONTRIBUTION TO FINANACIAL INDUSTRY
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4.1 Islamic Modes of Financing
4.1.1 Introduction
Islamic banking refers to a system of banking or banking activity that is consistent with
the principles of the Sharī’ah (Islamic rulings). While elimination of "Riba" or interest
in all its forms is an important feature of the Islamic financial system. In essence, it
aims to eliminate exploitation and to establish a just society by the application of the
Sharī’ah or Islamic rulings to the operations of banks and other financial institutions.
To ensure compliance to the Sharī’ah, Islamic banks use the services of religious boards
comprised of Sharī’ah scholars.
Islamic finance may be viewed as a form of ethical investing, or ethical lending, except
that no loans are possible unless they are interest-free. Among the ethical restrictions is
the prohibition on alcohol and gambling and the consumption of pork. Islamic funds
would never knowingly invest in companies involved in gambling, alcoholic beverages,
or porcine food products its practitioners and clients need not be Muslim, but they must
accept the ethical restrictions underscored by Islamic values.
Islamic banking has the same purpose as conventional banking except that it operates
in accordance with the rules of Sharī’ah, known as Fiqh al-Mu’amalat (Islamic rules
on transactions).The principle source of the Sharī’ah is The Qur’an followed by the
recorded sayings and actions of Prophet Muhammad (PBUH) – the Hadith. Where
solutions to problems cannot be found in these two sources, rulings are made based on
the consensus of a community leaned scholars, independent reasoning of an Islamic
scholar and custom, so long as such rulings do not deviate from the fundamental
teachings in The Qur’an.
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4.1.2 Commonly Used Products [Instruments] of Islamic Banks
The Islamic Banks normally used the following modes for their financing. Some of
them are temporarily opted but later on when these banks get maturity and capture
somehow the market value and firms its root for sustainable survival, then the other two
modes will replaced the existent modes. In other words the in vogue modes are actually
the foundation for true Islamic instrument which is the ultimate target and demand of
Sharia teachings in order to give the fruits to the real owner of wealth. Here in this
session, the summary of these modes will be discussed first and later on, thorough
description will highlight different aspects of the most commonly used modes along
with procedural documentation process in Islamic Banks. It is pertinent to mention that
this chapter also focus on comparison of practices of important frequently used
products/modes with the classical literature i.e. Islamic Fiqh’s Literature to know the
extent of conformity with classical literature and the level of deviation from standards
of Sharia Rulings. At end of discussion regarding the specific modes, the scholar view
has been added at end.
4.1.2.1 Murābaḥa
Murabaha is defined as a cost-plus sale, where the seller expressly mentions the cost he
has incurred on the commodities to be sold and sells it to another person by adding
some profit or mark-up thereon which is known to the buyer. As the requirement
includes an 'honest declaration of cost', murabaha is one of three types of bayu-alamanah ('fiduciary' sale). Other two types of bay-al-amanah are Tawliyah (sale at cost)
and Wadiah (sale at specified loss)].
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4.1.2.2 Istisna ’a
Literally the word Istisna’ derived from the root word Sana’ or to manufacture or to
construct something. Istisna’ is an order or request to manufacture something, whereby
the requestor invited, induced or caused another to make or manufacture some goods
for him. Technically, it is a contract to purchase for a definite price (agreed by both
parties) something that may be manufactured later on according to agreed specifications
between the parties. In other words, it is a contract of sale of specified items to be
manufactured or constructed with an obligation on the part of the manufacturer or
contractor to deliver them to the customer upon completion. The contract of Istisna’
creates a moral obligation on the manufacturer to manufacture the goods, but before he
starts the work, any one of the parties may cancel the contract after giving a notice to
the other. However, after the manufacturer has started the work, the contract cannot be
cancelled unilaterally.
4.1.2.3 Ijarah
An agreement whereby the Bank (lessor) purchases or constructs an asset for lease
according to the customer’s request (lessee), based on his promise to lease the asset for
a specific period and against certain rent installments. Ijarah could end by transferring
the ownership of the asset to the lessee and there must be usufruct. Usufruct is a legal
term describing a situation wherein a person or company has a temporary right to use
and derive income from someone else's property (provided that it isn't damaged).
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4.1.2.4 Musharakah
An agreement between the Bank and a customer to contribute to a certain investment
enterprise, whether existing new, or the ownership of a certain property either
permanently or according to a diminishing arrangement ending with the acquisition by
the customer of the full ownership. The profit is shared as per the agreement set between
parties while the loss is shared in proportion to their shares of capital in the enterprise.
4.1.2.5 Mudarabah
An agreement between the Bank and other party whereby one party would provide a
certain amount of funds which the other party (Mudarib) would invest in a specific
enterprise or activity against a specific share in the profit. The Mudarib would bear the
loss in case of default, negligence or violation of any of the terms and conditions of the
Mudarabah.
4.1.2.6 Sukuk
Sukuk is the Arabic name for a financial certificate but can be seen as an Islamic
equivalent of bond. However, fixed-income, interest-bearing bonds are not permissible
in Islam. Hence, Sukuk are securities that comply with the Islamic law (Sharī’ah) and
its investment principles, which prohibit the charging or paying of interest.
4.1.2.7 Bai’al-inah (sale and buy-back agreement)
The financier sells an asset to the customer on a deferred-payment basis, and then the
asset is repurchased by the financier for cash at a discount. The buying back agreement
allows the bank to assume ownership over the asset in order to protect against default
without explicitly charging interest in the event of late payments or insolvency. Some
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scholars believe that this is not compliant with Sharī’ah principles but this principle is
still being practice by some Muslim countries, particularly Malaysia.
4.1.2.9 Bai Muajjal (Credit Sale)
Literally bai muajjal means a credit sale. Technically, it is a financing technique
adopted by Islamic banks that takes the form of murābaḥa muajjal. It is a contract in
which the bank earns a profit margin on the purchase price and allows the buyer to pay
the price of the commodity at a future date in a lump sum or in installments. It has to
expressly mention cost of the commodity and the margin of profit is mutually agreed.
The price fixed for the commodity in such a transaction can be the same as the spot
price or higher or lower than the spot price.
4.1.2.10 Bai Salam
It means a contract in which advance payment is made for goods to be delivered later
on. The seller undertakes to supply some specific goods to the buyer at a future date in
exchange of an advance price fully paid at the time of contract. It is necessary that the
quality of the commodity intended to be purchased is fully specified leaving no
ambiguity leading to dispute. The objects of this sale are goods and cannot be gold,
silver or currencies (these are “ribawi” items) based on these metals. Barring this, Bai
Salam covers almost everything that is capable of being definitely described as to
quantity, quality, and workmanship.
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4.1.3 Murābaḥa; Frequently Used Mode of Financing in Islamic Banks
4.1.3.1 Introduction
The word Murābaḥa is Islamic Fiqh Terminology and it referrers to special kind of sale
where both the parties of sale transaction get agreed to sell and purchase the commodity
on defined cost and profit respectively. The payment may be on spot or deferred, both
types are legitimized. The theme of its permissibility is to avoid the silly and unwise
people those have no good idea about market, from high loss. In this sale the buyer
came to know that how much is the cost and how much profit the seller is going to earn
from him. That gives him satisfaction and protection from high loss.
According to the Islamic Fiqa, the word ‘Murābaḥa’ is derived from word “Ribh”
which means the “profit” & “gain. According to the Hanfi School of thought, the Fiqh’s
Book, Alhidayah defines it as:
(المرابحۃ مصدر رابح و شرعا نقل ما ملکہ بالعقد االول باالثمن االول مع زيادۃ ربح ۔116)
Shafee School of thoughts states as:
(و يصح بيع المرابحۃ بان يشترئ بمايۃ ثمہ يقول بعتک بما شتريت و ربح درھم لکل عشر۔117)
Hambali School of thoughts refers as:
(ومعنی بيع المرابحۃ ھو البيع براس المال و ربح معلوم يشترط علمھا براس المال۔118)

Maliki School of thoughts explains it as:
(فأما المرابحة فإنه يجوز بيع المرابحة على ربح معلوم بعد أن يعرف رأس المال119)۔
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The four famous Jurists of Islamic Fiqh defines Murābaḥa with little change of words
having same sense and meaning. The summing up meaning of Murābaḥa from above
definition is “The deal of exchange between the parties of sale with predefined cost of
the commodity along with profit. The difference between the Murābaḥa sale and other
kinds is quite clear; here in this transaction it is necessary for the buyer to disclose the
cost of the thing or commodity whereas in other sorts of sales there is no any
compulsion like that.
This kind of sale is permissible and almost all the jurisprudence books clearly
mentioned the legitimately ruling of business transaction and among the four schools
of thoughts it is considered a valid and Halal transaction for the reason that the
Murābaḥa has all required features and fulfilling all conditions of valid sale. Most of
Muslims scholars are unanimous on its legal status and Imam Ibn Jareer narrated Ijma
on it.
 وانہ سبب صحيح للتملک حتی،فان الجمھور الفقھاء من ارباب المذاھب االربعۃ قد ذھبوا الی جواز بيع المرابحۃ
(نقل االمام ابن جرير االجماع علی ذالک۔120)
In current scenario, the interest free banks has long practice of Bai Murābaḥa as mode
of financing. 121 The survey shows that across the world sixty six percent of total
investments are made by Murābaḥa. As comparatively other modes of financing, the
Islamic Banks exercises it more because of simple nature, uncomplicated and easy to
implement with clear and transparent impact on Banks profitability. The Banks have to
disclose cost and profit of commodity to the client under this agreement. The Islamic
Banks purchase the commodity first with intension that the bank will again resale to the
customer or client with addition of some profit margin. This type of activity commonly
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called Bai Murābaḥa, the mode of financing. Here we observe the big difference
between conventional banking system and Islamic Banks, the conventional banks
advances (lending of money) funds to borrower for his need on agreed interest rate
whereas the activity of the Islamic Banks is not like that; these banks has practices to
purchase the commodity from any third source other than client and after getting
possession on it sell the said commodity for a predefine agreed prices to the client.
4.1.3.2 Rules and Regulations for Murābaḥa:
Following are the basic terms and conditions essential for valid Murābaḥa transaction:


The existence of Subject matter is essential for valid contract at the time of
transaction of sale. So without existence of subject, it cannot be sold and this
lacking leads to a void contract.



The other condition relates to Subject matter, that it must be a valuable thing.
Thus the valueless thing neither be purchased nor sold.



The use of Subject matter is not for any Anti-Islamic means.



The Subject matter should have identifiable features and characteristics, well
known to the buyer.



During Sale transaction, the Subject matter must be in the proper possession of
seller. If he sells any commodity which is not in his ownership, the sale becomes
unlawful.



The Subject should be in constructive possession in case the goods are not in
position of physical delivery like land and building etc.



The sale transaction must be on the spot and unconditional. In case any sale
transaction endorse to future date or relate to future event is void.
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The sold commodity should be handed over to the buyer with full sureness and
should not be relate to any indistinctness, doubt or happening.



With all conditions related to Subject matter, there is also rule about price. The
price of commodity during sale must be clear and certain, otherwise the sale
will void.



The dependency of one transaction to any other transaction made the sale void.
Thus the sale must be free from all kind of conditions except the conditions suit
to any party or subject matter like the seller asks for payment before the goods
delivered to the buyer or the buyer ask for receiving the goods with a market
trend, So this is valid condition and it’s not exploit the sale. 122

4.1.3.3 Stages of Murābaḥa Transaction in Islamic Banks:
After a short Introduction of Murābaḥa along with its all school of thoughts statements
and some basic rules and regulations, here it will discussed the complete process of one
of the mode of financing that is Bai Murābaḥa in detail in order to assess, evaluate and
analyze the procedure and pattern as to sketch the real and clear image of their
performance with comparison of Islamic teachings.
Murābaḥa transactions that are practiced in Islamic Banks consist of the several phases,
the detail is as under:
4.1.3.3.1 Client’s Application and Approval
The very first level of this transaction is the process of client’s application and its
approval accordingly. When the client is going to enter in Murābaḥa transaction, he/she
forwarded his or her request to concerned department with in the Bank in order to
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continue the process. 123 The bank management in this level assesses the Client’s profile
and observes the following different things;


The client’s total income from all sources



The liability of other banks on the clients



The defaulter status of the client



Current position of the client to meet the Transaction requirements.

This process is normally called the Credit Assessment of the client and this stage of the
Islamic banking is alike with the conventional banking because they also do the same
process in order to make the bank at safe side and secure and to mitigate the risk of
being loss in the transaction going to enter.
4.1.3.3.2 General Agreement
After the Credit Assessment of the client when the bank got satisfaction regarding the
client’s status, there occur an introductory agreement between these two parties i-e bank
and the client. Both the parties sign on it with mutual consent and agreed on some
common terms and condition related to Murābaḥa Transaction like the limit of the
amount, the cost of the commodity, place of delivery, shape and type of goods etc. one
important point about this a This agreement is called Facility Agreement. In this
agreement is that it should not be considered actual Murābaḥa Transaction but it sort
of understandings among the parties and general frame work of acts that are to pursue.
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4.1.3.3.3 Purchasing of Goods according to Client’s Specification
The next phase of this transaction contains the purchasing of goods according to the
specification of the client. There are three ways adopted by these banks in order to
acquire the desired items;


The Bank purchases the desired items directly by himself.



The Bank purchases the desired items through third party.



The Bank purchases the desired items through the client as a Bank’s Agent.

Scholar Analysis:
The cited above three methods for acquiring the goods are right in the light of Shari’a.
This is up to the bank and client whatever the way selected by them. The reason behind
of its rightness and streamlining with shariah standard is the full filling of all
requirements of valid contract. In all these mentioned cases, nothing goes beyond the
boundary of validity as per shariah teachings. Moreover, in first case, the only Sale
transaction took place and in second case, the Agency agreement came into being
between the Bank and third party. Afterward the third party took the sale contract. In
last case, the bank nominated the client as Agent and then proceeded to sale. All the
essentials for valid contract fulfilled in all these cases.
The essentials of valid contract are four; Contractors, Wording of Contract, Subject
Matter and Consideration. By examining the above three cases, all these essential
occurred to make it right and in conformity with the laws of Islamic contracts. 124
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4.1.3.3.4 General Practice of Islamic Banks
The general practice of Islamic Banks about the purchase of desired goods or item is
earlier mentioned i.e. The Bank purchases the desired items through the client as a
Bank’s Agent for the valid reason is that the client purchases the goods according to his
own choice and selection. If anybody else purchases the goods then there would be
probability that goods would not like by him and the third person would not be fully
inform of his likeness and choice. In case of refusal by the clients to accept the goods
excusing that the items are not according to his own choice and specification, in such
situation the bank has to bear the heavy loss. In order to avoid this hurdle normally the
banks make their clients as Agent for the purchasing of goods. After that client as a
bank’s agent handovers the goods to the banks for the further process. The evidence
that shows the client’s agency agreement and detail of items that he is going to purchase
is called Local Purchase Order.

4.1.3.3.5 Declaration and Bank’s Possession on Goods
The client first purchased the goods according to the local purchase order and here one
point is important to know that as per Sharī’ah, the possession of the agent is considered
the possession of the Bank and then brings the goods into the proper physical possession
of the principal i.e. bank. In this situation if the goods destroyed in the hands of the
client without any negligence then the principal (Bank) will bear the loss.
4.1.3.3.6 Payments and Execution
The next phase is the final one; the bank confirms the possession on goods and ensure
all required documents related to transaction, after the completion of last agreed
transaction of finalization of possession on goods, enter into new phase of sale and
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purchase. For this purpose, the bank receives the offer letter from the client in order to
purchase the goods according to the predefined terms and conditions cited in Facility
agreement. Thereafter the bank accept this offer and these documents of Offer and
Acceptance consist almost all concerned information like the cost of the goods and
profit added to that and the status of payments on spot or on installments. The
Murābaḥa transaction is final here with this stage and executed accordingly and the
client becomes responsible for the payments.
4.1.3.3.7 Murābaḥa Transactions
The acquired assets by the bank shall be sold to the customer on agreed terms on
Murābaḥa basis. According to the declaration, the customer will show the asset’s
receipt and purchase the same from the Bank. The customer will pay the contract price
as per schedule of payment dates.
4.1.3.3.8 Sale and Purchase of Assets
The Customer get agree to select and purchase the assets on ‘as is where base’ from the
Bank. The bank will take no responsibility for any defect and will not provide any
warranty relating to the terms or suitability of the assets and also undertake to indemnify
and take the bank indemnified not in favor of all type of acts, claims, cost, damages and
proceedings in relation to the sale of assets to the customer by the bank.
4.1.3.3.9 Payments
The customer shall put up with all terms and condition of the Declaration, payment
calendar and other relevant expenses like legal and out of pocket expenses in linkage
with preparation, implementation and performance of the agreement. Within three days
of bank’s first demand, the customer has to pay; all concerned documents, stamps,
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registration, taxes and duties relevant to this General Agreement. All payments must be
free from any discount and deduction that will be in full on the due date. The customer
also undertake to pay all such amounts within the fifteen days that are incurred by the
seller i-e the bank under the main documents determined by the bank. In case of late
payments, the purchaser will also pay a specified amount in the charity fund as
approved by the Shariah Board of the Bank.
4.1.3.3.10 Customer’s Representations and Warranties
The Customer warrants and represents that:
In order to proper execution and performance of the Agreement, all the documents
provided by the customer will not contradict any existing law and regulation of the
subject matter of customer and will not result any breach the agreement etc.
The documents delivered by the customer will have a certificate of approved Auditor
and these documents have been prepared with accord to the Generally Accepted
international rules of auditing and accounting.
4.1.3.3.11 Bank’s Representations and Warranties
The Bank represents as a banking company established under the act for banking
Industry of Pakistan and have a Islamic banking division running with the laws of
Pakistan has a full legal power and authority to enter into implement and execute the
Agreement.
4.1.3.3.12 Conditions Precedent
For the fulfilment of this Agreement, all the requirement of the Bank should be
completed as under:
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A copy of Articles of Association of the Customer and Memorandum (complete and up
to date, certified by concerned officer) must reach to the Bank and there is also need to
make the copy of the resolution passed by the Board of Directors(complete and up to
date, certified by concerned officer) of the Customer consist the following;
1. Entry and execution of this Agreement by the Customer.
2. Other documents as may be related to rules and terms of the Agreement.
3. The person(s) having sample signature is printed and other executed copies of the
security should reached to the Bank.
In spite of all these cited above things, all types of fees like expenses in order to pay,
commission etc has been received to the bank. In case of ill fulfillment of the conditions
precedents then it would be consider the Event of Default.
4.1.3.3.13 Events of Default
The Event of Default will observe when the Customer be unsuccessful to pay off his
liability within the time or he /she defaults in due or timely performance regarding the
legal responsibility of the Agreement. Any type of ill- representation of any document
or warranty made is not up to the mark pursuant to this Agreement will be noticed as
Event of default.
The other factor is that if the Customer stops to pay the due amount or make it suspends
of its any debts in order to accept incapacity and failure to pay off the debts.
Proceedings are initiated for the closing up the running system or try for any
modification in the current structure of dealings with the customer, fall in this category.
Any event or action taken by the customer effect the flow of Agreement or that acts or
events are beyond the customer jurisdiction will make the agreement void. The
Customer transforms or strict to transform the status of legality from the initial status
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at the time of Agreement, in case of change of greater part of shareholding of the
customer.
4.1.3.3.14 Indemnities
The Customer shall indemnify the Bank for all type of rightly incurred expenses
certified by bank as a result of any payment’s default by the customer or the occasion
of Event of default.
4.1.3.3.15 Setoff
The bank is fully authorized to apply credit balance for what Customer is entitled or
any lump sum amount which is payable to the customer by the Bank and vice versa.
The Customer also permits the bank without presenting any type of conditions to collect
foreign currency takings under the export contracts and LC, i.e. letters of credit.

The bank when enter into any transaction whether it related to product or related to
services, all parties must have consensus on the following terminologies normally used
in agreements documents. Though it seems very minute terms but this is the teaching
and direction of shariah that nothing should be between the parties ambiguous that may
bring towards any kind of dispute due to lacking of clarity in words, terminologies and
its interpretations. Here are the some of the mostly used terms in murābaḥa agreement.
“Cost Price” amount payable to supplier directly by the bank. “Asset” means raw
material/other stocks or machinery to be acquired by the Customer. “Agent” will be
that person nominated to perform that activity as per the agreed terms and Conditions
of the Bank and Client. “Contract Price” sum of cost price and profit, payable by client
or customer “Default Obligation Amount” It is the additional amount undertaken to be
paid in case of default in payments.
139

“Murābaḥa Facility” refers the sum of amount Rs. 10xxx, (Should be in words to avoid
confusion and to ensure clarity only) provide to the client by the bank will use as
payments to the supplier as cost price or via agent in order to get the goods along with
terms and conditions. “Taxes” refers to the all type of concerned taxes that is central
excise duty and sale tax and income tax is not included. “Profit” refers to the portion of
the contract price other than cost, payable to bank. “Order form” refers the instruction
and direction about the item specification. “Payment Schedule” means the schedule
specifying the portion of the Contract Price payable on the Payment Dates in respect of
each Murābaḥa Transaction. “Payment Date” the dates mentioned in schedule of
payment as shown in the payment schedule in respect of each Murābaḥa Transaction or
such other date as may be mutually agreed between the parties.
Commonly different kind of Murābaḥa transaction takes place, as mentioned before
that scope of Murābaḥa transaction is very vast and it covers all sort of businesses
prevailed in market. The Islamic Banks frequently used this mode of financing as it has
procedural clarity, easily understandable, and accessible to all kind of products and
Services. On the basis of these features, people mostly interact with Islamic Banks
through different currency accounts in the form of U.S dollar, U.K pound, Turkish Lira,
Paki Rupee, Saudi Riyal and many more as per their need and relaxation. For this
purpose different Murābaḥa transactions are documented in order to facilitate that
specific client like;


Pak Rupee Murābaḥa
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The bank and the customer enter into the Murābaḥa transaction along with the
order form and terms and conditions of the agreement for the purpose to acquire
assets in Pak Rupees is Pak Rupee Murābaḥa


Import Murābaḥa
The bank with mutual consent of customer establish a letter of credit in order to
purchase the assets to be imported from other country according to the agreed
terms and these assets will be consign to the bank and the customer will
purchase from the bank accordingly.



US Dollar Murābaḥa
The bank and the customer enter into the Murābaḥa transaction along with the
order form and terms and conditions of the agreement for the purpose to acquire
assets in US dollars in accord with the terms of State Bank of Pakistan.

4.1.3.4 Scholar’s Analysis
In order to know the real picture of Islamic banking practice, the procedure of analyzing
the performance is the comparison of their products with Sharī’ah Standards. For the
purpose mentioned, one of the modes of financing that almost all Islamic banks
practicing more is the Murābaḥa transaction. It is pertinent to know the extent of
validity of Islamic Banks’s transactions with Sharia’s teachings and Standards. In
support of that, the terms and conditions, related rulings (Ahkam) of Bai Murābaḥa and
the opinion of Four Jurists regarding permissibility, present in Islamic classical
literature were collected and then the related documents of Murābaḥa Transaction
practicing in mentioned bank were compared as to get the final stream line.
Almighty Allah narrates in Noble Qura’an that sale is Halal and Riba [Interest] is
forbidden:
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)و احل هللا البيع و حرم الربوا (البقرۃ
Translation: “and Almighty Allah has permitted sale and prohibited interest.”
In the light of above Quranic verse that buying and selling is allowed and the only factor
that is restricted and prohibited in Islam is the Interest. The transaction of Murābaḥa
also comes under the definition of sale as it has all features, required for valid sale. One
who have no basic knowledge of Sharia and finance, may confuse between the
Murābaḥa transaction i.e. purely fiqh transaction with clear and fine Sharī’ah
boundaries and the in-vogue practice of offering loan of conventional financial
institutions because it looks like same thing at first sight but in reality, keeping in view
the Shariah’s teachings and in-vogue practices of the banks clearly shows that both line
of actions are with two extremes that one is Sharī’ah based and other is totally based
on the interest. The philosophy behind the conventional Interest based loan is to earn
the profit as interest via advancing the money to the customers as a loan with agreed
terms of Interest. These banks not bear any type of risk on these advances that is why
this activity leads them towards non-Islamic status. On the other hand, an Islamic Bank
performs in a different way as observed above process of Islamic Banks. The
Institutions at very beginning fulfilling the legal requirements of the sale like
purchasing of goods and then the proper possession on the goods and further on it
transfer the ownership to the client along with assuming the risk on the goods. The
banks sell it further with specific profit.
The above scenario can easily be understood by observing the activity of normal
shopkeeper. He purchases the goods and while selling it to other, he get more than the
price and the increment is actually the profit of shopkeeper in this transaction but he
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doesn’t disclose the cost of that goods whereas in the Murābaḥa transaction it is
necessary to disclose the cost of the goods for its validity and this is the practice of
Islamic Banks as cited above.
There is a clear Sharī’ah principle that one, who bears the risk of the commodity, is
entitled to earn profit on that and this is the rational interpretation for the permissibility
of this transaction practiced in the Islamic Banks, bear the risk of the commodity or
goods of the sale.
The above explanation clarifies the fact that the documents of Islamic Banks and the
practice relates to Murābaḥa Transaction has strong resemblance with Sharī’ah Stream
line. After the above mentioned discussion regarding the murābaḥa, it has been
concluded that the in practice transactions operating in the Islamic banks are in
conformity with shariah standards. In other words, Murābaḥa transactions are not
against Sharia and term and conditions are permissible.
4.1.4 Ijara Practice of Islamic Banks
4.1.4.1 Introduction
The word Ijara is Islamic Fiqh Terminology refers to give anything on Rent basis or to
offer the usufruct of any specific thing to other person with agreed terms and conditions
to get particular award against it. In other most comprehensive words, Ijara mentioned
in different fiqh’s books, is the providing of a definite Shari’a’s permitted usufruct of
any specific thing or Shari’a’s permitted services of any individual against agreed
charges or fee. 125
In general Ijara is of two kinds:
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Ijara-tul-a’yaan.  اجارۃ األعيانmeans to lease the assets or leasing of Assets

I.

Ijara-tul-ashkhas. اجارۃ األشخاصmeans to hire out ones services against specified

II.

charges126.
Thereafter, Ijara-tul-a’yaan  اجارۃ األعيانis of two types:
a. Financial Lease األجارۃ التمويلية
b. Operating Lease األجارۃ التشغيلية
An operating lease refers to the lease that is commonly known in which an individual
or organization charter any assets to a leaseholder for a definite time and after that with
agreed terms and conditions, the lessor received that leased asset. E.g. Houses, shops,
and other items used on a daily basis like tents and sound system. The practice of that
kind of Ijara is very common.
4.1.4.2 Basic Directions for Ijara (lease) Agreement


It is type of Agreement where the actual owner of subject matter provide the
usufruct to another person on agreed terms and conditions and on agreed
considerations.



The things without useful usufruct can’t be used for Ijara practice. There must
be some valuable thing have useful usufruct.



The other rule is about the commodity or thing for a legal contract of Ijara that
the body of leased item must remain in the entire possession of the owner and
merely the usufruct will transfer to other party that is lessee.



Anything that is of such nature that one cannot use its usufruct without its
complete consumption will not be used for Ijara transaction.
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As the body or corpus remains in the ownership of seller therefore he will be
the responsible for all the emergent liabilities except those related with the use
of the body, for that lessor will bear the charge.



The duration of entire lease agreement must be clear.



The lessee will use the corpus or body’s usufruct according to the directions and
instructions mentioned in lease agreement. He is not allowed to use for any other
purpose.



The purpose of lease agreement will be determined in clear terms. If there is no
specification of purpose then he will supposed to use it according to the normal
or introduced practice of it.



The risk relates to leased property or item, supposes to bear by the lessor and
the body will remain there in his risk for the whole lease period of time. Any
kind of loss or harm caused that is normally cannot manage by lessee shall be
bear by the lessor.



Any goods or belongings of any two or more than two owners can be leased
according to all terms and conditions and the rent received will be divided
among them according to their shares.



The lessee is responsible to compensate the lessor in all such loss or harms that
are caused due to the real negligence of the lessee or anything living die to the
misuse of him.



One can lease the proportionate share of jointly owned property to the co-sharer,
but not to anybody else.



It is essential that the leased asset clearly known and well identified to all
concerned parties involved in lease agreement.
145



At the time of lease agreement, rental must be clarified for the entire period of
lease agreement. It is also permissible that different rentals are presented for
different phase of time on mutually agreed terms. If the rents are not fixed for
different periods or left on options of the parties’ disposal, then such contract is
not valid.



The lessor cannot change the rent amount unilaterally i-e he is not supposed to
increase the rent on his own behalf without having any clear consent of the other
party and any type of agreement with this regard is totally against the Shariah’s
teaching and void by nature.



The lease period will be considered from the date where the leased asset
delivered to the lessee whether he begin to use or not.



When the leased assets harms in such a way that it lost the whole sole function,
and no repair is possible, then the lease will terminate on the same date.
However, if the loss caused due to the actual negligence or misuse then the
lessee will compensate the lessor for the depreciated value of the assets as it was
prior to day of loss127.

4.1.4.3 The Ijara Practices in Interest Free Banks
Presently, the Ijara is commonly used in Islamic banks and many transactions take
place via using this mode of financing. The balance sheets and income statements of
the banks reflects the importance of Ijara and its frequent practices and acceptance of it
in the public to deal with. Good enough proportion of profitability of Islamic banks earn
through this modes of financing. The Ijara take place in these Islamic banks just like
the layman practices numerous forms of Ijara transactions in daily life. It is fixed for a
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definite period for almost three years to five years according to the nature of transaction
in which the lessor i.e. bank obtains the amount in the form of profit of the leased asset
which is rent of leased asset. When the period of this Ijara end the ownership of the
asset transfers to the client. Here it is also important that transferring of leased asset to
the client i.e. lessee not dependent on the first agreement of Ijara. As per shariah rulings
it is impressible to connect one transaction with other on the basis of possibility. This
transferring took place at very end when the Ijarah agreement closed with all sort of its
closing documentation. Then new agreement commences of either to gift the leased
asset to the lessee or he purchase it through proper new agreement of sale purchase.
This occurred according the situation and decision of bank management to opt whatever
the case may be, either to go for gift agreement or sale of leased asset according the
Islamic laws and in-vogue practices of the institutions.
After studying the definition of Ijara and its different types along with its basic rules, terms
and conditions and risk mitigation of Ijara transaction, here we discuss the procedure of
lease agreement that is Ijara practice in Islamic Banks.
Lease Agreement is the core part of entire transaction as until and unless this agreement
didn’t signed between the parties, all correspondences have no any legal status. Moreover,
it is also necessary not to sign everything at once because as per shariah standards many
things require proper timing to be held. If anybody do that before that proper timing, this
will also bring the transaction to void status. Here is the sample procedure of lease/Ijara
agreement. It is important to mention that in Islamic Banks both the terminologies i.e. Ijara
and Lease are interchangeable because it reflect the same meaning what Ijara represent.
Ijara Transaction of Islamic bank and Customer,
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This Ijara Agreement established between the Bank (Name of the Islamic bank mentioned
here) on the specific date, Particular day and month of the years ought to mentioned here,
and that person (Name of the Client/ customer), establishment details requires to
mentioned that the bank came in to being in year under the specified laws of Pakistan and
also contains other legal requirements like proper address of the offices and registration
details. These documentation requires to protect both parties from any kind of
inconveniences and to protect the money of client as well as this help the proper
identifications of both parties to avoid any risk factor for continuing the process with
trustful environment. Along with it, the documents have clear writing about the consensus
of parties like “The parties agreed on;
4.1.4.3.1 Purpose and Definitions
The Ijara Agreement contains all kind of rules regulations mentioned in that
documented Request dated (Particular day and date on which the transaction is going
to be held), the copy of that is enclosed in Lease procedural Documents and has
consensus between the parties in respect to which the Lessor i.e. Bank has attain the
required assets and agreed to lease the same to lessee i.e. Client. This Agreement has
clarity regarding the following terminologies to avoid any kind of misconceptions and
dispute thereafter, "Business Day" refers to a normal working day in Pakistan. “Applicable
Rate” refers to specific formula mentioned below, with reference to which the Lease
Rentals may be revised semiannually / annually as of the value date of the leases granted
pursuant to the Lease Agreements, if the State Bank of Pakistan Discount Rate varies.
"Indebtedness" refers to the liability of the Lessee regarding the payment, late pyment or
repayment, whether present or relate to future, in actual form or contingent. “Leased
Assets” refers to that assets acquired/to be acquired by the client (Lessee) according to
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the terms and conditions in order to leased by the lessor to the lessee. “Lessee” refers
to the Client and “Lessor” refers to the Institution i.e. any Islamic bank or Islamic
window of Conventional bank or any financial institute provides these services.
“Parties” refers to the parties to this Agreement. "Payment Date" or "Payment Dates"
refers to the specific dates where lease payments have to be submitted according to the
terms of Lease Documents. “Principal Documents" refers to the entire Documents
related to the agreement going to signed between the parties. "Supplier" refers to the
supplier from whom the Lessor acquires the assets as per asset’s title for further process.
"Secured Assets" means any asset provided by way of security for the Lease finance
facility provided hereunder. “Taxes" refers to all types of taxes related to this agreement
like excise duty, penalties and sales tax etc. “Value Date" refers to the date on which the
Lease begins on receiving of lease asset mentioned din that agreement. Default Obligation
Amount" It is the additional amount undertaken to be paid by the lessee if he fails to
pay the due amount in due dates. This extra amount will be payable according to the
terms under the principle Documents.
4.1.4.3.2 Lease
Both the parties, the Lessee and Lessor hereby agree for this agreement. The lessor
lease the leased assets to the lessee and the lessee will take these leased assets on lease
from the lessor as mentioned in lease documents under the terms and conditions of the
agreement.
The Lessee promise and agree to pay the security deposits of amount, Rs. (Amount in
clear currency), only to the lessor. This amount will be in absolute custody of the lessor
and there will be no right of lessee to set off against this security till the end of lease
period after deduction of charges and expenses according to the terms.
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The Lease Rentals of Rs.10xx./- Rupees only should be paid in advance on the due
dates laid down in the schedule of Lease Rentals appearing in the Leased Documents.
4.1.4.3.3 Security
In order to make the Lease Rentals regular and secure and to ensure the utilization of
leased asset according to the terms and conditions of the agreement, the lessee supposed
to execute the demand promissory note in favors of lessor. Moreover the lessee also
executes such documents in different time requested to lessor for the purpose of
security.
4.1.4.3.4 Fees and Payments
All the expenses relate to the negotiation, preparation and implementation of the
Principal Documents will pay the Lessee with in fifteen days of the demand made
by authority to the Lessor. The payments under the Agreement will be in full
according to the Principle Documents on the payment dates in a business day. In
case of discounting or payments relaxation, the Lessee will provide the copies of all
concerned documents as evidence.
4.1.4.3.5 Delivery
The lessor will provide the Leased Assets to the place mentioned in leased Documents
and all the cost incurred in bringing these assets to that place will also bear by him.
Whatever related to the Leased assets delivery should be notify in writing by the lessee
and will not shift these assets to any other place with our proper permission of the lessor.
The lessee will provide the receipt or acceptance to the lessor upon the delivery of the
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leased assets and showing his satisfaction on it regarding its good working order and
other features of the assets.
4.1.4.3.6 Payment of Lease Rentals
The amounts of the lease rentals will be paid by the Lessee for the use of the Leased
Assets in their respective Payment mentioned in the Lease Documents. With the
consent of the Lessee, the lease rentals may be revised by the lessor after 12 months’
time period and the lessor is authorized to terminate the lease in case the parties fails to
agree upon the revised rentals.
The Lease Rentals will remain fixed for the entire rental period that is of normally 12
months and it may be revised or refix on the basis of applicable rates of the Agreement.

4.1.4.3.7 Repair and Maintenance of Leased Assets
The Lessee is responsible for all such costs and expenses incurred to make the leased
assets in operating conditions like ordinary maintenance and repair etc.
In performing Ordinary Maintenance and Repair, the Lessee shall pursuant to this lease
at all time:
(a) keep the Leased Assets in good and serviceable repair and condition and replacing
all missing, damaged or broken parts with parts supplied or recommended by the
original manufacturers of the Leased Assets of a quality and value such that the
performance and conditions of the Leased Assets would not be materially adversely
affected, and pay all repair and operational expenses including where applicable the
cost of replacement of parts or otherwise;

151

(b) Ensure that the Leased Assets are maintained by persons who are competent to
maintain the same;
(c) Ensure that accurate, complete and current records of all maintenance activities are
maintained.
The Lessor is entitled to pay all cost and expenses incurred for Major repair of Leased
Assets. The major repairs consists of all those expenses rises as a result of any accidents
or any type of damages occurred without the negligence of the lessee. Normally this
major repair cost or expenses are covered by any insurance company maintained by
lessor.
4.1.4.3.8 Return of Leased Assets
The leased Assets will be return to the lessor when the lease agreement comes to end
or before the completion of lease period as a result of termination by the lessee. The
leased assets should be in good conditions and in working order and having no physical
disorder. The agents of both the parties will examine and look over the leased asset and
present the report about the condition. The lessee will bear the charge of negligence
damage of the Leased assets.
4.1.4.3.9 Default and Termination
The following factors will be considered as an Event of Default and Termination;
(a) The lessee fails to pay the lease rentals for more than thirty days without having any
legal excuse. .
(b) Any type of documents delivered or any representation forwarded by the lessee found
untrue and false under this agreement.
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(c) any Indebtedness, of the Lessee is not paid when due or becomes due or capable of
being declared due prior to its stated maturity;
(d) In the event of the Lessee making an assignment for the benefit of its creditors;
(e) The lessee offers the notice in writing of inability to pay the amount outstanding to the
lessor or become the lessee bankrupt or insolvent legally.
(f) By any reason the lessee forward his request for the liquidation or dissolution of lease
agreement. The consecutive three month interruption of the key business activities leads
the agreement towards termination.
(g) The rough and irrational usage of the leased assets.
(h) After getting the demand notice from lessor side, the lessee unable to pay the overdue for
more than fourteen days.
4.1.4.3.10 Delayed Payments
The Lessee hereby undertakes that whatever amount payable by him according to the
agreed terms and conditions on specified dates, clearly mentioned in Principal
Documents and fails to pay on due dates without a valid reason to be determined
exclusively by lessor, such amount shall be payable by the lessee with in fifteen days
of amount becoming overdue where such payment is not paid during the aforesaid
period of 15 days the lessee shall be liable to pay a delayed payment amount, for the
amount overdue towards the lessor as per agreed criteria of Bank’s charges and such
delayed payment amount shall not be included in the Bank’s profit but will be utilize
somewhere in social welfare/ charity purpose by the lessor, as directed by the Shariah
Supervisory Committee of the lessor.
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4.1.4.4 Resemblance in Risk Mitigation of an Ijara Contract with Conventional
lease
The Islamic Ijara transaction is also criticized with this that theoretically the risk of the
leased asset lies with the Bank. However, practically, just as how the leased asset is
insured by conventional banks, Islamic Banks also insure the asset. The insurance
companies bear the losses of these assets. When both the banking sectors i.e. Islamic
and Conventional, not absorbed the risk by their selves then consequently the difference
between the transactions is not noticed.
It is the fact that both the conventional and Islamic Banks cover their risk through
insurance. Hence, what is the difference between both systems?
The answer to the above statement is that it is not only lawful and legal but appreciable
if anybody or any organization is adopting such tools within the boundaries of Sharī’ah
that make the individual or organization secure and sound from any loss. So loss
mitigation is not restricted in Islam but the issue regarding to this situation is know the
loss bearer; notwithstanding of using all affirmative tools and means if loss suffered
then who will bear the loss?
In such situation three possibilities arises. First, the Bank will bear the loss. Second, the
lessee will bear the loss. Third, the third party rather than these two will bear the loss.
The first and third possibilities are according to the Sharī’ah teaching and are correct
way and this is the practice of these Islamic banks whereas the second possibility is
not lawful and is against the Sharī’ah stream line. 128
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On the other hand, conventional banking practices are different in order to make their
selves risk free and does not bear the extra loss if the money has paid by the Insurance
Company for the rectification of loss is not sufficient then the lessee will bear the
remaining loss. This is totally against the Ijara rulings. In such circumstances the
Islamic Banks bear the extra loss if the money as a claim collected from Insurance
Company is not enough to compensate the infected loss. The other difference is the
sense of ownership. Conventional banks never regards itself the owner of the leased out
assets that is why it does not take any responsibility for the charge that are concerned
to the ownership of the asset whereas the Islamic banks take the responsibilities of all
charges and liabilities related to the ownership of assets. By this way the difference
between these transactions becomes very clear and there is no any big resemblance
between the Ijara contract and conventional lease.
4.1.4.5 Scholar’s Analysis
After studying and analyzing the term Ijara with respect to the Islamic Fiqh and
assessing its terms, laws, Shariah’s Teachings and some basic rules of the Ijara
Agreement along with brief comparison of the in-practice Ijara of concerned Bank, i.e.
Islamic Banks, concluded that there is no any contradiction between the Shari’a
directions about Ijara and the Practiced Ijara of Islamic Banks and there is huge
difference between the Ijara agreement of Islamic Banks and the conventional lease
agreement of other non- Islamic banks.
However, there were some Shari’a reservations on lease that make some rooted
confusion about the transparency and lead out the conventional lease from the legal
boundaries of Shari’a. Here is the explanation of these Shari’a’s reservations in non155

Islamic lease and by the grace of Allah and by the proper supervision of the Shari’a
supervisors, almost all concern were eradicated from in-practice Ijara as reflected from
cited above Ijara practice of Islamic Banks.
Among other factors, one of them exist in conventional lease that make it unlawful and
non-Islamic is the combination of two different contracts i-e contract of sale and
contract of lease in one Agreement. In simple words it can be stated as the amount paid
to the lessor by the lessee is count of the lease rentals without any specification of the
deduction of principal amount. When rentals end in any stage then, by automatic
process these payments considered as the price of the leased asset and the lessee become
the owner of the assets. Here the situation reflects that there is binding up of two
different transactions in single Agreement which is restricted from Sharī’ah point of
view129.
The Second factor that is unlawful in the light of Sharī’ah is that, all the
liabilities/expenses related to the leased asset are made the responsibility of the lessee,
that lessee will bear all sort of losses which is indeed, the exploitation and injustice to
him while the Shariah’s teachings are different, the lessee is responsible to pay the
usage related expenses and the lessor will bear the charges related to ownership of the
leased assets.
The Third factor is the charging of lease rentals just after the lease agreement before
the physical possession of the lessee on the leased assets which is entirely un-Islamic
act and prohibited in Sharī’ah. The one can only charge the lease rental when the leased
assets handed over to the lessee for the use in any way.
The above mentioned concerns are properly addressed in the Agreement of Ijara
practicing by Islamic Banks. The owner of the leased asset is the lessor that is bank and
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lessee is entitled to avail the usufruct of it for the entire lease period. In Islamic Banking
practices, the leased assets remain in his ownership for complete period of lease.
Afterward, the choice is given to the lessee either to purchase that asset or to return that
to the lessor. In case he agrees to purchase the asset, then via separate agreement, that
asset sold to the lessee at a specified price. In some cases the banks, in order to make
goodwill and to retain his loyal customers, the leases assets are given to them as a gift
via separate transaction having no linkage with the lease agreement. It reflects the fact
that the second agreement was not dependent on the first agreement of Ijara, because
on dependency of one agreement with other agreement make the entire transaction void
as there is violation of Islamic laws of contract. Similarly the Islamic Banks also
explicitly states that the lessee will only bear the charges related to the usage and the
lessor is responsible for the remaining others liabilities/ expenses. This is also the
practice of Islamic Banks that they never charge a single rupee as a leased rental until
the leased assets not handed over for the use to the lessee. By this way the Sharī’ah
laws are implemented in Islamic Banks doing practice of Ijara agreement.
4.1.5 Diminishing Musharakah
4.1.5.1 Introduction
Musharakah is common word used in Islamic fiqh’s books. Its dictionary meaning is
‘to share’130. In business terms it is joint enterprise of two or more than two persons or
organization where all the parties share their profit and loss on agreed terms and
conditions of the joint venture. Musharakah is one of the positive and productive
substitutes for financing, free of interest and other Sharī’ah restrictions. It has a great
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impact on production and distribution and plays a very vital role in enhancing the
economy.
This is what about the Musharakah but there are other terms used in Business world in
general and specifically in Interest Free Banks that is new form, Diminishing
Musharakah. These terms is little bit different and came to exist in near past. The
concept of Diminishing Musharakah refers to the joint venture where the client and
financing body, which is normally bank or financial institutions get agreed to sub divide
the share of financier into smaller units and the client will purchase these units
periodically one by one until and unless he purchased the entire units. Then the client
becomes the only owner of enterprise. 131
This scheme of financing commonly practiced in Interest Free banking Sector is
Diminishing Musharakah through which generally houses are financed. Therefore, it is
sometimes referred to as “home finance”.
4.1.5.2 Procedural Stages of Diminishing Musharakah
Islamic banks also used Diminishing Musharakah as key mode of financing as most of
the businesses nature suit to proceed this mode. While interacting with client, the
following are the key steps involved in this transaction, commonly banks called it as
procedural stages of Diminishing Musharakah.
(a). In the very first phase, client and bank agreed on purchasing any asset to enter in
this transaction. Here it is important to mention that Diminishing Musharakah is the
mode of financing normally used for purchasing houses etc. means for Home
Financing. The Bank put big share in the purchasing the asset (House) and the client
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pay normally 10-20 percent of the total cost of the house. For example, both parties
agreed to purchase a property, so they will share according to the master agreement,
80% of the entire cost will bear bank and the client will pay 20%.
(b). Afterward, the purchased property by the bank will be divided into smaller units
and the client will purchase these units from the banks along with payment of rental
charges to the bank. The rental amount will paid to the bank, which will enhance the
principal amount of the client in some proportion along with rent charges of the share
of the bank in the property used by the client. Here to make it simple and understanble
the bank share, i.e.80% will be divided in to eighty small units of thousand each. The
client while paying to the bank, the rental charge, suppose Rs. 5000 to bank, supposed
to purchase one unit in each installment.
(c). The client keep on purchasing the bank‘s unit of the property and along with rental
payment, he purchased all units from the bank. This gradual payment by the client make
him able to be the owner of the entire house or property. Here essential to highlight that
slow and steady client purchases the units, the portion of the bank in rental amount also
decreases because the total share of the bank gradually declining from 80 to 70% and
then from 70 to 60% and after particular time period according to the agreed terms, the
client become the owner of big share that 80% hold the client and 20% holds the bank.
Same case in the rental charges, the amount paid in the form of rent also reverse i.e.
more to client and less to bank.
This is the reason that scholars called this mode as diminishing Musharakah, means
gradually becoming the owner of the property till the time come that entire property
transferred to client.
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4.1.5.3 Components of Diminishing Musharakah
After the brief discussion of procedural stages of Diminishing Musharakah, concluded
that the following three components playing a vital role in the entire process of it.
i.

Partnership by ownership

ii.

Leasing of partner’s share ( In leasable assets)

iii.

Sale

The role of the cited above components are quite clear. The partnership came to exist
when the property purchased by the bank and client jointly. The share of the bank is
hired by the client against specified rate of rental as Ijara contract and finally the client
purchased the Bank’s share as normal sale. In simple words it can be stated that
diminishing Musharakah is actually the combination of the Partnership, Ijara and
normal sale as discussed above.

4.1.6 Profit & loss distribution Policy in Islamic Banks
4.1.6.1 Introduction
Islam is eternal and everlasting religion. The principles of Islam always preferred the
distribution of wealth and almost all teachings confine the concept of accumulation of
wealth in one hand, like zakat is one of the good example that provides us way forward
for distribution of wealth and there are number of Islamic businesses (Islamic Bai) that
promote this ideology in a better way, like Musharakah, Mudharaba, salam, Ijara and
Istisna. The Shari’a’s teachings are not only discussed the legitimating of these
transactions but also highlight the complete code and process of implantation and
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execution of it along with the rules regarding its termination and profit & loss
distribution.
Here there will be discussion on the profit and loss distribution of Islamic Banks in the
light of Shari’a. At very first, I will state the basic rules of Shari’a regarding profit and
loss distribution and then there will be comparison of these Shari’a’s standards with
the bank’s performance to know the extent of accord and harmony. The practice of IBD
(Islamic Banking Division i.e. specific department in every bank claiming itself purely
or has parallel banking or has Islamic window) is to receive all deposits on Musharakah
basis. 132 Musharakah is a relation between the parties through a common contract that
is actually the combination of two transaction i-e Shirkah and Mudarabah.133
Those people who invest in Islamic banks in a way that open their saving accounts and
fix deposits will be considered the account holders of the bank. These account holders
will only get share in bank’s profit meaning that their participation will be like Rabal
al Mall and the bank will be Mudarib and have a contract of Mudarabah. If the Bank
added his assets in accounts holder’s assets equal to those share, it is allowed and in
that situation the bank will be considered the owner of the half of the assets of the total
bank’s share and will have the status of partner and also the Mudarib of other half. This
combination of both these transaction is refers as Musharakah, introduces in Islamic
Banks.
4.1.6.2 Basic Rules of Profit and Loss


The all partners profit ratio must be clear and determined on the time of contract
in proportion to the real profit ensue to the Bank. The determination of profit
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according to the share invested is not legal and the contract becomes void in that
case.


There should be proper determination of ratio of the profit distributed with
mutual consent on agreed terms and conditions at the time effecting of the
contract. If no such determination occurred at start of the contract, it becomes
void in Shari’a.



It is not permissible to fix some specific amount for any partner of the contract
according to his share in it. The correct basis for allocation of profit will be the
agreed percentage of the real profit of the bank.



In case of loss, all partners will suffer the loss according to their ratio of
investment, like one invest 60 percent of the total capital, he will bear 60 percent
of loss exactly the same ratio, neither less nor more.



It is mentioned in Islamic fiqh, profit is based on agreed terms and loss will
distributed based on their investment‘s share.



The status of the account holder is the Rab-ul-mal and whiles the bank or
shareholder will act as Mudharib and Rab-ul-mal as well.



The investment in the form of deposits will be considered debt, not trust
(amnah). The excess on loan will be considered interest i-e restricted in all
shapes, not profit.



It is not necessary that all the assets must be in liquid form at the time of final
profit and loss distribution. It can be calculated by the evaluation of assets. 134

4.1.6.3 Profit Distribution on Daily Product Basis
In Islamic banks it is practicing that the people invest in it for different time period.
The investors are generally the account holders. The process of depositing and
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drawing is continue and it is not only difficult but seems impossible to restrict all
account holders to deposit and draw the cash in one particular day and after word,
no one will be allow to deposit in Musharakah account because every person has
its own way of leading life and priorities of spending money and on daily basis
anybody may need the money and on next day it may not. The same issue was also
discussed in Council of Islamic ideology to come with conclusion that the profit
and loss distribution will be based on daily product, means that after the end of
business cycle, the profit of the entire capital will be calculated and then the profit
will be divided by the number of days in order to calculate the per day profit of the
Musharakah period. Afterword, each account holder will receive the own share of
profit according to the days proportion of his capital remain there in Bank. For
example a deposit of Rs. 300 earns Rs.30 in one month i-e 30 days’ time period.
This means that by spending Rs.300 gives the profit of Rs.1 and bu spending Rs.1
gives the profit of Rs.0.00333, calculation are as under;
A deposit of Rs.300 = Rs.30 profit per 30 days
Per day profit
A deposit of Rs.1

=

30/30

= Rs. 1

= 1 /300 = Rs. 0.00333

With respect to above supposition, anybody deposited Rs.1 for fifteen days then the
profit of Rs.1 for 15 days will give him;
15*0.003333 = Rs.0.04995
Likewise if he deposited Rs.10 for this period of time, he will receive the profit of;
0.04995*10 = Rs. 0.4995
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This is how the profit is distributed among the parties with respect to their deposited
amount remains in the bank for specific time period in days. This procedure is called
profit distribution on daily product basis. 135
Scholar’s Analysis
One of the misconceptions about the profit distribution that the bank put its entire
burden of expenses on the client and not bears the any expense by itself but the
situation is not like that. The reality that is actually practicing in Islamic Banks of
Islamic Banks is deduction of direct expenses whereas the indirect expenses are
borne by the bank itself, not from the clients. Afterword the profit is distributed
among the concerned parties of the transaction according the agreed terms and
condition. The above statement is supported by the bank declaration which is as
under;
The bank shall share in the profit on the basis of predetermined percentage of the
gross income of the business (the management share). The gross income of the
business is defined as the all income of the business mines direct cost and expenses
incurred in deriving that income. 136
As it is mentioned before the most important point regarding profit distribution is
that there should be proper determination of ratio of the profit distributed with
mutual consent on agreed terms and conditions at the time effecting of the contract
while in case of loss, each partner will bear the loss accord to their share invested.
If the situation created like that one partner is totally deprive from the profit, then
this kind of agreed profit distribution will leads the transaction towards non Islamic
and make it illegal. So in short and in comprehensive words all partners are free to
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specify the profit ratios for themselves with mutual consent. This phenomenon
exists in Islamic banks of Islamic Banks with the name ‘Weightage’. Following are
some of principles regarding profit and loss distribution of Islamic Banks.
4.1.7 Shari’a Status of Different Accounts of Islamic Banks
4.1.7.1 Introduction
In late seventies, when there was no proper existence of Islamic Banks in Pakistan, a
number of Muslim Scholars have permitted the public to use the current account of
conventional banks on need basis for the reason that nature of the current account is
totally different from other fix accounts.
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Moreover, the current account of non-

Islamic Banks i-e conventional banks and Islamic Banks are of similar nature and seems
indistinguishable and alike to one another.
4.1.7.2 Account’s Nature
In the light of Shari’a the fund accepted by non-Islamic banks are considered loan apart
from that the deposits belong to any account whether it is current or saving account.
This is for the reason that the Non-Islamic bank assure all account holder that he will
certainly collect total deposited amount of cash and all capital, the award of which is
guaranteed is viewed as a loan. Now, the situation is like that, in the case of current
account, the non-Islamic banks will not confer its depositors any additional money for
their deposits. Rather, they are only accountable to pay back the amount deposited. This
business deal of the non-Islamic bank does not go in opposition to any standard of the
Shari’a. Consequently, the Islamic banks deals with the same manner, current account
of an Islamic Banks is also of same nature and there is no any big difference between
the current account of Non-Islamic banks and Islamic banks.
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However, by the grace of Almighty Allah, dozens of Islamic Banks are working in
different areas of the country and almost every citizen of the country has the access to
these Islamic banks. There is suggestion that by nature both the current accounts are
same but for the promotion of these banks if anybody is willing to deposit some funds,
he must place that fund in Islamic banks rather than any other conventional bank for
the reason that his fund use for somewhat in the product that are totally Shari’a based
and not use for supporting the interest indirectly, as one deposit in current account of
conventional bank, though he would not get any reward or return against this money
but the bank will utilize this money in other transaction that are totally interest base, so
this also one form of supporting the interest. Being a Muslim, the responsibility of every
citizen is to participate in encouraging and supporting the Islamic banks through
investment in these banks.
4.1.7.3 Other Accounts
Besides the current accounts, the banks deal with some other accounts of different
nature and of different names. These accounts are mostly different from current ones
because of the return and reward. The good example of these accounts are saving
accounts or fixed deposits etc., the non-Islamic banks takes an interest based loan from
their depositors. The procedure of these accounts is like that the conventional bank
takes funds from the depositors and offers them this assertion that your deposited fund
is safe and that after a specified phase of time you shall be given this money i-e principal
amount along with an additional mark-up.
Now whether these banks earns hundred percent or more than hundred percent profits
from the depositor’s capital or earn something or does not earn anything, the bank is
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bound to award their client the predetermined rate of interest. Therefore, there is no
liaison between the depositors; the one who invest money in the bank, the bank and the
client; the one who acquire finance from it.
Contrary to this, the funds that an Islamic Bank received in the accounts that produce
profits is accepted on the basis of introduced modes of financing, mudarabah or
Musharakah and in the light of Sharī’ah, these capital are held as a trust with the Islamic
Banks. Moreover, if these funds by whole or a fraction of it are destroyed without the
inattention and negligence of the bank then the bank is not supposed to pay back and
will not be accountable to return the invested money to the clients. 138
4.1.7.4 Funds Clarity and Transparency
Secondly, the Islamic banks, after receiving cash from their depositors, do not put a
cover on these funds. Rather, they make a policy to attach their depositors in partnership
in investment plans and projects. In this partnership, the depositors are known to be the
rabbul maal (capital investors) or sleeping partners and the Islamic Bank is known to
be the mudharib or working partner. The Bank confers a relative share of the earnings
to its depositors from its different variety of financing such as Murābaḥa, Salam,
istisnah, Ijara, and Musharakah etc. This profit and loss distribution policy is predetermined like that whatever income the Bank earns will be divided between the client
and the Bank on thirty-seventy [30/70] ratio or on a fifty-fifty [50/50] basis and both
the parties will be mutually agreed on it. By this way a chain is formulated among three
parties, these are; the depositor, the bank and the client, the one who acquire finance
from this concerned bank. This chain or it may called the triangle has great importance
because whatever the profit received by the bank with the help of client or from the
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client through any financial activity has a big impact on the depositor’s profit. These
all are linked with direct proportion, so if the Islamic banks finance the depositor’s
money at higher rate, consequently, the depositors will receive the income at higher
rate and same wise, if they finance at low rate, the depositor will also affected by it and
this is the beauty of such partnership that only one party is not in position to accumulate
the entire profit to itself and other parties remains deprived and this is what Shari’a
teach us.
4.1.7.5 Profit Fixation
One of the most important point about the Islamic banking practice of Islamic Banks is
that it never ever fix the profit at the time of agreement or prior to that. Beside this they
also never ever guarantee the depositor about the return and reward because their
activities are totally transaction based and return can only be confirmed after the
completion of the project or financial year. Especially in the light of Shari’a it is not
permissible that the bank announce the profit in relation to the depositor’s invested
capital. Let’s suppose that the Islamic Banks announced that we will confer the profit
of 10 % on the capital invested, such specification is totally Haram and restricted and
this act will lead the entire transaction towards non-Islamic and it becomes void.
However, after the completion of project or at the end of any specific term, the bank
calculate the actual profit earned and distributed among the parties according with the
predetermined ratios and then by comparison they realize and announced that we earned
that much percent profit on relation with such investment, such announcement is
permissible and doesn’t violate any Sharī’ah principle. 139

168

4.1.7.6 Scholar’s Analysis
It is concluded from the above explanations that Sharī’ah status of the deposits invested
in current account is the loan, not trust or security and the deposits of other accounts
are considered trusts and all the terms and conditions of the Sharī’ah ruling about it
will be regarded. The performance of the bank regarding these accounts according to
my research and knowledge is up to the mark and follows the Sharī’ah teachings.
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4.2 Contribution to Financial Industry
4.2.1 Introduction
Shariah rulings and laws are ideal and everlasting. It has pleasant and satisfying impacts
on mankind with specific condition that it should be put into practice with stream line
of Quran and Sunnah than it will give spirituality coupled with material purification.
This is the quandary that high financial experts and economist didn’t realize and
nobody confer attention towards it to know the root cause of downfall. Manmade
theories are always limited to specified era and restricted to particular setting. The
shadowed trust was developed through utilization of all awareness resources to
dominate the Capitalism across the world and unfortunately it was considered most
effective economic system in almost every society including Muslim countries,
ultimately, forced the financial world to adverse, complex and multifarious situation.
The number of time financial disaster occurred in one way or other effects the financial
market globally, deprived the humanity from actual strength and power of wealth
because of high inflation, unequal distribution, expansion of gap between the poor and
rich and disorder of cash flow are such factors induce the minds towards such
alternative economic system bring them out from uncertainty and give safe placement
to their finance instead of artificial boom in the form of only and only statistics.
The alternative system in the form of Islamic economic system has been introduced
and high market growth has been observed in the recent past. Most of the countries
adopting it completely and partially depend on the situations but there is lacking of
such solid and complete framework and procedures not only highlight the financial
errors and loopholes of conventional financial system leads towards financial crunch
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but also have systematic layout guide them towards Islamization having both options
of Conversion at once or gradual and periodic Conversion. The presently operating
Islamic financial institutions are contributing to the financial market positively and
numerous shortcoming that conventional banking system has and operating with but
Islamic banks are entirely free from those.
Man has been using different ways in order to satisfy his needs from the very first day
and has been using all the available resources of that time. In the beginning, there was
no concept of cash. Therefore, the barter trade that is goods for goods system prevailed.
Normally people act accordingly and exchange commodities for fulfilling their needs
but this system had complexities and had a large number of drawbacks and defects.
One of the main flaws facing people of that era was the transportation, that was not
easily available and therefore, it was very difficult to carry the goods from one place to
other; moreover, demand and supply had not be satisfied in one place. Similarly, there
was lacking of desires and wants matching from either sides or parties. The satisfaction
is needed for exchange from the parties. For example if one bull would be exchange
for four goats. It was necessary that a person with bull should find the man who wants
to exchange goats with the bull. So the arrangement of this exchange was a big problem
of this system. It was also very difficult to store goods for a long time. They lose their
value at time passes. Under barter system some goods had not be subdivided and also
there was difficulty in determine the ratio of exchanged commodities. Due these
limitations people switched from this system.
Taqi Usmani (1943), commenting on the situation, states:
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In the beginning of human life people would deal in goods for the
exchange of goods which was called Barter System but it had so many
defects and flaws. Transportation was main problem as well as demand
and supply could not be satisfied at one place. For example a person
wanted to purchase cloth in exchange of wheat but the owner of cloth
did not want wheat, so commodities could not be sub divided into
smaller units or pieces in order to make them foundation of trade.140
With the passage of time, human society evolves likewise the method of trade also
revolutionized. Therefore, the barter system, due to its drawbacks at last, came to an
end and was replaced in which some precious commodities were declared as standard
and become the means of exchange. The people had started using these standards for
buying and selling their needs and in short these standards become the mode of
exchange.
After that certain commodities were declared as standard, like wheat, barley and leather
soon after that gold and silver replaced. The above commodities because these were
internationally acceptable and the transportation did not create any problem. Initially
the exchange of goods took place on the direct weight of gold without coining. Soon
after that minting of coins began. At first everyone were allowed to mint a coins. This
era is called gold standard in general history and in Arabic called Quaida-al-Azahab.
After that the coins of silver besides gold were added and these silver coins became the
tool of exchange likewise gold. This system of banking in which both silver and golden
coins were used was known as bimetallic standard.
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This system prevailed for a long time till they were replaced by the receipts of
goldsmiths and people started purchasing commodities in return of these receipts. After
that the receipts were modified into notes but those were absolutely different from the
notes we used today and they were made of gold instead of paper. The Banking system
got start since that time when goldsmiths realized that people usually do not come to
take their gold back. So they started lending the gold of other to other people.
One of the basic factors, lying behind to this system, was the psychological phenomena
of human being that man had always been trying to secure his wealth. It is common
observation that man is greedy for wealth; therefore, he is always worried about the
safety of his wealth along with his health/life. Man of early ages solved this problem
by burying his savings underground. But this process did not prove useful and affective.
So he adopted an alternative path by keeping his saving with rich and powerful people
of their areas .With increasing and developing of this trend, number of trustees also
increased and many trustees appeared, a competition started among them for keeping
the wealth of the others safe. During this period the trustees started lending these saving
to needy people on interest and thus they had a permanent source of income .With the
increase of their income the trustees started paying the interest to the actual owners of
wealth. So in this way the concept of banking took start which improved into the present
status which is before us.
As a result of these struggles for making safe and secure place for his wealth, the
banking system came into being and had being passed through number of growing
stages and finally got the essential and important position of developed society as
almost every individual and organization has a firm connection with it in order to lead
daily activities in a smooth way. In today scenario this Banking system holds the
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position of backbone of the present economics system. Keeping in view the role and
importance of Banking Sector, its existence is considered the life blood for world’s
economy. First of all a bank was established officially in 12th century. “The Bank of
Venus” is perhaps the first bank established in 1157 and the other banks established
after it are the “Bank of Geneva (Italy) in 1407” and “Bank of Barcelona.141
It is not correct to say that Modern Banking System is the invention of western world
and they link it to Europe. The reality is that the history of business banks in western
world is not very old but this development is very near to Industrial revolution. The
first Bank established in Europe, situated in one of the city of Holland that is
Amsterdam, was “Bank of Amsterdam” in year 1609.142 After that, in the reign of
Charles –II (1660-1685), the whig Government established, a finance company in
British which dealt in banking.
After that in 20th century a numbers of commercial banks were established in British
which were merged into four big banks known as big four. The names of these banks
are Lloyds bank, Barclays bank, Mid land bank and National Westminster bank143
Besides these, some small banks also came into being in Europe such as Bank of
England becomes one the most prominent Bank among them. The establishment of
banks also took place in Indo-Pak subcontinent. The first bank, bank of Bengal was
established in 1809 in indo-Pak subcontinent. Afterwards, a chain of banks came into
being there in Madras in 1840 and in Mumbai in 1863. Imperial bank was established
in 1921wheer Habib Bank was established in 1941 in Mumbai and Muslim Commercial
Bank was established in 1947 in Kolkata.
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In Pakistan Habib Bank which was shifted in 1947 to West Pakistan at Karachi and
Muslim Commercial Bank shifted to East Pakistan at Chittagong in 1948, started the
process of Banking.144 Now a days the number of banks working in Pakistan. The list
of all public and private banks are as under;
4.2.2 List of Commercial Banks in Pakistan

a. Public Sector Banks


National Bank of Pakistan



The Bank of Punjab



Sindh Bank



Bank of Khyber



First Women Bank



Withra Bank

b. Private Banks


Askari Bank



Allied Bank Limited



MCB Bank Limited



Bank Alfalah



Bank Al Habib



Faysal Bank



HBL Pakistan



Habib Metropolitan Bank
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JS Bank



NIB Bank



Samba Bank Limited



Silk bank Limited



Soneri Bank



Summit Bank



United Bank Limited

4.2.3 Islamic Banks and Conventional banks having Windows Operations for
Shariah Compliance Products
There are many Islamic banks working in Pakistan. The list of banks is given below:


Meezan Bank Limited



Dubai Islamic Bank



Al-Baraka Bank*formerly Burj Bank Limited



Bank Alfalah Islamic



BankIslami Pakistan Limited



Standard Chartered Bank



Askari Bank Ltd



MCB Islamic Baking



UBL Islamic Banking



HBL Islamic Banking



National Bank of Pakistan



Bank Al Habib Islamic Banking



[ Burj Bank Limited [formerly Dawood Islamic Bank Limited]]
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Emirates Global Islamic Bank Limited

These are the names of Islamic banks having accreditation license from the state bank
of Pakistan. Along with that many banks have been started to offer Islamic products
and list of conventional banks involved in opening the Islamic window. They realized
the worth and durability of Islamic products and these products have some specific
features that make them unique and more special from conventional product in order to
fulfill the financial needs of the customers. The characteristic of these product make
them durable and firm to avoid the danger of fall or uncertainty or somewhat lacking at
all. As the product base on Islamic modes of financing and all the Islamic modes are
totally in conformity with shariah standards and nothing goes against the shariah rulings
and these are properly supervised by the shariah board consist of shariah scholars.
As discussed in previous section in detail, the following is the list of Islamic modes of
financing frequently used in the Islamic Banks. Beside them some other are also using
as Islamic mode but on that some of the jurists or Shariah Scholars have reservations
on it not to include in the list so that’s is why it has been focus to in list only the more
common modes of financing. Here it is also pertinent to mention that all these modes
are somewhat have resemblance with conventional products or instruments but the
reality is otherwise, in fact these are totally Islamic and in proper streamline with
Islamic teachings and rulings.
Following are some of the most common modes used in Islamic Banks.

1. Murabaha
2. Ijara
3. Musharakah
177

4. Diminishing Musharakah
5. Mudarabah
6. Wakala
7. Istisna
8. Import and Export under Islamic banking
9. Discounting of bills through agency rearrangement
10. Export refinancing

On deposit side a wide range of products offered by Islamic banks. All the accounts are
firmly based on shariah principles like term deposits are wholly based by principles of
Musharakah and current accounts are based on the principles of Al-qard. These all are
designed in such a manner through which the customers are satisfied and having
flexible features that fulfill the required needs of customers with in the shariah
compliants manner. Following are some of the types of deposits accounts presently
offering by the Islamic banks.

1. Current Accounts
2. Riba free certificates
3. Interest free PLS saving accounts
4. Riba free special deposits pool for Banks
5. Riba free special deposits pool for staff provident fund

Islamic Banks are trying to compete with other conventional banks in adopting all
existent means and tools of Islamic banking. To observe the other sectors and overall
the industry in stability and prosperity and to gain the public attentions and confidence,
the bank introduced the proper check and balance system to ensure that all the activities
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of the concerned Islamic banking division are not against the shariah and the system is
going on according and with the Islamic teachings and Principles. For the purpose
mentioned above, there is a proper a Shariah Supervisor Committee or board of
renowned religious scholars to examine and approve the all types of agreements, polices
and all type of concerned documents of the services and products offered by the Islamic
Banks.

4.2.4 Key Ethical Rules and Shariah Directions

In spite of all these which are appreciable and much more significant but there are some
of the areas that are still in position to develop and progress with in the shariah umbrella.
Whatever is going on regarding Islamic banking system, indeed it is positive step but
to fill loop holes in this system is also one of the main responsibility of management of
Islamic Banks to indoctrinate the shariah based environment and culture within the
organization and outside too while interacting with financial institutions where it suits
and also their liability to remind the front line staff and top authority about the
importance and essentiality of Shariah and its effects and impacts on the public in
general and more specifically on the these financial institutions and more particularly
on the performance of the said bank if these shariah principles and teachings were not
implemented in a better way and practices are not observed.
Overall performances of Islamic Banks are limited to some areas but there are few
sectors like education, agriculture and personal financing etc needs promotion and
encouragement regarding shariah compliants product and services and there is dire need
felt to gain the momentum. The general public is not good aware of the Islamic products
and there should be seminars and workshop about Islamic Banking system in order to
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enhance the general awareness and understanding about it.

4.2.4.1 Reward with Risk of loss

This is one of the key principle of Shariah that one can get the reward until and unless
he ready to bears the risk of loss. In shariah, no riskless return acceptable. If anyone
want to invest, he/she must face the risk. In conventional system, there is saying that
more risk, more return. Similarly, it has been taught in different business schools that
the government bond are risk-free but as per shariah rulings it is not permissible and
lending is one of the form of financing in conventional banking system but it is not
legitimate in Islamic teachings. There is only one form exist of lending for business
transaction which is called Qarz-e-hasana or interest-free loan. However, in current
scenario, it is not only difficult but seems to be impossible that any bank has model of
interest free business.

4.2.4.2 Concept of Guaranteed return
The concept of guaranteed return doesn’t exist in Shariah teachings. The return is highly
connected and interrelated with investment model and business activities’, on
profitability of business model, the owner will get the fruit and in case of loss, he or she
will bear the loss. It cannot be legitimize to fix any amount as return on his lending like
the one lend money other person hundred thousand rupees and he demands to get five
thousands rupees from debtor. It is impermissible and haram in Islamic teachings.
Though, Islam may permit to establish the fix rate like the rate of rent or lease payments
but if the renter default, doesn’t means that he or she must pay you the pre-defined fix
rate but the status of renter must be considered. Contrary to this, in conventional system
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if you get the money as borrowing from any bank or financial institution, you have to
pay back along with the interest regardless of your position and potential of payment
or not and regardless of your business operations are in smooth flow or running out.
You borrowed, you must pay back.
4.2.4.3 “Lose more than Investment” theory

There is a perception that a person may loss up to his own investment like if you lose
in stock market, the maximum you lose will be the your whole investment but the
situation is not like wise in some specific investments. For example the investment in
corporation and limited liability organization/companies. These business model are
structure in a way that you has to lose more than your investment in the case of entire
loss. Here it is quite clear that in Islamic Finance, the mentioned theory is totally
outdated and unlawful. You can lose only what you have, not beyond that. For example
in diminishing Musharakah if there occur a dramatic lose, you will not lose beyond
your investment but the bank will also bear lose according to bank’s investment.

4.2.4.4 All investors have equal status

Another fundamental rule in Islamic finance is the treatment of all investor equally.
There will be no any preference to anyone among the investor. In conventional system
there is the practice in stock that preferred stock holder entertain the preference over
common stock holder which is somewhat priority to one for having preferred stock,
nothing else. In Shariah teaching it is not permissible but all the investor are equal and
they will be treated equally.

4.2.4.5 Selling before possession or owning
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The concept of selling without owning the subject matter or commodity is common
practice in conventional financial system but in Islamic finance it is highly restricted
because it has been observed in past financial crises that along with other factor, one
common factor that almost played a pivotal role in disturbing the financial flow was the
selling before possession or sell the commodity which he or she has not own yet. For
understanding the situation it is very clear that if anybody borrow the car of neighbor’s
car and then you feel that there is boom in market and then you sale it and take the
commission and the remaining amount you pay to the neighbor instead of car. This is
definitely bad and unethical but same like practice every day practices in the stock
market with the name of Short selling, this is also the example of lose beyond the
investment.

4.2.4.6 Productive Investment

It is also very important to mention that shariah teachings are sensitive about the use of
wealth. Islam totally discourage the utilization of wealth in such way that has no any
positive pleasant impact like spending money on construction is discouraged. However,
the sitting of money is tensely restricted because it doesn’t help anyone. In order to get
the reward or profit of your money, first, your investment must be in some productive
thing. Investment in shariah ban item is also not allowed like investment in building the
factory of vine or making of musical instruments etc. money is not a commodity and it
cannot give you any return without investing in any productive way. So in Islamic
fiancé, the subject matter or commodity in which money is going to invest is very under
observation and highly valued for ruling of permissibility and impermissibility.
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4.2.4.7 Transparency in Financial Transactions

Islam stop the things in which there is any ambiguity or uncertainty as the lack of
transparency is the core reason or cause of dispute among the people. For example if
you are going to sell the car, you are supposed to highlight all the defects or issues
regarding to the buyer along with other related information should be shared at the time
of transaction. The same rules for investor, looking to invest in any firm or company.
The philosophy behind it is clear that you cannot make payment for anything which is
not clear or known to you. Means to say that it is actually for the protection of wealth
of individual. This is occur in High-up restaurants where prices were kept hidden and
not disclose to the customers.

Similarly, under shariah disclosing of price is essential part for valid transaction as the
hidden price leads you to any dispute and normally after the thing made done, most of
the time the two parties were not came to consensus development. Price is the key
element in Shariah teachings through which it can be determined that transaction is very
clear and transparent in all aspect. Although some of the areas of uncertainty also
remains ambiguous where it cannot be eliminated from any transaction and the shariah
also doesn’t bothered about it like natural disasters and dramatic downfall or financial
disaster in the market.

4.2.5 Overview of Islamic Financial Institutions
Islamic financial Institutions in general and specially Islamic Banks upholds its rank
as one of best banks of the country determined to set higher standards of attainments
and accomplishments. 145It is the key business co-worker of the Government of Pakistan
with special stress to promote, cheer and encourage the Pakistan's economic growth
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through durable, balanced and sturdy lending policies, products and services that are
technologically oriented, offered through its great network of branches to be found
country wide locally, internationally and representative offices.
The State Bank of Pakistan has permitted the opening of banks and branches, run
according the Shariah principles and rules in the country. For the said intention, a step
was taken by the State Bank and an Islamic Banking Department has been established
to give necessary guidance and directions to these Islamic banks and to train the
concerned bank’s staff. They have also directed all the banks to set up necessary steps
for promotion of particular division that handle the shariah based product and services.
The growth of Islamic banking sector’s market share has a comparatively swift pace,
that is round about seven percent in last 07 years, when judge against to other countries
like Bahrain where the situation is different i-e market share measures at around about
eight percent in last thirty years and Malaysia is the other example where the market
share is also in the region of 12 percent after twenty five years with pure presence of
Islamic financial institutions/banks there. For this reason, the government of Pakistan
should provide market-based incentive and perks to this industry like lower the tax rate
on dealings and transactions with these interest free or Islamic financial institutions. In
a nut shell the Islamic financial institutions are working with rapid growth and the
getting the minds of the investor through its asset backed financing along with
utilization of its Islamic instruments working in full conformity with divine teaching
and regulations.
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Chapter: 05
5. ISLAMIC BANKING AS ALTERNATIVE
5.1 SOLID SOLUTIONS TOWARDS FINANCIAL CHAOS
5.2 FINDINGS AND RECOMMENDATIONS OF THE STUDY
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5.1 Solid Solutions towards Financial Chaos
5.1.1 Introduction
Firstly, it is important to mentioned that after long discussion on early periodical
progress of the financial market to this modern form, from barter system to fiat
currency, one thing is clear from it is the presence of consistent instability over different
periods and time. Some eras were full of uncertainty and indistinctness while some were
otherwise showing financial stability to some extent. The cycle kept on repeating itself
till the world witnessed the great financial disasters and crises like Great depression and
recent global crises of 2008. The world is looking for alternative that enable the system
to perform in a very smooth way, avoid the uncertain periodic emergent causing the
confusion in the minds.
The common observation shows that the competition have been started after the entry
of Islamic Financial Institutions in the market in last forty to fifty years. The Islamic
financial institutions are busy in introducing the different products and developing new
forms of services to match the conventional system in respects of offerings, assistance
and facilitation, quality and performance, efficiency and effectiveness.
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In many

cases the Islamic Banks or Institutions became able to beat the conventional institutions
through their different competitive products and schemes. The dominancy can be read
by noticing the record of market share taken away by Islamic Banks. One thing
important is consistency of these Islamic banks performance. If Islamic banks continues
to offer nice products and services to meet the client’s needs and requirements, then
definitely, the conventional institutions have no space left either to offer the same
Islamic compliant product or exit from the market. It has been recorded in near past that
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many conventional financial institutions converted completely into Islamic ones and
many institutions has setup their Islamic windows, most have launched Islamic product
because of liability and durability and considered the real positive addition to financial
market.
In recent past, among Muslim countries, Malaysia remains very rapid and showed fast
market growth. Economy moved swiftly and dramatic progress was noticed. Along
with other sector’s development, financial market expression were very different in a
way that almost all financial institutions inclined towards Islamization. 147 A range of
Islamic services and products developed and launch in the market by various advanced
financial institutions like banks, investment funds, insurance companies and mutual
funds. In spite of fact that there few banks claiming of pure Islamic bank but it can be
seen that CIMB bank is one of the largest bank there in Malaysia, have Islamic banking
subsidiary, CIMB Islamic148. Similarly, the other larger bank, Mabank, offers totally
Islamic product and services across the country in all branches. Its pure Islamic bank.
Their involvement and participation as Islamic bank renown to that extent, non-Muslim
clients used to deal with them as per Islamic rules and regulations. Along with it, many
other large banks entered in the race to get the share of Islamic finance like Hong leong
Islamic Bank and public mutual etc. almost the trend has been introduced there in
middle east although at very beginning some religious scholars were not in favor
considering it not in full conformity with shariah standard and they have somewhat
different approach to it. Now the scenario has totally changed. In Saudi Arabia, the
Islamic banking sector is one of the leading industry and covered more than fifty
percent share of the market149. Moreover, the regulator strictly ban the conventional
banking sector to open any Islamic window or offer any Islamic product or service as
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to make both the system separately with intentions to grow the Islamic banks openly.
Saudi Arabia is the largest market for Islamic finance in terms of size. The largest bank
in the world, Al-Rajhi Banking and Investment Corporation, is based in Saudi Arabia.
The bank had $15.8 billion in assets at the end of 2002. 150 It can be seen that the bulk
of the Islamic banking activity is concentrated in the Middle East, especially GCC
countries. This region accounts for 85 per cent of the total assets of Islamic banks (Iqbal
and Molyneux, 2005). The Islamic banks at infant phase they can’t compete them.
Almost the same position is here in Pakistan, different efforts were put in last fifty years
especially in the regime of Zia, and Islamization process was accelerated. Many sector
have been transformed into the framework of shariah. The economic system was
changed to pure Islamic one. The struggles were made to eradicate the interest from
Pakistan and shariah base regulations were introduced. Later on, the in late 90s the first
private Islamic bank launched and afterward, the tendency towards Islamic banking
increase and now in Pakistan four full fledge Islamic banks are in operation coupled
with number of conventional banks setup their Islamic windows. Some conventional
banks only offering Islamic products and services along with takaful companies and
Islamic investment funds, they are supervised by the Islamic Banking Division in State
Bank of Pakistan.
In a nut shell, it can be expressed that the world is now switching towards Islamic
Financial System as discussed above. It is also the fact that not only Islamic countries
quitting from the conventional banking system gradually but the trend towards Islamic
banking system in developed countries is also accelerating like the different Islamic
banks work in United Kingdom, United State of America, Japan and China etc. the
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derived perception from all this data is quite clear that the Islamic financial system is
the only and only solution to bring stability in the financial market.
While addressing the financial chaos, the need to know about those areas where the
Islamic finance became as faster moving sector relatively. The last forty to fifty years
records shows that the practice of Islamic banking more common and frequent and
observed high growth in the following;
1. The trends depicts that those countries where Islamic Banking sector was
support directly through Government and the government body involved in its
processes to refine the structure and improve its capacity in all respect, were
now listed as leading countries in the world with respect to Islamic Banking
Sector like Malaysia and Iran.
2. The region where the government direct supports partially weak but there is
facilitation and somehow relaxation in rules and laws are listed second to first
ones. This sector consist of private corporations operating in a mix environment.
The role of them is also very appreciative as these financial institutions working
as private status efficiently and effectively like few banks in Pakistan.
3. The third thing is initiation of dual banking system or referred to as Parallel
banking system introduced. The bank that can’t transform its operation totally
to Islamic ones, which has option to develop dual banking system. Dual
Banking System is that where the Bank operates conventionally as well as
Islamic, like in Pakistan the good example of Parallel Banking is the Bank of
Khyber. At one side it is conventional and on other side it is Islamic bank. More
than hundred branches across the nation are Islamic and same figure of
conventional Branches. Across the Globe the number of such banks operates
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accordingly. Here important to quote the sayings of Bank Negara Malaysia
Governor Dr Zeti Akhtar Aziz “dual banking system - the side by side Islamic
and conventional banking operations approach - has proven to be workable in
Malaysia although it may not be applicable or suitable for others” 151
4. Along with the above, the other prevalent practice is the opening of Islamic
windows with in the bank. This concepts taken with the intention to attract the
customers inclined towards Islamic banks. The bank operating with Isla mic
windows, neither capable to transform operations into the Islamic and nor it has
potential to start dual banking but they also want not to lose their customers.
For the purpose they offer different Islamic product or services.
All the prevailed practices have its own impact and playing very vital role in Islamic
industry but all have their own issues need to be resolved. Without resolving those
issues facing, seems very difficult to accomplish their objectives in a better way. Those
banks which have claim of full fledge Islamic compliance faces different restrictions
from their Shariah board. They are not free to launch any product or service in the
market. It has to pass through board. Number of time it happened that nice product
presented to their shariah board but not accepted by board, though the product
feasibility and viability indicates the profitability in future but when contradicting to
shariah rulings, the board stop the launching of such product. The same type product
although launch by the competitors and takes the competitive advantage. Similarly, the
same type issues rise when dealing with conventional financial institutions like lending
or borrowing of money from conventional bank or participation in any joint venture of
government where Islamic banks force to operate along with conventional Banks. 152
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This issue easily be resolved through enhancing the Islamic financial products and
services along with increasing the investment pools. The capital volume increase will
give these institutions strength and power to compete with conventional banks. This the
fact that volume of Islamic banking sector is very minute and limited. With this volume
you can’t influence on them.
5.1.2 Downfall Indicators
After examining different aspects of the financial market in general and specifically
conventional banking system of the day, numerous perspectives has been discussed by
the economists and experts of the financial matters and thousands of theories has been
published in this regard to bring out the world economies from the financial tragedies
and adversities but the last century is witnessed of it that remedies suggested to bring
relief and order became the cause of disorder and disaster. The last tragic and terrible
financial disasters are the good example of this theory in which public lost their savings
and earnings. People lost billions of dollars due to these man made ill-planned policies
and regulations.
Many economists of the third world unanimously agreed on the fact that one of the core
factor of economic downfall is the intensions of few influential people belongs to
developed countries to maintain the system in the same way likewise in order to squeeze
the wealth from under developed countries. The economist Clive Crook narrated as the
development of the developed countries is actually the unmerited distribution of
resources that deprived the third word. The injustice in the distribution of resources is
considered one of the downfall indicator. Among these, the greed towards accumulation
of wealth of the power economies is the other factor of overall disorder in the financial
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world. Similarly, political differences and different wars across the globe because of
any reason, whether it is because to occupy the land territory of other nation or it is
because of terrorism in the world or wars for the purpose to be super power in the world.
These violence and wars contributed a lot in crunching the world economies in general
and specifically affected the economic systems of under develop countries. Many
theories reveals the fact that financial disaster is not because of crunch but because of
abnormal flow of money from one place to other through artificial boom and creating
synthetic environment of absorption of wealth in that place in spite of fact that
forcefully wealth accumulation without having natural space and room leads the
economy towards mock growth and development. In fact, all these school of thoughts
towards describing the downfall indicators definitely has somehow good enough
association with failure but according to the me, as scholar the base of financial disaster
is the elimination of divine laws from the economic systems. Along with that, secondary
credit crunch, currency crises, oil price shocks and many other factors like banking
crises etc. all are secondary factors worked beyond this failure, coupled with housing
crashes and more. Arguably, we should be calling continued mass unemployment a
crisis. 153 In many ways it is more serious than a currency or credit crisis.
The mentioned above are referred as indicators of downfall. The appearance of any of
the above crises, reveals the fact that overall economy is going towards declinations.
This is actually the disturbance of normal flow or distraction of normality give rise to
any of the above. As it has been discussed in chapter three under the title of past
financial disasters, it was noticed that every financial disaster occurrence was the
consequence of the mentioned disorders like recession in 1929, Asian financial crises
and very recent example is the global financial crises of 2008. The most common thing
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among these cited above disorder is the involvement of debt which is never be separated
from interest in the conventional banking system. The most key factor of all crises is
the payment of debt along with interest.
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The collapse occurred because of lacking

the potential to pay the artificial debt burden in the form of compound interest which
multiplies over the time and the principal dues remain as it is. That is why, it can be
concluded that behind these, the curse to humanity is the Interest, which leads the
society towards exploitations and unjust. The solid solution towards it is the eradication
of mere debt or borrowing for not inciting any economic activity. This is the dilemma
of interest based system, which showed only the boosting of numerical digits, rather
emphasis on social norm or living standards of the people. The no payments or late
payments increase the financial burden without contribution to the society. There is
need to link the borrowing with real assets so that any economic activity produced.
5.1.3 Impediments in Islamization of Economy
Along with solid solutions to address the financial weaknesses it is also important to
mention that there some hidden barriers playing a pivotal role in resisting the
transformation of institutions to Islamic one.. Although, the hurdles exists in the shape
of policies, rules and also restrictions from the regulators but following are somehow
relate the own intentions of the organizations. These are not in direct connection with
external bodies. It is also the natural phenomenon that before dyeing the wall, dire need
is there to polish the wall and the process of removing the existent paint is essential for
coating the other one. If anyone don’t go for it and not removed that old layers, the
result will be not satisfactory and after few days the new paint will start moving off. So
by applying the same methodology here, going to highlight some impediments that
actually need to remove from the financial institutions or banks to make it properly
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Islamic, operation would be in full conformity with shariah standards. Some of these
are in direct relation with Banks and some are relates to customers and regulators.
5.1.3.1 Reluctance of Banks to Switch away from their outmoded style
This is a dilemma and somehow the psychological aspect of human being not to accept
the new and innovative things abruptly as the one used to use the old rules and
procedures to conduct any things. Firstly the minds never ready to accommodate their
selves with the new techniques or patterns. Similarly the individuals’ react likewise.
There is no any difference between the individual’s behavior and organization behavior.
Most of the experts uttered that whatever the employee’s behave, almost the
organization behave likewise.
The contemporary banking system stress to spread the perception of considering the
money as one of the factor of production. They established claim that it is not possible
to develop the enterprises on large scale, accelerating the economic activities in order
to fulfill the national needs and demands without putting the charge of money on it. In
other words, they legitimize the rule of getting the charge of money, interest via lending
and borrowing. Their whole instruments based on lending money and borrowing money
and getting charge in the form of interest and paying the charge of money in the shape
of interest. Their profit is the difference in interest paid and interest gain and they called
as spread.
On the other hand, Islamic teachings restricted and make it impermissible to charge for
money as factor of production. That is the reason that banks feel not easy to move away
from their old style and adopt the new approach of Islamic banking system. The Islamic
modes of financing results almost the same profit as the conventional banks used to
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earn if it implemented in a proper way with its spirit but the issue is also from other
side too. Depositors also not ready to accept the fluctuation of the profit, never the less
to accept the loss on deposits. Other modes of financing were hire-purchase, leasing,
Musharakah or profit-and-loss-sharing, equity participation and purchase of shares,
purchase of PTCs and Mudarabah certificate, etc. among them all, the murābaḥa mode
seems near to lending of money but actually its operations are totally different from the
conventional one.
5.1.3.2 Stakeholder’s hesitation to work on new (Islamic) modes with Banks
It is pertinent to mention that lacking is not from one side but every stake holder is also
responsible for it. The banks by their selves not want to move to other modes as I
discussed above but along with that the account holders accustomed to earn money
without putting himself to any risk. They are ready to get only a small portion of money
as interest and they are happy of it.
Secondly, if the bank started to put their money in any trade or real economic activity
for the real assistance of national interest, they became aware about the chance of slight
loss, the depositor would have started demanding to back their money from that bank
and this is the one of the really issue faced by the banks stop them to enter in any other
frame of work like operation in conformity with shariah standards. It actually did
happen with some financial institutions to get in some investment on the base of Islamic
modes with good faith and intensions, but could not accelerate on paying attractive
“profits” to the accountholders.
On continuation of early discussion, here is the addition of real story of person narrated
to me that a very pious looking gentleman came to him and requested him to help him
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in getting back the money which had been deposited with a certain investment
company. When my friend told him that since he had deposited the money in profit/loss
sharing basis, he should share the loss with the company. He thought for some time and
then admitted that he never intended to share the loss and he had just thought that just
as the bank kept money on deposit and gave some in return on it, has money would be
kept safe in he would continue to earn some profit on it.
This shows how much the depositors were really interested in the profit-and-losssharing arrangement. The borrowers too never really wanted to have the banks as their
partners and disclose their real accounts to an outsider, nor they were prepared to have
too many shareholders. They were interested only in getting loan at a fixed rate of
interest. In the early eighties the investment Corporation of Pakistan entered into profitand-loss- sharing agreements with a number of its clients. All of them showed losses in
their subsequent balance sheets. Ultimately all these agreements had to be changed into
Murābaḥa agreements.
5.1.3.3 Deficiency and Dearth of Pure and Sincere efforts
One of the very hard and serious problem as impediment in Islamization of economy is
the absence of serious and responsible individuals which have more influence in
making the things more smooth and clear but they are not putting their efforts in this
regard because of any lame excuse. Some has a strong belief that in current day, it is
not possible to change the economic system from conventional to Islamic. Means to say
that as for their minds, Islamic financial system is not in true form and that is why they
are not ready to step out any for the betterment of the system. In spite of it, many agree
with the system but due to their own interest in other than Islamic financial system
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prevent them to do any good for this system. Some, who were more inclined and
attracted to the western world and more impressed from their system called the interest
base system as legitimate and legal system. Some others believes also exist counts the
so for efforts to establish the Islamic banking system as nothing but the window
dressing and on reality the prevailed Islamic financial system is not any different from
conventional system. These are such minds and thoughts that are very responsible in
decelerate the process of Islamization of economy. Keeping in view the said scenario,
the addition of ex-chairman story for elaboration. He uttered in meeting; I remember
that shortly after the death of General Zia-ul-Haz, during an informal conversation, a
top banker expressed his view that “the sooner we get rid of this Munafiqat the better”.
Because of this lack of dedication, the conditions which had been laid down by the
Council for Islamic Ideology for Murābaḥa were not strictly adhered to. When I took
over as Chairman N.I.T., in the late eighties, I invited Justice Muhammad Taqi Usmani
to have at our operations. He kindly consented to do so and after spending two days
with us, he gave a Fatwa that purchase of N.I.T. units was not lawful. With his blessings
and with the co-operation of my colleagues we were able to bring its operations largely
within the bounds of the Sharia ’a. However, after some time I started getting requests
from my officers to allow the disbursement of money to the clients, even before an
agency agreement had been signed. The argument usually was “Sir, we will get the
formalities done later, because the client is in a hurry to get the money”. I never agreed
to this and used to reply that I was in no hurry. However, it was clear to me that we
were sitting on the fence and it was a precarious position. There is a saying of the Holy
Prophet (PBUH), to the effect that Subkhan-Allah has permitted certain things and
forbidden certain things and there is a boundary of every grazing field. So if you let
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your cattle graze near the boundary there is every chance of some of them crossing the
boundary and becoming a prey for the wolves.
5.1.3.4 Scarce of Inspiration and motivation to Sacrifice
One of the other hurdle in this journey is the scarcity of motivation and inspiration to
bear the loss or even accept the low profit instead of getting high and high margin for
this noble cause. To eliminate interest base system from the economy like other
countries, Iran and Malaysia, need to motivate the people to accept the fact that every
one of us is supposed to sacrifice for our little monetary interest for the sake of Almighty
Allah and Allah’s messenger Muhammad PBUH. It is well known that it is not possible
to get any noble achievement without sacrifice. As the cause bigger, the sacrifice needs
will be like wise. With the prevailing stranded of public morality and the legal and
taxation system of the country it was an uphill task to rid the banking system of interest
and it still is. Besides, there are many avenues of making a profit that have to be forgone
and many types of modern banking services which cannot be provide by a band working
strictly on Islamic principles. For example, they cannot keep their surplus in fixed or
saving depositor.
Inspite of the mentioned problems and issues, the one busy in this noble cause of
eliminating the interest which is ultimate the imposing of war on ourselves should be
appreciated and encouraged to go ahead and he will get the reward in this world of his
efforts and also hereafter of this kindness. It might not have attracted many people, but
the foundation would have been firm. Here it is important to mention the true story of
one of the member of state bank of Pakistan about the fear of people to step forwards
to invest in mudarabah mode to understand the hidden impediments worked as barriors
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to accomplish the real objectives of Islamic Finance. The first Mudarabah was the one
floated by Banker’s Equity and was called the Twin Tower Moradabad. This was
arranged by Banker’s Equity, “after a great deal of scouting”, because no one was
willing to come forward and act as a Mudarabah. It was for completing an apartment
structure project which was lying incomplete for quite some time. The Mudarabah was
for 18 months and was many times over-subscribed. Elaborate arrangements were made
by Banker’s Equity to supervise the project.
However, the project could not be completed and the Modaribs had to be paid their
money plus some profit. National investment trust came to the rescue of the project,
advanced some money to the builder on Murābaḥa and ultimately the Mudarabah was
wound up in March 1983, giving a return of 30.5% to the investors. From this point of
view, the Mudarabah was a great success and a large number of Mudarabah companies
subsequently came up, but the end result was that after only a few years, when a critical
survey of the Mudarabah companies was carried out, it was found that there was much
to be desired from the Sharia ‘a point of view. I asked the Chief Executive Officer of a
bank as to why there was no difference in the dealings Mudarabah and that of a bank
which worked on the interest-based system. He confided to me that “the owners wanted
which worked us to maximize profits, which was not possible if the Shariah was strictly
followed”.
There is no doubt that a single person efforts may also counts the change to that extent
but some time even more. For example the sayings of director national investment trust
elaborated as “When I was in the N.I.T. I had tried my best to get some reliable
entrepreneurs strictly on profit-and-lose-sharing basis. I contacted a number of persons
who had good reputation in the market but none of them was willing to come forward.
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A few persons approached me with some proposals, but they did not have a good past
record. One day a gentleman approached me for financing to the extent of Rs. 10 million
on profit-and-lose-sharing basis. He appeared to be an honest person and had a good
religious family background. On inquiry he told me that he had spent only a few lac of
rupees on this project. However, he had no collateral to offer, nor could he produce a
bank guarantee to honor his commitment. Taking a risk upon myself I offered to him
that N.I.T. would invest Rs. 9 million and in any profit that accrued he would get 50
percent as his share for managing the business, while the balance would be shared
between him and N.I.T. in the ratio 90 to 10. He was very glad to hear this, but wanted
permission to consult his son. The next day he came with his son. The latter told me
that since he expected to make 100% profit, N.I.T would get 45% profit, while his
competitors would have to pay only 14% interest to the bank. Hence, he proposed that
N.I.T should agree to give him back any amount of profit that would exceed 14% as
good management fee. I could not make him understand that he was getting a deal that
was unprecedented and that 90% of the loss, if any, would be shared by N.I.T. SO, as
luck would have it, the deal was not finalized. This made me realize that even those
persons who were otherwise very religious did not wish to run the risk of returning a
larger share of profit under profit-and-loss-sharing scheme then they would be obliged
to pay under the interest-based system. After my retirement from N.I.T., I was
approached by a number of parties who wanted me to set-up a Mudarabah company or
an Islamic bank for which they were willing to provide funds. A few prominent Ulema
were also willing to invest and be on the Board of Directors of such a project, if I was
willing to work for it. I believed that if such a project was undertaken, it should be
purely for the sake of acquiring Allah’s pleasure. In order to test whether they really
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shared my views, I used to tell them that there was a chance of a company making a
profit higher than 20%, but it could be as low as 8% I.e. less than what the financiers
would get by keeping their money in a term deposit account. Would they be happy with
that low rate of return? I said I could assure them of only two things. One that nothing
would be done which was against the dictates of Sharia’a, because the Ulema would be
actively associated. Secondly, business would be conducted honestly. Invariably, all of
them who had contacted the backed out. The party which first contacted me was frank
enough to tell me that anyone who invests money, invests it for making a profit. Nobody
invests it for Ibadat. He also cautioned me that I would find no one who would be
willing to join hands with me. Other parties, which consisted of pious and religious
persons said that they would have to think over it and never came back.
5.1.3.5 Absence of Moralities and justice Environment
One great obstacle in the realization of interest free economy has been the absence of
the proper environment. In 1978, the great Islamic Scholar of International repute and
great religious scholar, Abul Hassan Ali Nadvi had visited Pakistan for a few weeks.
At the conclusion of his visit he had written a four page letter to General Zia-ul-Haq in
which he had expressed his apprehension that the efforts of Islamization might not be
successful, because the proper environment for it did not exist and the social structure
was so weak that it would not be able to bear the burden. Unfortunately,, nothing was
done to produce an ideal or near ideal Islamic environment by the Government or by
the leaders of public opinion.
The most important pre-requisite of the enforcement of Sharia’a is Adl. Establishment
of the rule of law and ensuring justice to the aggrieved persons should be the first task
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of an Islamic State. Nothing was done to achieve this end. Corruption in all branches
of the Government continued to increase even after the Government had expressed its
firm commitment to the Islamization of the economy and the society. The increase has
not slowed down till today. Corruption and injustice go hand in hand. Not only is
corruption rampant in the Government functionaries, the entire society has become
corrupt. Perhaps we have come to a stage of deterioration that only a few people in the
society actually know what corruption and injustice really mean.
For example, there are two houses situated near each other in a posh locality. The
pattern of using electricity for air-conditioners, etc. in the houses are similar. The
monthly electricity bill of one house is more than Rs. 10,000/-, while that of the other
house is around Rs. 200/-. The person who is paying only Rs. 200/- per month does not
realize that he is doing injustice to his neighbor and to other consumers, because had
such irregularities not been rampant in the country, electricity rates would have been
much lower. Similarly, a person who obtains a hefty loan from the bank through
political influence, without any intention of returning it does not feel ashamed and does
not realize what injustice he is doing to the public.
To the contrary such loot of public money is regarded by many as a valid compensation
for the money spent by them on elections and for the support they give to the ruling
party. If a bank defaulter’s property is put to auction, it hardly fetches one-fourth of the
market price. If only the public sense of justice is aroused and Government takes
measures to eradicate corruption from public service, creation of an Islamic economic
system would become much easier.
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5.1.3.6 Deficit Financing by Government and unjust Taxation System
One very important requirement of an ideal environment is an inflation free economy.
Inflation erodes the real value of money; so if a person gives a sum of money on loan
and receives back the same amount after one year, he will be a net looser. A major
source of inflation is deficit financing. Printing of notes to meet budgetary deficit is in
fact injustice to the public, because the real value of their money is eroded. In this
respect to Government’s performance is very discouraging. It is paradoxical that since
1978, the Government has been telling the people to desist from taking interest and has
been simultaneously including them to lend money to the Government by purchasing
interest bearing bonds and certificates. Government borrowing at high interest rates and
the quantum of government’s domestic in foreign debits has reached a limit which
cannot be sustained.
There has also been no effort to change the taxation structure so as to bring it in
conformity with Sharia’a. When the Council of Islamic Ideology had recommended the
promulgation of the Zakat and Oshar Ordinance, it had also recommended abolition of
the Income Tax Act, which is oppressive and unjust in many respects. However, this
was not done. The saving proved to be a small gain as compared to the gain, which
would have accrued to the needy in poor, if the system had been operated in the true
Islamic spirit. Besides, the Income Tax Act is a great dis-incentive for entrepreneurs
who would have liked to enter into Musharakah with the banks.
These are some of the impediments in achieving an interest-free economy as an
exercise in self-criticism and the hope that efforts will be taken to remove these
impediments. All such impediments are injurious for our material will being to. For
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example, it is the duty of the state to establish justice amongst its citizens. According
to the saying attributed to the Messenger’s companion Ali R.A, a Government can coexist with kufr but cannot co-exist with exploitation (zuIlm). Corruption in bureaucracy
and other government branches is the root cause of the backwardness and poverty of
the State. Deficit financing and continuous increase in debt burden is dangerous even
from the economic point of view. It is hoped that due attention will be paid by
Government and leaders of public opinion towards the removal of these obstacles.
It is gratifying to note that dedicated Muslim bankers and economists, in consultation
with the Ulema have been continuously engaged in trying to develop such modes of
financing as may be in accordance with Sharia’a and this conference is a step in that
direction. The awareness is international. Non-Muslim bankers too are trying to
understand the basics of interest-free banking. Due to the global economic crisis, there
is worldwide awareness that the banking system needs some drastic change. In a recent
article in the New Horizon, after mentioning some efforts made in this direction by
Non-Muslim in the USA and elsewhere, the author says, “the bank’s primary function
is being redefined to be an effective allocator of resources in the economy, joining
depositors with entrepreneurs, for which it should receive a management fee”. It is
something very similar to the concept of a Modarib which are taught to us more than
fourteen hundred years ago.
In deed all the Islamic teachings about the economy are very practical and certain. The
real protection of the world’s economics can only be possible if these Islamic modes
are implemented in a right way according to the spirit of divine teachings.
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5.2 Findings & Recommendations of the study
5.2.1 Findings:
This research “The Study of Shortcomings in Conventional Banking System: A
Maqāsid-e-Shariah Perspective” has been commences from its introduction session in
which the scholar focuses on highlighting core research study characteristics and
explains the fundamentals of the research. Literature has been studied in order to
differentiate this study from the previous works. This help the scholar to select the
dimension of study which is in fact the addition to the research. The scholar also added
the unique feature of his study insuring the fact that this research study is totally
different from the previous one because of two main factors;
1. This study is the combination of classical literature and contemporary
financial practices. The study produces the fine linkage between these
two areas. The past studies reveal the fact that numerous scholars has
worked on different dimensions of Maqāsid-e-Shariah and many
scholars

also

worked

on

association

of

these

maqāsid

(objectives/purposes) with Islamic laws regarding the financial matters
but the scholars sort out the linkage of conventional banking system with
Maqāsid-e-Shariah and study the shortcomings of conventional banking
system though backed by national laws but has adverse impact on the
financial smoothness and order of the society in long run.
2. The second factor that differentiate this study from the previous work
done is to highlight one of the basic objective among the shariah’s is the
“preservation of wealth” and twentieth of shariah rulings, commands
and restrictions are related to it one or other like stealing is prohibited
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etc. the scholars created delicate association between this objective and
the spoilage of wealth in conventional banking systems through interest,
speculation, uncertainty and other means of fraud is quite clear but the
systematic way of snatching wealth is explored which seems righteous
as per their structural and apparent model but has severe effect and has
damage to low earner or middle class earner.
As mentioned in the beginning that shariah laws and regulation focus on single agenda
which is to assure the balance in the society through managed distribution and flow of
money transferred from one to other via legitimate channels and to stop all ways and
means, patterns and tools that uses for disturbing the mentioned objective, shariah
called it Mafsadah. The removal such substances from the system is considered good
in the light of shariah. In problem statement it has been noted that Islamic laws that
restricted the man kind from doing different tasks by saying that it is haram, it is disliked
and it is not the sign of pious people to do such activities, all these lessons are to
concentrate on point “Don’t Eat your wealth/property/belongings through wrong means
and patterns.” This study finds that meaning of this statement is not limited to the
specified terms which are mentioned in holy books and pointed by the Prophet
Muhammad peace be Upon Him in different places and time but today the most refined
and systematic means of earning money through using decorated models and designs
are also comes under it because the spirit behind the production of wealth and its
distribution is missed. That is why the study highlighted that all means of conventional
banking system exploiting the noble cause of wealth production and distribution along
with transferring from one to other through different means and tools are restricted,
impermissible and haram in the light of shariah. This is what derived from the
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shortcomings of conventional banking system in the light of Maqāsid-e-Shariah. It is
concluded that systematic snatching of money though backed by the laws are also
deemed to be impermissible if the objectivity is not accomplished at all which is to
preserve the wealth of people. That is one of the core purpose of shariah rulings and
commands, presented by Jurist, Shatibi in his book “Almuwafqat” that is;
“Preservation and Protection of Wealth”
The results of the study shows that all financial mechanisms activated in the
conventional banking system for the purpose to ensure the money circulation, money
creation, money distribution, Inter-banks and Intra-banks correspondences with in the
country or outside across the globe is legitimated and have legal status if it wouldn’t
spoil the spirit of money but unfortunately, the situation is not like that conventional
banks focus on its profitability, “lending and borrowing”, these two functions are
dominated by all tasks and functions and these are backed by interest factor, receiving
the interest on lend money is higher than giving the interest on borrowed money is
lower, the difference is the Bank’s Profit. Though this activity is permissible and
Pakistan’s legal regulations has permitted this activity because the State Bank of
Pakistan itself performs through the same manner. Along with that numerous
transaction has factor of uncertainty and most products offered by these conventional
banks have high holding charges and they sum up these charges in such a way in very
complex manner, difficult to even understand the procedure and the client didn’t realize
the loss of money but these are considered permissible because the national laws has
provision of it. The thing need to understand is the impact of it on the layman whether
he or she ready to go for it or the system force them enter in such drastic situation, not
protecting his/her own money.
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Here it is pertinent to say that the level of permissibility and impermissibility not limited
to these few boundaries and described terminologies but it has vast sense of implication
need to be in mind while transacting locally or globally, as per Maqāsid-e-Shariah, the
spirit should be sustained which is the preservation of one’s money and wealth.
All the proposed research questions have been addressed and positively answered with
the help of classical literature of shariah and with the assistance of employees of
financial institutions both the conventional banking system as well as conventional
banking system who provide us different relevant material of the banks.
The finding reveals that conventional banking system emphasis only on the profitability
of the bank that connect different stakeholders on agreed terms and conditions as
reflected from their annual reports, balance sheets and income statements. On the other
hand, after studying the procedural documentation of different products of Islamic
banks, like Murābaḥa, Musharakah, Ijarah and Diminishing Musharakah reveals that
proper economic activity generated after financing through these modes which is totally
different from conventional banking system.
“Why the conventional banking system fails to overcome the financial disasters?”
This was research question properly addressed in order to know the core causes of
failure of conventional financial system. For this purpose, the post financial disasters
of last century along with financial crises of 2008 were thoroughly explained and
different inquiry reports along with economist’s opinions were also brought under
discussion in chapter 3.1. All disaster were of severe nature and has distinct
backgrounds. Many factors were involved in the back of these high losses but as a
scholar view the following drawbacks have been present there and pushes the system
to such financial crunches;
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The common factor among all was the lacking of real economic activities.
Artificial boom had been created by the top player of the market to get short
term high profit that made the system to flow in abnormal way, causes to
disorder and some firms get the high profit and others faced the harsh financial
disaster led them to close the operation.



In many cases it has been observed that high investment had been done on the
bases of speculations and wrong predictions. Most firms linked their transaction
to future events and their predictions went wrong and they invested huge
amount of money on the self-made theories and assumptions, consequent upon
it, collapses occurred and heavy loss had been observed.



The competitions of different financial institutions to make more and more
money and to get penetration in the market to accomplish high share of the
market and the greed towards dominancy on the market, they ignored the risk
factor and reports of the rating companies, they dropped their credit assessment
policies, keeping in view the above mentioned objectives, finance the money to
ineligible firms, individuals and other stakeholders. As a result, the cue of
bankruptcies and insolvencies faced.



From 1929 Great Depression till Financial Crises of year 2008, one thing that
is revealed from the study of these entire crises, the excess usage of currency as
commodity which is ultimate the teaching of Shariah that currency never be
used as a commodity and you will not get any sort of extra charge on it. This is
the basic Islamic teaching and in all disasters, directly or indirectly this violation
occurred in abnormal way. Although this practice has been the part of all
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financial institutions but when it crossed the bearable ranges and limits then
humanity faces such disasters.


It is pertinent to mention that these are some of the derived factors involved in
these crises but along with it numerous other things also played their roles. The
summary of these are the severe violations of all such regulations and policies
which are restricted in Islam and Prophet Muhammad Peace be Upon him
uttered in numerous sayings to avoid these ill-practices during financial
transactions.

Here it is important to mention that all the malpractices and functions occurred in the
financial institutions that one way or other contributed in these financial disasters are
already called as haram in Islam. Interest factor which has curse in this world and
hereafter contributed a lot in every disaster to put the money in high risk, ultimately
loss of money and property occurred. In a comprehensive way it can be confidently say
that the humanity can be protected in respect of their wealth, property and money loss
by adopting the permissible means and need to eradicate all features which are strongly
condemn by shariah teachings and standards.
 Why the Islamization of conventional System is utmost need for
smooth financial flow and justified distribution of wealth?
 How the Islamic banking system is well fit to satisfy the financial need
of Humanity?
 What should be measures for entire transformation of conventional
banks or periodic conversion via opening Islamic branch or window
or product, to Islamization; Sharī‘ah based Banking, Islamic banking
System?
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These research questions have been addressed and findings from explanation of the
above questions are as under;
The analysis of classical literature of shariah and the past history of financial system
reveals the fact that due to numerous loopholes and drawbacks in the conventional
banking system, the economic system kept on disturbed and financial troubled faced by
the people in almost every alternate decade or two. This continues and consistent
disorder and fall of economies with the same pace and utilization of same regulations
and policies, usage of existent tools and procedures, all are the proofs of failure and
inefficiency. The economist put some remedial changes but they worked for short time
and still repeated these weaknesses and loopholes shows that failure is not in the
hardware but entire software has been damaged and obsolete.
In the financial crises of year 2008, it has been reported that those economies which
have entirely or partially linked with Islamic financial system protected up to the extent
of practices tally with Islamic standards. The report also reveals that severe damaged
to all dollar based countries, which operated purely on conventional financial
mechanism except the Islamic financial system which is asset back financing protected
from these disastrous waves. Along with it, some economist has view different to it,
according to them the Islamic financial system saved during these crises not because of
its protected policies and asset back financing but because of its minute financial
volume which is negligible relativity to conventional financial volume. Anyhow, the
Islamic banking system remains undamaged during these severe attacks of financial
disorders, one of the core reason behinds its firm standing is the opting of shariah
standards. All the transaction up to more extant in conformity with Islamic laws. That
is why the world economies are switching towards Islamic financial system.
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Findings of the study also included that as alternate system to conventional banking
system is to adopt all products and services that are monitored by the shariah board,
normally called as Shariah compliance Product and Services of the Islamic Banking
System. Detailed Procedure documentation of Islamic Banks regarding their mostly
used modes like Murābaḥa, Musharakah, Ijarah and Diminishing Musharakah
discussed along with observing rulings of classical literature to know its streamlining
with shariah standards, found right shariah status and no any sort of policy, rule,
procedure exist which is contradictive to Islamic principles or Islamic law.
Moreover, the flexibility of these procedures and vast acceptance capacity shows that
these have the potential to replicate and it may easily be implemented in any financial
system for new initiation as well as on-going system. All products procedures can
easily be adopted by the conventional banking system to make it Interest free banking
or Interest free banking. The reveals that only proper shariah board will be the utmost
requirement for any conventional bank to operate that in full conformity with shariah
standards as there is no need to change entire structure and full framework of
conventional bank but need to have some principles and need to have some utmost
changes in the policy as well.
The study finds that to bring any product Islamic, it is necessary to eradicate the interest
factor from all master policies along with removal of anti-Islamic transactions. There
is also requirement to take strong measures for adopting Islamic laws related to
financial matters coupled with reforms in services provided to other stakeholders.
Interest earning through lending money will be replace by Islamic modes of financing
and similarly, interest paying for getting credit facility will also need to be changed.
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5.2.3 Recommendations of the Study
The glance on the study reveals that the research consists of two main areas which is
the conventional banking system and its analysis to know the shortcomings and the
other part of the study is classical literature emphasis on Maqāsid-e-Shariah to know
the preservation of wealth in Shariah and how shariah protect the spirit of wealth.
Keeping in view both these areas which have different characteristics and seems little
difficult to combine it in order to get the planned objectives and findings of it but that
was the reals need to highlight it in the light of Maqāsid-e-Shariah. The study focus
different aspects of the conventional banking system like its operations in the past and
how these financial institutions fails to protect the wealth. These institutions were
studied in detail along with the historical periodic evolution of money go through
different phases of refining like from barter system to the current fiat money. The
fluctuation were studied from distinct aspects coupled with analysis of post financial
crises. The core and basic causes of occurrence has been observed along with knowing
the fact that I n last century every financial disaster came to an end with startup of
another one via making the ground for it. Means to say that one crises happens the
acceleration of other one after different time interval. This research also highlight the
linkage of financial industry to Maqāsid-e-Shariah and its hidden wisdoms of dealings
or businesses. Similarly, the Islamic financial system is considered as alternative
financial system to protect world’s loss and to put the economies to certain
environment. It was tried to highlight healing areas along with remedial measures to
get rid from uncertain situation.
In fact, nobody can deny this statement that the socio economic development of any
emergent country depends mostly on the strength of its financial institutions. Among
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these institutions, the banking region is indeed, plays a fundamental and central role in
the leading the country’s economy for the reason that the banks involvement is much
more and almost all departments of the country linked by it like it deals in the trade,
industrial sector, health sector, education sector and commerce of the country etc. it is
a basic organ of the whole economic development of the county. Along with the above
mentioned facts, following are some of the recommendations regarding making the
conventional banking system free from drawbacks which are considered as weakness
and lacking in the light of Maqāsid-e-Shariah. The study also suggests for the
betterment of the Islamic financial systems as it has been presented as solution and
alternative financial system because of its firm financial policies and products that have
been in operation in full conformity with Shariah standards.
1. Establishment of Special Forum
The study recommended that government need to establish special committee to
analyze the performance of that sector with respect to contribution to the country in
providing economic forums and reals economic activities that will help to know that
most of the financial institutions produces only statistical boom and the ground realities
shows the situation otherwise.
2. Monitoring of Financial Support to gray stakeholders
The Study recommended that these conventional banks must care of clear identity of
the stakeholder. Many times these financial institute interact with the people in order to
enhance the profitability without considering their other activities whether that has
positive impact on the overall national interests or effect negatively the national
benefits. For the purpose proper monitoring is suggested to ensure the financial support
to the right people rather to any gray stakeholders.
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3. Modification in Internal Policies and Regulations
The study recommended that the in-vogue policies of these Conventional Banks is not
sufficient to provide the full proof financial security, not to use the public money in any
such activity that leads towards the loss of wealth of layman through any systematic
means like deteriorating the worth of money or through any other means of losing
money due to any cyber-attacks or investing money in such projects that allows the
strategist to put money in that but actually may cause the damage to public money. So
there is suggestion to modify the internal policies and regulation to interact with
stakeholders that help the system in long run.
4. Adopting Islamic Modes of Financing
The inquires and investigative reports of recent financial crises in year 2008 admitted
that the Islamic banking system has the potential to face the severe financial crunches
and remained standby in crucial situations like in the said crises, the only sector that
remained safe and protected from heavy losses was only and only the financial
institutions which were in operation streamlining with shariah standards. The study
recommend to conventional banking system to adopt the Islamic modes of financing in
future transactions.
5. Periodic Transformation to Interest Free Banking
As mentioned in the earlier chapters that many crises occurred in the last century,
interest factor has serious affiliation with that but there is no exaggeration to say that
many more financial disaster are truly based on the curse of Interest. Along with
administrative concerns, initially it is suggested to take first step to make some of the
operations in conformity with shariah. Gradually transform the conventional operations
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to Pure Islamic ones for the betterment and to secure the public money in reals sense
and to avoid the loss in worth due to inflation.
6. Credit Facility and Protection of Small and Medium Enterprises
The study recommended that conventional banks supports the small and medium
enterprises by providing them credit with relax terms and conditions because many
banks support these enterprises with high interest rate, consequently brings these
enterprises to bankruptcies which is ethically not a good sign. So one of other
suggestion is to facilitate them through relax credit policy.
7. Government Responsibility
The very essential point which is the core task as Islamic republic country, the
government of Pakistan must ensure its necessary political will for converting the
conventional financial system to a pure Islamic financial system. In this context all
provincial governments and public sector institutions are recommended to adopt
Islamic finance on priority at all levels.
8. Proper Awareness Campaign
Lack of awareness was identified as a key impediment to the aspired growth of Islamic
Finance in Pakistan. An effective awareness campaign was thus strongly recommended
to be maintained by all stakeholders. It was stressed that the curricula of Islamiyat must
be updated with chapters on Fiqh-e-Muamalat at all possible level of education. It was
further emphasized to utilize print and electronic media for spreading information on
the need to shift to Islamic finance. Such advertisement campaign was recommended
to be sponsored through the profit of relevant financial institutions.
Along with the above mentioned recommendations regarding the research about “ The
Study of Shortcomings in conventional Banking system; A Maqāsid-e-Shariah
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perspectives, following are some of the general suggestion in order to enhance the
Islamic banking system which is the need of the day and being Muslim state, religious
responsibility too to step out some solid measure in this regard.


Recommendations to State Bank of Pakistan (SBP) and Security Exchange
Commission of Pakistan (SECP) were made to optimize regulations for;
Speedy conversion to full fledge Islamic banking, Takaful and other financial
Functions. Timelines were recommended to be set for abandoning the hybrid
model. Ensuring necessary contributions by Islamic financial institutions to
sponsor necessary awareness campaign and further HRD. Paradigm shift from
personality orientation/dependence to system orientation in context of Shariah
advisors.



Developments in FinTech (Financial Technology) for Islamic finance
especially for upcoming Mobile Banking and E – Currency were strongly
recommended to be expedited, facilitated and uplifted.



Objectives of Islamic financial institutions were recommended to be optimized
from pro – commercial to pro – social development.



More and more collaborative research, joint ventures and joint product
development among academia, bankers, lawyers and Shariah scholars were
strongly recommended to be encouraged and sponsored by Higher Education
Commission of Pakistan, Islamic banks and potential sponsors.



Council of Islamic Ideology (CII), Pakistan was recommended to contribute
role in necessary reform required in the modern Islamic financial practices.



Extending the role of Islamic Banking from micro to macro level and adoption
of Islamic Banking mechanism in a way that it benefits the poor.
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To design and adopt a customized financial technology FINTECH for the
Islamic Banking industry that is free from any ingredients of the conventional
system. Along with it, to work on moving from Halal (permitted) to Tayyab
(preferred). Likewise, there is need to involve academia, regulators,
practitioners and media for promotion of Islamic Finance.



The need to ensure that the regulators also play their part in enhancing
emphasis on HRD as part of their regulation role. It is also proposed to make
synergized efforts for the promotion of Islamic Finance like State bank of
Pakistan lauded the idea of fintech for Islamic Finance institutions and
presented its intentions to continue working for promoting Islamic Finance and
to cover 50% of the population under the banking system through Islamic
Financing.

In spite of all these which are appreciable and much more significant but there are some
of the areas that are still in position to develop and progress with in the shariah umbrella.
Whatever is going on regarding Islamic banking system, indeed it is positive step but
to fill loop holes in this system is also one of the main responsibility of management of
Islamic Banking Group to indoctrinate the shariah based environment and culture
within the organization and outside too while interacting with financial institutions
where it suits and also their liability to remind the front line staff and top authority about
the importance and essentiality of Shariah and its effects and impacts on the public in
general and more specifically on the these financial institutions and more particularly
on the performance of the said bank if these shariah principles and teachings were not
implemented in a better way and practices are not observed.
Overall performances of Islamic Banks are limited to some areas but there are few
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sectors like education, agriculture and personal financing etc. needs promotion and
encouragement regarding shariah compliants product and services and there is dire need
felt to gain the momentum. The general public is not good aware of the Islamic products
and there should be seminars and workshop about Islamic Banking system in order to
enhance the general awareness and understanding about it.

219

References

[1] Glyn Devise, A history of Money from ancient times to the present day, 3rd Ed.
Cardiff: University of Wales press 2002.
[2] David Kinley, Money: A study of theory of the medium of exchange, Phoenix,
AZ: Simon Publications, 2003
[3] David Graber, Debt: the first 5000 Years New York: Melville House 2011
[4] J. Williams, J. crib, and E. Erring ton, Money: A history London: British Museum
press 1997
[5] Http://rg.ancients.info/lion/article.html
[6] Daniel Yergin, The Priz: The Epic Quest for Oil, money and power, New York;
Simon Schuster, 2008.
[7]William L.Silber, Volcker, The Triumph for Persistence, London: Bloomsbury
Press, 2012
[8] Daniel Headreick, Technology: A world History oxford University press, 2009
[9] Davies, A history of Money
[10] http://www.britinica.com/EBchecked/topic/613719/Ummayad-dynasty.
[11] Davies, A History of Money
[12] Ibid
[13] http://encyclopedia-of-money.blogspot.com/2011/10/seizure-of-mintengland.html
[14] Http://www.banking-history.co.uk/history.html.
[15] http://research.stlouisfed.org/publications/review/87/05/Classical_may1981.pdf.
[16] Ibid
220

[17] Youssef Cassis, Capitals of Capital: A History of International Financial Centers,
1780-2005 Cambridge University Press, 2006
[18] Robinson, Savings and Loan Crises”1980-1989,’ http://www.federal reserve
history.org/Events/Detailview/42
[19] Ibid
[20] Japan Real Estate Institute, Index of Urban Land Price by Use, 2004
[21] Doug French, “Illusion of the Age of Keynes,” Mises daily index, January 25,
2010
[22] Yalman Onarun, “Kill the Zombie Banks”, Salon media group,
Http://www.salon.com/2015
[23] Keith Bredsher, House votes to request Clinton data on Mexico,” New York
Times, March 2, 1994.
[24] Alan Greespan, “The Age of Turbulence: Adventure in a New World, New York:
penguin, 2007
[25] Janet Yellen, The Asian Financial Crises Ten Years Later: Assessing the Past and
Looking to the future,” Speech to the Asia Society of Southern California. Feb 2007
[26] Yellen, The Asian Financial Crises Ten Years later.”
[27] http://henciclopedia.org.uy/autores/Khor/Malaysia.html.
[28] Malaysia, “World Fact Book, Central Intelligence Book.
http://www.cia.gov/library/publications/worldfactbook/
[29] http://www.adb.org/sites/default/files/KI/2001/.
[30] http//articles.latimes.com/2006/jul/16/business/fi.overheat.16
[31] Ibid

221

[32] Muhammad TaqiUsmani [2003]’’Islam aur Jadeed Maeshat’’, Maktaba maarif al
Quran karachi,96.
[33] Barcelona TheBankofBarcelona, probably the oldest public bank in Europe, was
established by the city magistrate s in 1401. Barcelona is a Spanish city, capital of the
autonomous community of Catalonia and the second largest city in the country.
Barcelona [19thAugust 2016] http://en.wikipedia.org/wiki/Barcelona.
[34] The Bank of Amsterdam [Dutch: Amsterdamsche Wisselbank] was an early bank,
vouched for by the city of Amsterdam, established in 1609, the precursor to, if not the
first true. The Bank of Amsterdam [19thAugust
2016]http://en.wikipedia.org/wiki/Bank_of_Amsterdam.
[35] A History of Money and Banking in the United States[24thAugust
2016]http://en.wikipedia.org/wiki
[36] Economics Survey in1986-87,Statistical Appendix[24thAugust
2016]http://indiabudget.nic.in
[37] John Calvin, born on 10th July 1509 in the Picardy region of France. His
occupation was pastor and author and died on 27th may 1564 at Geneva.
[38]https://www.britannica.com/biography/John-Calvin
[39] Council of Islamic Ideology: it is one of constitutional body of Government of
Pakistan. This body is responsible for legal advising regarding Islamic issues to the
government and parliament.
[40] Is "Islamic Banking" Islamic? Analysis of Current Debate on Sharī'ah Legitimacy
of Islamic Banking and Finance [Jan 2019]
https://www.jstor.org/stable/41932603?seq=1#page_scan_tab_contents
[41] Mohammad Anwar Shah Kashmiri [2004], ‘’Alurf Ashazee Sharh-e-Sunan
Altermeze’’ ed.1st, Libnan: Dar Alturas Alarabi, V-2,116.
222

[42] Hazrat Yusuf Alaihis Salaam was son Hazrat Yaqob (A.S) and he is one of the
Allah’s messengers. In Noble Quran complete Surah mentioned by his name, yusaf.
[43] Yusaf:47
[44] Imam Bukhari [2004]‘’ Sahih Al Bukhari’’ ed.1st, Libnan: Dar Alturas Alarabi,
V-3,119
[45] Amr Mohamed Altiby,[2011], Islamic Banking, How to manage Risk & improve
Profitability, john Wiley & Sons, inc, Hobokon new jersy,08.
[46] Amr Mohamed Altiby, [2011], Islamic Banking, How to manage Risk & improve
Profitability, john Wiley & Sons, inc, Hobokon new jersy,09.
[47] Proceedings, Conference on Islamic Corporate Finance [1998], A review of
Islamization of Economy,13.
[48] http://mybankersonline.com/7-percent-growth-in-islamic-banking/.[4th Dec 2016]
[49] Dusuki, Asyraf Wajdi, and Abdulazeem Abozaid. "A critical appraisal on the
challenges of realizing Maqasid Al-Shariaah in Islamic banking and
finance." International Journal of Economics, Management and Accounting 15.2
(2007).
[50] Mohammad al-Tahir Ibn Ashur, Ibn Ashur-Treatise on Maqasid Al-Shariah,
trans. Mohamed El-Tahir El-Mesawi, vol. 1st (London-Washington: International
Institute of Islamic Thought (IIIT),2006), p. ii.
[51] Rudolf von Jhering, Law as a Means to an End (Der Zweck im Recht), trans.
Isaac Husik, 2nd reprint ed. (New Jersey: The Lawbook Exchange (Originally
published 1913 by Boston Book Co.),
2001) p.350.

223

[52] Ibn Ashur, Maqasid Al-Shariah Al-Islamiyah p 183 reprint ed. (New Jersey: The
Lawbook Exchange (Originally published 1913 by Boston Book Co.),
2001) p.350-53
[53] Abdul-Malik al-Juwaini, Ghiath Al-Umam Fi Iltiyath Al-Zulam, ed. Abdul-Azim
al-Deeb (Qatar: Wazarat al-Shu’un al-Diniyah, 1400 H) p. 253.
[54] al-Ghazali, Al-Mustasfa vol. 1, p. 172
[55] Abu Bakr al-Maliki Ibn al-Arabi, Al-Mahsoul Fi Usul Al-Fiqh, ed. Hussain Ali
Alyadri and Saeed Foda, 1 ed. (Amman: Dar al-Bayariq, 1999) vol. 5, p. 222. alAmidi, Al-Ihkam vol. 4, p. 286.
[56] Najmuddin al-Tufi, Al-Ta┴in Fi Sharh Al-Arbain (Beirut: al-Rayyan, 1419 H) p.
239.
[57] Shihabuddin al-Qarafi, Al-Dhakheerah (Beirut: Dar al-Arab, 1994) vol. 5, p. 478.
[58] Azhar Rosly, Saiful. "Shariah Parameters Reconsidered." International Journal of
Islamic and Middle Eastern Finance and Management 3.2 (2010): 132-146.
[59] al-Ghazali, Al-Mustasfa vol. 1, p. 172, Ibn al-Arabi, Al-Mahsoul Fi Usul Al-Fiqh
vol. 5, p. 222, al-Amidi, Al-Ihkam vol. 4, p. 287.
[60] al-Ghazali, Al-Mustasfa vol.1, p. 172, al-Shatibi, Al-Muwafaqat vol. 3, p. 47..

[61] Mohammad, Mustafa Omar, and Syahidawati Shahwan. "The objective of Islamic
economic and Islamic banking in light of Maqasid Al-Shariah: A critical
review." Middle-East Journal of Scientific Research 13 (2013): 75-84.
[62] Abozaid, Abdulazeem, and Asyraf Wajdi Dusuki. "The challenges of realizing
maqasid al-shariah in Islamic Banking and Finance." International Conference on
Islamic Banking and Finance Research and
224Development. 2007

[63] Chapra, 2000, pp. 4–8. The Journal of Socio-economics, 29, pp. 21–37.
[64] al-Juwaini, Al-Burhan 4th ed, vol.2, p. 621, 22, 747
[65] Ibid.
[66] al-Juwaini, Al-Ghayyathi, p. 434.
[67] Ibid. p 490.
[68] Ibid. p 446, 73, 94.
[69] Abdulazeem, Abozaid. "The Devotional Dimension in Interest-oriented Shari’ah
Rulings, p 52-53, Article in Arabic." Journal of Islam in Asia 3.1 (2006).
[70] al-Ghazali, Al-Mustasfa p 258.
[71] Ibid. p 172
[72] Ibid. p 174.
[73] Ibid. p 265.
[74] al-Izz Ibn Abdul-Salam, Maqasid Al-Sawm, ed. Iyad al-Tabba`, 2nd ed. (Beirut:
Dar al-Fikr, 1995),
[75] al-Izz Ibn Abdul-Salam, Qawaid Al-Ahkam Fi Masalih Al-Anam (Beirut: Dar alNashr, without date) vol.2, p. 221.
[76] Ibid. vol.2, p. 160.
[77] Shihabuddin al-Qarafi, Al-Furuq (Maa Hawamishih), ed. Khalil Mansour (Beirut:
Darul Kutub al-Ilmiya, 1998) vol.1, p. 357.
[78] Ibn Ashur, Maqasid Al-Shariah Al-Islamiyah p 100.
[79] al-Qarafi, Al-Dhakheerah vol.1, p. 153.

[80] Shamsuddin Ibn al-Qayyim, Ilam Al-Muwaqieen, ed. Taha Abdul Rauf Saad
(Beirut: Dar Al-Jeel, 1973) vol.1, p. 333. 225

[81] al-Shatibi, Al-Muwafaqat vol.2, p. 6
[82] Ibid. vol.2, p. 25.
[83] Ibid. vol.2, p. 61
[84] al-Shatibi, Al-Muwafaqat vol.4, p. 229
[85] Ibid. vol.2, p. 6.
[86] “The slums that Shaped Modern Finance” The Economist,
http://www.economist.com/news/essays/21600451
[87] http://hnn.us/article/61931.
[88] http://butnowyouknow.net/those-who-fail-to-learn-from-history/history-ofeconomic- downturn.
[89] http://online.wsj.com/mdc/public/page/2_3047-djia_alltime.html
[90] http://www.livinghistoryfarm.orgfarminginthe30s/money_08.html
[91] J.Blum, R.Carbaugh, International Economics, 10th ed. (Mason, OH: Thomson
Southwestern, 2005
[92] http://www.hyperhistory.com/online_n2/connections_n2/great_depression.html.
[93] David Hammes and Douglas Wills, “Black Gold: The End of Brtton Woods and
the oil prices shocks of the 1970s, “The Independent review” vol.IX,no.4, 2005
[94] Daniel Yergin, The Prize: The Epic Quest for oil, money, and power (New York:
Simon and Schuster, 2008)
[95] E.Philip Davis, “comparing Bear Markets-1973and 2000” National Institute
Economic Review, Journal, 2003.
[96] William L. Silber, Volker: The Triumph of Persistence, London: Bloomsbury
Press, 2012

226

[97] Jocelyn Sims and Jessie Romero, “Latin American Debt Crises of the 1980s”
Federal Reserve Bank of Chicago and Federal Reserve Bank of Richmond,
http://www.ferderalreservehistory.org/Events/DetailView/46
[98] Michel Pinto, The coming Bond Market collapse: How to survive the demise U.S
Debt Market (Hoboken, NJ: Wiley, 2003)
[99] Manuel Pester, Jr. Latin America and the Debt crises, and the international
monetary Fund, “JSTOR”, http://www.jstor.org/discover
[100] Sims and Romero, “Latin American Debt Crises of the 1980s”
[101] Richard Backstabber, A Demand of Our Own Design, Hoboken, NJ: Wiley 2007,
PP 7-32
[102] G. Bock, R. Byrnes and F. Ungather, Wall Street’s October Massacre” Time
October 26,1987
[103] http://wwww.thefinanceguy.co.uk/market_crashes-part-iv-1987black-mondayglonal-market-crash/.
[104] Bert Elay, “Saving and Loan Crises” The concise Encyclopedia of Economics,
2nd ed, http://www.econlib.org/library/Enc/Savingandloancrises.html.
[105] Robinson, “Saving and Loan Crises 1980-1989”
http://federalreservehistory.org/events/detailview/42
[106] Japan Real Estate Institute, “Index of Urban land Price by Use,” 2004
[107] Doug French, Illusion of the age of Keynes” Misses Daily Index, January 25,
2010.
[108] Janet Yellen, “The Asian Financial Crises ten Years later: Assessing the Past and
looking to the future” Speech to the Asian Society of Southern California. February
2013.
227

Hyun Song Shin, “Reflections on modern banks run: A case study of Northern Rock”
Princeton University, August 2008.
[109] http://www.adb.org/sites/default/files/KI/2003/rt29/pdf.
[110] Yellen, “The Asian Financial Crises ten Years later”
[111] http://www.adb.org/sites/default/files/KI/2001/rt11_ki2001.xls.
[112] T. Alrifai, “Islamic Finance and the new financial System; an ethical approach to
prevent future financial crises” John Wiley & Sons, 2015, p-51.
[113] Ari levy and Elizabeth Hester, “JPMorgan Buys WaMu Deposits; Regulator seiz
thrift” Bloomberg, September 2008.
[114] http://quotes.wsj.com/DJIA/index-historical-prices.
[115] Taqi Usmani, Post-Crises Reforms: points to be ponder
https://ifresource.com/2010/01/30/mufti-taqi-usmani-presents-paper-at-worldeconomic-forum-annual-meeting-2010/
[116] Ali bin Abibakar almurghinane,Al- Hidaya,V-03,P-56.
[117 ]Abu zakaria muhayun Din Yahya bin Sharaf Annovi, Minhaj Atalibeen wa
Umda tl Mufteyen fel Fiqh,[2005],Dar alfikr,V-01,p-104..
[118] Abdullah Ibn Muhammad ibn Ahmad ibn Qudama, Almughni leIbnqudama,[1968], maktaba Al- Qahira, V-4,P-136.
[119] Yusaf bin Abdullah bin Muhammad Alquratbi, Alkafi fe FiqhAhlellmadinah,[1980], makataba Arriaz, Saudi Arabia,V-02,P05.
[120]Abuzaid, Abdul Azeem, Bai Almurabaha wa tatbeqatuho Almua’sr fel masarifel
Islamia, Alberot, v-01,p-41
[121]https://islamicmarkets.com/education/category/murabahah [ 30th Jan 2019 ]
[122]Muhammad Imran Usmani,[2016] Meezaanbank’s guide to Islamic banking
Revised & Updated Edition, Karachi: Darul
228Ishaat, P-146

[123]Bank of Khyber/Shariah Board Approved procedural documents/Murābaḥa, 04
[124]Muhammad Imran Usmani,[2016] Meezaanbank’s guide to Islamic banking
Revised & Updated Edition, Karachi: Darul Ishaat, P-85
[125] Muhammad bin ali, al.sarakhsi,[1993],Al.mabsoot,darul marifat Alberot,v-14,p49
[126] kamal uddin, ibn ul hummam,fath ul qdeer, darulfikar, v-9, p-146
[127] Ala uddin, abu bakar ibn masood sl.kasani[1986],
Bada.e.ussanaee,ed.2,Baroot,darul kutub al.ilmia,v-4, p-180-186
[128]Muhammad bin ali, al.sarakhsi,[1993],Al.mabsoot,darul marifat Alberot,v-15, p108.
[129]Muhammad bin ali, al.sarakhsi,[1993],Al.mabsoot,darul marifat Alberot ,v-30 p222
[130] Muhammad bin mukarram bin ali,[1993] lesan ul Arab, ed.3, Alberot: dar sadir,
282
[131]Muhammad imran usmani,[20 02] Meezaanbank’s guide to Islamic banking,
ed.1,Karachi: Darul Ishaat,108
[132]http://www.bok.com.pk/annualstatements.htm/annualreport2012,p-46[26th
November 2015]
[133]Meezaanbank’s guide to Islamic banking, p-86
[134] Introduction to Islamic finance, p-23.
[135]Muhammad TaqiUsmani [2009]’’ Ghair soodi bankari’’,Maktaba maarif al Quran
karachi,305
[136]Ghair soodi bankari , p-302
[137]Ghair soodi bankari , p-232
229

[138]Muhammad imran usmani,[2008]mudaraba aser-e-hazir me, Maktaba maarif al
Quran Karachi,
[139] Bank of Khyber http://www.bok.com.pk/islamic/rates.htm [3rd December 2015]
[140]Muhammad TaqiUsmani [2003]’’Islam aur Jadeed Maeshat’’, Maktaba maarif al
Quran karachi,96.
[141]Barcelona TheBankofBarcelona, probably the oldest public bank in Europe, was
established by the city magistrate s in 1401. Barcelona is a Spanish city, capital of the
autonomous community of Catalonia and the second largest city in the country.
Barcelona [19thAugust 2016] http://en.wikipedia.org/wiki/Barcelona.
[142] The Bank of Amsterdam [Dutch: Amsterdamsche Wisselbank] was an early bank,
vouched for by the city of Amsterdam, established in 1609, the precursor to, if not the
first

true.

The

Bank

of

Amsterdam

[19thAugust

2016]http://en.wikipedia.org/wiki/Bank_of_Amsterdam.
[143]A History of Money and Banking in the United States[24thAugust
2016]http://en.wikipedia.org/wiki
[144]Economics

Survey

in1986-87,Statistical

Appendix[24thAugust

2016]http://indiabudget.nic.in
[145] Dar, Humayon A., and John R. Presley. "Lack of profit loss sharing in Islamic
banking: management and control imbalances." International journal of Islamic
financial services 2.2 (2000): 3-18.
[146] Abozaid, Abdulazeem. "Critical Review of the Tools of Ijtihād Used in Islamic
Finance." Islamic Economic Studies 24.1 (2016): 77-94.
[147] Ang, James B. "Determinants of foreign direct investment in Malaysia." Journal
of policy modeling 30.1 (2008): 185-189.
230

[148] http://www.cimbislamic.com.my/en/personal/index.html
149

https://www.islamicfinance.com/islamic-banks-saudi-arabia/

[150] Mansoor Khan, M., and M. Ishaq Bhatti. "Islamic banking and finance: on its
way to globalization." Managerial Finance 34.10 (2008): 708-725.
[151] http://www.centralbanking.com/central-banking/news/1430213/dual-bankingviable-malaysia-zeti-aziz
[152] Iqbal, Munawar, Auṣāf Aḥmad, and Tariqullah Khan. Challenges facing Islamic
banking. Islamic Research and Training Institute, 1998.
[153] Rosly, Saiful Azhar. Critical issues on Islamic banking and financial markets:
Islamic economics, banking and finance, investments, Takaful and Financial
Planning. Dinamas Publishing, 2005.
[154] Dar, Humayon A., and John R. Presley. "Lack of profit loss sharing in Islamic
banking: management and control imbalances." International journal of Islamic
financial services 2.2 (2000): 3-18.

231

