
ECONOMICS & DEVELOPMENT

Dr. Mohammad Omar Farooq, an associate professor of economics and 
finance at Upper Iowa University, USA. He earned his PhD in Economics 
from the University of Tennessee in 1988. His expertise or fields of interest 
include: Economic Development, Financial Institutions, Islamic economics 
and finance, Gender Issues.He maintains a robust personal homepage with 
a Study Resources Page at http://www.globalwebpost.com/farooqm. 
He can be reached at . farooqm@globalwebpost.com.

Muhammad Mark Robbani, currently working with an European-based 
financial group to launch the sixth Halal mortgage service in the UK (and 
subsequently in Europe and USA). He also runs two research, information, 
and teaching institutions called The Institute of Islamic Finance (INSIF) and 
The Institute of Islamic Theosophy (INSIT). INSIF deals with Halal financial, 
economic and trade matters whereas INSIT deals with matters relating to 
the knowledge of God and Fiqh. He can be reached at mark@insif.org.

Michael Saleh Gassner, Islamic finance consultant for four years, German, 
educated in business administration and learned Arabic in Syria, Egypt and 
Tunisia. He reverted to Islam 13 years ago and maintains a website called 
www.islamicfinance.de

Is This Really

ISLAMIC BANKING?
BY SHARIQ NOOR

hile Islamic Banking is the right 
step in the r ight 
direction, it however, has a 

long way to go before becoming truly Islamic. 

What impedes its development today is the 

hostile social and political 
environment in the country and the lack 
of will and determination from the 
stakeholders in pursuing and fulfilling its true 
purpose and spirit. 

People are either suspicious or afraid of 
change of status de quo and so therefore are 
hesitant towards rallying together for an 

economic  revo lu t ion  in  
Pakistan—thus sitting satisfied and content 

without moving forward to the next phase 
of Islamic Banking which is what Islam 

is really after: facilitation of socio-
economic justice.

This report seeks to address the ever-burning 
but never satisfactorily-answered issue in the 

most comprehensive manner i.e. 
the issue of whether this really is Islamic 
Banking, or not?

Although we all may have reservations 
about the credibility of this form of banking, 

it nevertheless still deserves our 
support and encouragement. 

Our objective here is to enlighten our 
readers with an understanding of the 

prospects of Islamic Banking and not cast 

doubts over its promise.

A PANEL DISCUSSION

1.Is IB can only realize true socio-economic justice? How? If so, then how 
do you account for the success of Grameem Bank which runs on Riba?

2.If IB is a system then how is it operating in parallel with conventional 
banking system and sti l l  being 100% Shariah-Compliant?

3.Is not Markup another name for Riba?

4.IB’s do not buy, or possess, or sell, or deliver goods. They get some 
documents of purchase, sale, and transfer signed and that’s it. Is this true?

5.Profit-and-Loss sharing (PLS) is the true alternative to Riba and not these 
second-rated financing tools in operation. Correct?

6.Why are western banks so interested in IB when it negates the very thing 
it stands for: Riba? Unless of course there is no difference to begin with…

7.So—is this really Islamic Banking?

W
Q-LIST

PANEL MEMBERS
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Michael Saleh Gassner
The requirements of Shari’ah stop the vicious 
circle of debt by not allowing an exponential 
increase of debts in times of difficulties. 
Without that feature, temporary difficult 
times howsoever infrequent will not to be 
overcome. It is the mechanics of exponential 
growth which lead to people and states 
getting bankrupt.

The core issue in poverty alleviation is access 
to financial services. The absence of financial 
intermediation is increasing poverty in 
general so while the introduction of Riba 
based Microfinance can reduce it, a number 
of clients will still fall into this vicious circle 
of debt.

Why is access so important? On the long run 
equity earns more return than debt. This is 
basic wisdom. So, credit worthy people with 
good business projects will look to use the 
maximum debt they can get, to leverage 
their return on equity. But poor people are 
hard pressed to obtain debt, because they 
are not perceived as creditworthy. 
Proponents of PLS tell us that this is why PLS 
is more fair. However, in business practice, 
the poor guy will have may be a 5 % share 
in his company left, if he tries to get equity 
from the rich guy. He gets exploited likewise 
via equity modes of finance, his share in the 
profits will be minimalized and the profits 
still go to the rich. 

What we need to achieve is a financial 
industry, private and state backed, which 
assures the long term access to financial 
needs of the middle and lower class; those 
which are not considered bankable for many 
xxl banks in the world. BTW: The German 
financial sector consists of about 50 % 
market share for non profit cooperatives 
and non profit saving & loans targeting small 
and medium sized companies.

If we combine financial institutions with SME 
focus and mandate them with Islamic 
finance, then we reach the aims set by the 
Islamic Economists. Before we go into this 
segment, only tailor made products for those 
who can afford can be offered and the 
triggering down takes a lot of time. This is 
more than what many can endure who still 

believe in Islamic banking as an alternative. 
Governments should develop State-backed 
institutions if private banks fail to focus on 
SME and small clients. Europe with its 
cooperative banks and saving & loans can 
provide assistance and valuable case studies.

Question Round 1
What is the ultimate aim of IB? How is it going to be achieved?
What Meezan Bank of Pakistan envisages is the facilitation of implementation of an equitable economic system and 
establishment of a fair and just society—the question remains: how is this going to happen? Can IB really do all this? 
Are these objectives only possible through IB? If so, then how would you account for the success-story of Grameem Bank 
(Riba-based) in alleviating poverty?

‘If we combine financial institutions 
with SME focus and mandate them 
with Islamic finance, then we reach 
the aims set by the Islamic 
Economists.’

-Micheal Saleh Gessner

LIST OF THE PROHIBITED IN SHARI’AH	

1.Riba i.e. Interest, Usury
2.Maysir i.e. gambling, bets, wager
3.Ghabn i.e. fraud, deception
4.Ikrah i.e. coercion, imposing a contract, or a condition therein, on an unwilling party
5.Bay’ al-mudtarr i.e. exploitation of need e.g. by charging an exorbitantly high price
6.Ihtikar i.e withholding supplies of essential goods and services with a view to raising 

prices
7.Najsh i.e. raising prices by manipulating false bids
8.Gharar i.e. hazard of uncertainty surrounding a commodity, its price, time of payment, 

time of delivery, quantity… etc, making the deal invalid. 
9.Jahl mufdi ila al-niza’ i.e. such lack of information about a commodity, its quanitity, 

price, etc as may lead to dispute.

RIBA: A CRIME AGAINST HUMANITY!

1.Inequitable distribution of wealth; Rich get richer, the poor only poorer. Banks gives 
out loans to only those with the greatest collateral. In 1998, 64.5% of all bank loans 
in Pakistan were forwarded to under 0.5% of the population. (Historic Judgment on 
Interest). Besides, the capitalist (borrower) puts up only 10% of the capital in business 
venture whereas the Bank via depositors (us) provideshe remaining 90% of the capital. 
Yet the greatest share in the pie goes to the capitalist, then to the banks, and finally 
the crumbs to the depositors.

2.Encourages greed and avaricious behavior;
3.Prefers profitability over productivity: Even if it goes against the welfare of society. 

Only those projects are funded which are guaranteed to be able to pay the Interest 
charged.

4.Incentive for making unearned money without creating any value in the society;
5.Creates perpetual debt; Riba on loans and aids is used as a tool to keep the Third 

World countries from developing. The largest part of the budget is always used to pay 
off debts when it should instead be used to fund societal needslike education and 
health.

6.Inflation: Interest charges are always included in today’s prices, which makes all goods 
and services very expensive. It is because of Interest that businesses must constantly 
raise their prices. This is camouflaged as inflation. All goods would be only half as 
expensive without Interest payments

7.Bankruptcy of Businesses: With Interest-based banking, the sum total of repayments 
by all businesses will always be greater than the total money which is available in the 
economy. One business or another wi l l be forced into bankruptcy.
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Dr. Muhammar Omar Farooq:
Islam is an integrated whole. Islamic Banking 
and finance can’t be isolated from an Islamic 
economy or society/state. Therefore, at the 
very least, a central bank that is committed 
to Islamic values, vision and parameters is 
essential for an effective and genuine praxis 
of Islamic finance. Indeed, Islamic Banking 
and finance, under the validation of Shari’ah 
scholars/experts, is becoming so cozy with 
a broader environment and framework – 
social, political and economic - that is 
anything but Islamic is a matter of great 
concern. 

No Islamic system can be legitimate without 
a legitimate Islamic political system. Any 
authoritarian, dictatorial political system is 
unIslamic and without putting the first thing 
first on the right foundation, the component-
centered approach in isolation would 
produce pseudo-outcomes, where forms 
would be emphasized at the expense of 
substance, as is happening with Islamic 
financial institutions [IFIs]. The current 
approach of building micro-level institutions, 
especially under systems of political 
governance that is without any regard to 
Islamicity, is like putting the cart before the 
horse and contrary to the noble sunnah of 
the Prophet.

Mark Robbani:
In a country with a predominantly non-
Muslim population, where the Government 
is at best religiously ambivalent, an Islamic 
Bank is, in reality, a niche product targeted 
for a niche market. In Muslim countries, this 
should not be the case. Here, the entire 
Governmental system (which includes the 
central bank and education systems) ought 
to be based on the Shari’ah. If it is, then a 
comprehensive Islamic Banking system 
would be a natural effect of the Shari’ah 
based socio-economic and political 
environment. 

The ‘Islamisation’ of the central bank is 
crucial but it would not be enough. The 
entire Governmental system would also need 
to be Shari’ah based as well because what 
good would an Islamicised central bank be 
if the ministers in charge of central 
Government policy enact laws or carry out 
actions that go against the principles of 
Islam?  

The task of improving society along Shari’ah 
principles should be carried out by the 

Government as an independent policy 
anyway, regardless of whether the central 
bank is ‘Islamicised’ or not (or even on 
whether there is an Islamic Banking system 
or not).

Once the people are reformed, the socio-
economic and political systems will itself 
fall in place. Your view? This is a valid point. 
Yes, I do think we are going the wrong way 
because we are trying to light a flame which 
we hope will burn brightly and produce 
brilliant white light but we do not have a 
strong enough wick or enough fuel to do 
this effectively. We first have to try to make 
sure that we have enough wick & fuel for 
our objectives (the wick here is the socio-
economic and political environment and the 
fuel is the people).

A comprehensive IB system cannot be 
bought into full effect without having a 
Shari’ah environment or without educating 
the masses first. The primary objective 
should be to make the general populace 
understand that the Shari’ah is not all about 
chopping of hands and stoning people to 
death. That it does not forbid females to 
learn and to work, etc. Once the people see 
that the real law is God’s law – and that it is 
not as strict or as suffocating as people tend 
to think that it is, then a Shari’ah based 
society wi l l  emerge – which wi l l  
(automatically) lead to socio-economic and 
political reform.

Michael Saleh Gassner
Every good deed has a reward accrued for 
it. But in a more holistic way, why not 
increase the returns for the life after death 

by some good deeds, extra hassanat? For 
this I would love to see a rating mechanism 
for Shari’ah compliance, so it goes above 
and beyond avoiding the forbidden; towards 
establishing the good and recommendable.
Well, you can start things by ending 
everything and then starting from scratch. 
Obviously this is not really the preferred 
method. A more saner approach is to go 
forward with gradual introduction of 
alternatives. This way once the infrastructure 
is resilient and can run under the new mode 
and needs of the economy, then the 
undesirable elements can be abolished. So 
Islamic banks at the current stage need to 
avoid sins under the known circumstances 
but must continue to commit with ongoing 
improvements. This is similar to the approach 
whereby the Japanese initially built terrible 
cars in the 1970’s, giving a chance for 
laughter to the Germans, but today Toyota 
has virtually chipped away at the German 
car manufacturing industry with proven 
quality. It was all due to constant efforts, 
innovation and efforts toward a singular 
objective of quality. Anybody out there, who 
wants to do the same with Islamic banking 
versus conventional banking?

ECONOMICS & DEVELOPMENT

Question Round 2
What are the requisites for IB? Or is it stand-alone—like a product?
How about a supportive legal framework, swift judicial system, reformation of society to strong ethical values, an Islamic 
political system etc? Further, what about Islamization of the Central Bank (SBP)? If not, then how can an IB operate 
under this capitalist-based economic system and in parallel with Interest-based conventional banking and still claim to 
be 100% Shari’ah-compliant?

The ‘Islamisation’ of the central bank 
is crucial but it would not be enough. 
The entire Governmental system 
would also need to be Shari’ah based 
as well because what good would an 
Islamicised central bank be if the 
ministers in charge of central 
Government policy enact laws or 
carry out actions that go against the 
principles of Islam?

- Mark Robbani

DEFINITION OF IB AS APPROVED BY OIC

“An Islamic Bank is a financial institution 
whose status, rules, and procedures expressly 
state its commitment to the principles of 
Islamic Shari’ah and to the banning of the 
receipt and payment of Interest on any of 
its operations.”

DEFINITION OF RIBA AS DECLARED BY OIC 
IN 1985

“Any increase or profit on a loan which has 
matured, in return for an extension of the 
maturity date, in case the borrower is unable 
to pay, and any increase or profit on the loan 
at the inception of the loan agreement, are 
both forms of usury (Riba), which is 
prohibited under the Shari’ah”

RELIGIOUS PROHIBITION OF RIBA

QURAN:	 (1) 30:39, (2) 4:161, (3) 			
 3:130-2, (4) 2:275-81

BIBLE:	 Exodus 22:25, Leviticus 			
25:35-37, 				
Deuteronomy 23:19-			
20, Proverbs 28:8, 
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Dr. Muhammad Omar Farooq
Islam and Muslims should not be victims of 
literalism and legalism. Markup is a 
recognized and legitimate method of pricing 
in trade and business. However, mark-up in 
financing is interest in all but name. Even 
allowing it as a quasi-Islamic method during 
transitional, less-than-ideal situation has 
opened the door for the risk-averse profit-
seekers to vir tual ly abandon the 
Islamicate/normative PLS modes, such as 
Mudaraba/Musharaka. Indeed, Islamic banks 
are not banks, because banks are generally 
for financial intermediation. In various 
developed countries there are universal 
banks, where commercial banking is 
combined with merchant banking. However, 
as financial intermediaries, commercial 
banking is the primary role and merchant 
banking is secondary. There is no bank in 
the modern world, outside Islamic Banking, 
that take merchant banking as the primary 
mode, let alone as the exclusive mode.

Most such almost risk-free, mark-up type 
financing schemes were introduced as part 

of the transitional phase of an infant industry, 
which, it was argued, needed some leeway 
or flexibility to gain its foothold in an 
otherwise unIslamic environment. 
Unfortunately, the infant seems to be 
showing no tendency or urge to grow up. 
The real problem might be that we can’t 
expect “banks”, which are supposed to be 
primarily financial intermediaries, to be 
primarily venture capitalists or merchant 

banks. These IFIs can continue to grow in 
this niche, but the Islamic ideals and visions 
of development, poverty alleviation, reduced 
economic inequality etc. that were presented 
as the rationales for having our distinctive 
Islamic institutions are not expected to be 
realized if the current trend continues. Our 
scholars/jurists or Shari’ah experts merely 
lamenting or bemoaning, while earning hefty 
compensations for providing stamps of 
Islamic credibility on these institutions and 
services, should take a closer look at the 
broader canvas. 

Also, while riba is categorically haram, in 
this context, it is vitally important to further 
explore the blanket equation between riba 
and interest and whether the scope of 
prohibition applies to interest (a)  in a 
competitive market, (b) operating in a 
regulated environment, (c) based on mutual 
consent and (d) that is non-exploitative or 
generally mutually beneficial. One primary 
reason behind IFI’s avoidance of PLS mode 
and overwhelming reliance on mark-up type 
financing is to try to circumvent interest, but

Question Round 3
According to the critics, the markup system as popularly practiced by all IB, and the Riba system in conventional banks, 
is but one and the same thing. It is agreed-upon that the common attribute in all the financing techniques, be it: Murabaha 
(Cost-plus sale), Mu’jjal (Deferred payment sale), Salam (Purchase with deferred delivery), Istisna (Made to order), Ijara 
(Leasing), or Ju’ala (Loans with a service charge) is ‘pre-determined fixed rates / mark-up’ (with or without buy-back 
agreement), which has been heavily criticized and deemed un-Islamic by most of Islamic Scholars and leading Economists 
including the Supreme Court of Pakistan and the Council of Islamic Ideology:-
1. The Council of Islamic Ideology has observed:-

a.	 It is imperative that their use as general techniques of financing must never be allowed.
b.	 It would not be advisable to use it widely or indiscriminately in view of the danger attached to it of 				

opening a backdoor for dealing on the basis of Interest.
c.	 Its widespread use is not permissible as mark-up does not differ in essence from the Interest system.
d.	 It is unfortunate that this warning was disregarded and the mark-up system was made the pivot of the 			

new arrangements.
2. The Supreme Court of Pakistan (2000) in its historic judgment delivered on December 23, 1999 after 16 years of       

observations, of the Council of Islamic Ideology, gave the following verdict: ‘We are conscious of the fact that the 
transaction of a sale of Murabaha based on markup, even after fulfilling its necessary conditions, is not an ideal mode 
for extensive use in Islamic Banks.’

3. The Federal Shari’aht Court of Pakistan in its judgment on November 14, 1991 also referred to the following observations 
of the Council:-

a. ‘The fact of the matter is that “markup” is a crude trading practice which has been permitted by certain religious 
scholars under specified conditions. Its permissibility is questioned by other scholars. In any case, it is a device, 
which is relevant in the contract of transactions between a seller and buyer of goods. Banks are not trading 
organizations. They are essentially financial institutions which mobilize funds from the general public and make 
them available to productive undertakings.’

4. Prof. Khurshid Ahmad says: “What is being done is a fictitious deal which ensures a predetermined profit to the Bank 
without actually dealing in goods or sharing any real risk. This is against the letter and spirit of Shari’ah injunctions… 
I regard this practice of ‘buy-back on markup’ very similar to riba and would suggest its discontinuation. I understand 
the Council of Islamic Ideology has also expressed a similar opinion.”

5. Dr. Shahid Hasan says: ‘It may be mentioned that the above mentioned six modes cannot be expected either to remove 
the injustices of the Interest-based system or to contribute to the achievement of socio-economic objectives which 
Islam seeks to achieve. The fact however, remains that these modes bear pre-determined fixed rates wherein neither 
the operational losses are shared by the banks nor the returns charged are dependent on the operational result of the 
entrepreneur.’

Is Markup=Riba? If so, then does this make the current IB system…un-Islamic?

Mark-up in financing is interest in all 
but name. Even allowing it as a quasi-
Islamic method during transitional, 
less-than-ideal situation has opened 
the door for the risk-averse profit-
seekers to virtually abandon the 
Islamicate/normative PLS modes, 
such as Mudaraba/Musharaka.

- Dr. Muhammad Omar Farooq
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