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1.Is IB can only realize true socio-economic justice? How? If so, then
do you account for the success of Grameem Bank which runs on Ri . . o
hile Islamic Banking is the

2.1f IB is a system then how is it operating in parallel with convention
banking system and still being 100% Shariah-Complia it however. has a

3.1s not Markup another name for Riba? long way to go before becoming truly Islamic.

4.IB’s do not buy, or possess, or sell, or deliver goods. They get sd What impedes its development today is the

documents of purchase, sale, and transfer signed and that’s it. Is this tr
in the country and the lack
5.Profit-and-Loss sharing (PLS) is the true alternative to Riba and not thiEReiaa Wi Rr=Yals Be[=IC=I g0 T F-NiTe s MR i g s MR 1=

second-rated financing tools in operation. Correct? stakeholders in pursuing and fuffilling its true
purpose and spirit.

6.Why are western banks so interested in IB when it negates the very th

it stands for: Riba? Unless of course there is no difference to begin wit@elt IR or afraid of
_ _ _ _ change of status de quo and so therefore are
7.S0—is this really Islamic Banking? hesitant towards rallying together for an

PANEL MEMBERS

—thus sitting satisfied and content

without moving forward to the
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most ie.
the issue of whether this really is Islamic
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the knowledge of God and Figh. He can be reached at mark@insif It nevertheless still
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www.islamicfinance.de of Islamic Banking and not cast

doubts over its

with an understanding of the
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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 syster

establishment of a fair and just society—the question remains: how is this going to happen? Can IB really do al
Are these objectives only possible through IB? If so, then how would you account for the success-story of Grameer
(Riba-based) in alleviating poverty?

Michael Saleh Gassner If we combine financial institutions with SMEbelieve in Islamic banking as an alternat
The requirements of Shari'ah stop the viciousocus and mandate them with Islamic Governments should develop State-bac

circle of debt by not allowing an exponential finance, then we reach the aims set by theinstitutions if private banks fail to focus on

increase of debts in times of difficulties. Islamic Economists. Before we go into thiSME and small clients. Europe with

ve.
ed

its

Without that feature, temporary difficult segment, only tailor made products for thosecooperative banks and saving & loans can
times howsoever infrequent will not to be who can afford can be offered and the provide assistance and valuable case studlies.

overcome. It is the mechanics of exponentialtriggering down takes a lot of time. This is

growth which lead to people and states more than what many can endure who still
getting bankrupt.

The core issue in poverty alleviation is access
to financial services. The absence of financial LIST OF THE PROHIBITED IN SHARI'AH
intermediation is increasing poverty in

general so while the introduction of Riba
based Microfinance can reduce it, a number 1.Riba i.e. Interest, Usury
of clients will still fall into this vicious circle 2 maysir i.e. gambling, bets, wager

of debt. 3.Ghabn i.e. fraud, deception
Why is access so important? On the long run 4.lkrah i.e. coercion, imposing a contract, or a condition therein, on an unwilling g
equity earns more return than debt. This is 5.Bay’ al-mudtarr i.e. exploitation of need e.g. by charging an exorbitantly high ¢

basic wisdom. So, credit worthy people with 6.lhtikar i.e withholding supplies of essential goods and services with a view to rg
good business projects will look to use the  prices

maximum debt they can get, to leverage 7 Najsh i.e. raising prices by manipulating false bids

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 PL
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

time of delivery, quantity... etc, making the deal invalid.

P-Jahl mufdi ila al-niza’ i.e. such lack of information about a commodity, its quan
price, etc as may lead to dispute.

via equity modes of finance, his share in the -
profits will be minimalized and the profits RIBA: A CRIME AGAINST HUMANITY!

still go to the rich.

. . . .. l.nequitable distribution of wealth; Rich get richer, the poor only poorer. Banks g
What we need to achieve is a financial oyt loans to only those with the greatest collateral. In 1998, 64.5% of all bank |
industry, private and state backed, which i pakistan were forwarded to under 0.5% of the population. (Historic Judgmer
assures the long term access to financial |nterest). Besides, the capitalist (borrower) puts up only 10% of the capital in bus
needs of the middle and lower class; those  venture whereas the Bank via depositors (us) provideshe remaining 90% of the ¢
which are not considered bankable for many  vet the greatest share in the pie goes to the capitalist, then to the banks, and f
xxI banks in the world. BTW: The German the crumbs to the depositors.
financial sector consists of about 50 % ; gncoyrages greed and avaricious behavior:

market share for non profit cooperatives 3.Prefers profitability over productivity: Even if it goes against the welfare of soci

gﬂg rxgd?aﬂlts?ggangoﬂSgﬂisega.\rgetlng small COhn;¥gg1é)se projects are funded which are guaranteed to be able to pay the Int

4.Incentive for making unearned money without creating any value in the soci

. . . .. .. .5.Creates perpetual debt; Riba on loans and aids is used as a tool to keep the
If we combine financial institutioR&id countries from developing. The largest part of the budget is always used t

with SME focus and mandate th ebts when it should instead be used to fund societal needslike education

: L h.

with Islamic finance, then we r@&agRtion: Interest charges are always included in today’s prices, which makes all
i i and services very expensive. It is because of Interest that businesses must con

the alms_ Set,by the Islamic raise their prices. This is camouflaged as inflation. All goods would be only h

Economists. expensive without Interest payments
7.Bankruptcy of Businesses: With Interest-based banking, the sum total of repaynm
-Micheal Saleh Gessner by all businesses will always be greater than the total money which is available

arty
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8.Gharar i.e. hazard of uncertainty surrounding a commodity, its price, time of payment,
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economy. One business or another will be forced into bankruptcy.
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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 Is

political system etc? Further, what about Islamization of the Central Bank (SBP)? If not, then how can an IB o
under this capitalist-based economic system and in parallel with Interest-based conventional banking and still cl
be 100% Shari'ah-compliant?

Dr. Muhammar Omar Farooq;: Government as an independent policyby some good deeds, extra hassanat? For
Islam is an integrated whole. Islamic Bankinginyway, regardless of whether the centralthis | would love to see a rating mechanism
and finance can't be isolated from an Islamidank is ‘Islamicised’ or not (or even onfor Shari'ah compliance, so it goes above
economy or society/state. Therefore, at the whether there is an Islamic Banking systemand beyond avoiding the forbidden; towards

very least, a central bank that is committedor not). establishing the good and recommendable.
to Islamic values, vision and parameters is Well, you can start things by ending
essential for an effective and genuine praxis everything and then starting from scratch.

of Islamic finance. Indeed, Islamic BankingThe ‘ISlamisation’ of the centrabbamkly this is not really the ﬁreferred
and finance, under the validation of Shari'ah; : : . A more saner approach is to go
scholars/experts, is becoming so cozy with!S crucial but it would not be ef{bﬁm with gradual introduction of

a broader environment and framework — The entire Governmental syagegives. This way once the infrastructure

social, political and economic - that is ., _visresilient and can run under the new mode

anything but Islamic is a matter of great WOUId also need to be Shari’aluh@ise IS ?f the economy, then the

concern. isgble elements can be abolished. So
as well because what gOOd W(&Hﬁsl nks at the current stage need to

No Islamic system can be legitimate without ISlamicised central bank be iEf\/dihei?S untder tfge knOWr)tCi(?rl]JmstanceS
a legitimate Islamic political system. Any ;v i ; ust continue to commit with ongoing
authoritarian, dictatorial political system is ministers in charge of Cen?#éfrgVememS- This is similar to the approach

unislamic and without putting the first thing Government policy enact lawgergpy the Japanese initially built terrible
first on the right foundation, the component- In the 1970’s, giving a chance for

. . car
centered approach in isolation would Carry out actions that go agalnﬁia%@r to the Germans, but today Toyota

produce pseudo-outcomes, where forms principl of Islam? has virtually chipped away at the German
would be emphasized at the expense pr ciples S - Mark Robbani &' manufacturing industry with proven
substance, as is happening with Islamic quality. It was all due to constant efforts,
financial institutions [IFIs]. The current innovation and efforts toward a singular

approach of building micro-level institutions, Once the people are reformed, the socio- objective of quality. Anybody out there, who
especially under systems of politicaleconomic and political systems will itself wants to do the same with Islamic banking
governance that is without any regard to fall in place. Your view? This is a valid pointversus conventional banking?

Islamicity, is like putting the cart before the Yes, | do think we are going the wrong way:
horse and contrary to the noble sunnah ofbecause we are trying to light a flame which

the Prophet. we hope will burn brightly and produce
brilliant white light but we do not have a
Mark Robbani: strong enough wick or enough fuel to doEEEILEURE R R SR Ul oSl 0

In a country with a predominantly non- this effectively. We first have to try to make ., |gjamic Bank is a financial institution
Muslim population, where the Government Sure that we have enough wick & fuel for n,se siatus, rules, and procedures expressly
is at best religiously ambivalent, an Islamicour objectives (the wick here is the socio-  state its commitment to the principles of
Bank is, in reality, a niche product targetedeconomic and political environment and the  |slamic Shari’ah and to the banning of the
for a niche market. In Muslim countries, this fuel is the people). receipt and payment of Interest on any of
should not be the case. Here, the entire Its operations.

Governmental system (which includes theA comprehensive IB system cannot b
central bank andyeduca(tion systems) oughought into full effect without having a SRS IRS NN GYAS RS Us el
o be based on the Shari'ah. If it is, then aShariah environment or without educating IN 1985

comprehensive Islamic Banking systenth® masses first. The primary objective ., i, reace or profit on a loan which has
would be a natural effect of the Shari'ah Should be to make the general populace ;e in return for an extension of the
based socio-economic and political understand that the Shari'ah is not all about - maturity date, in case the borrower is unable

environment. chopping of hands and stoning people to to pay, and any increase or profit on the loan
death. That it does not forbid females to at the inception of the loan agreement, are

‘ featinn’ ‘< learn and to work, etc. Once the people see both forms of usury (Riba), which is
Ipu%i;flgmlista&gﬂ|dOfnE)Tebecegrgroadgt;ﬁn-:—(hlgthat the real law is God'’s law — and that it is prohibited under the Shari'ah”

entire Governmental system would also needn©t @S strict or as suffocating as people tend

to be Shari'ah based as well because Whatl0 thmtk tha.tl Ilt is, then a Sharr:ahhbas_t?ld RELIGIOUS PROHIBITION OF RIBA
good would an Islamicised central bank beS‘O(:E'e yt' WIII len:jetrge — which wi f

if the ministers in charge of central (Automatically) lead to socio-economic and qyraN: (1) 30:39, (2) 4:161, (3)

Government policy enact laws or carry outPelitical reform. BIBLE 53130'2-2§4%52:2L75??1
H H e o Xoaus .29, Levilicus
fls(l:gr?qr,‘,s that go against the principles OfMichael Saleh Gassner 25:35-37,
’ Every good deed has a reward accrued fol Deuteronomy 23:19-
The task of improving society along Shari'aﬁt' But in a more holistic way, why not 20, Proverts 28:8,

principles should be carried out by the Increase the returns for the life after death
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Question Round 3

According to the critics, the markup system as popularly practiced by all IB, and the Riba system in conventional

is but one and the same thing. It is agreed-upon that the common attribute in all the financing techniques, be it: Murg

(Cost-plus sale), Mu’jjal (Deferred payment sale), Salam (Purchase with deferred delivery), Istisna (Made to orde

(Leasing), or Ju'ala (Loans with a service charge) is ‘pre-determined fixed rates / mark-up’ (with or without bu

agreement), which has been heavily criticized and deemed un-Islamic by most of Islamic Scholars and leading Ecd

including the Supreme Court of Pakistan and the Council of Islamic Ideology:-

1. The Council of Islamic Ideology has observed:-

It is imperative that their use as general techniques of financing must never be allowed.

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.

Its widespread use is not permissible as mark-up does not differ in essence from the Interest system.
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
observations, of the Council of Islamic Ideology, gave the following verdict: ‘We are conscious of the fact th
transaction of a sale of Murabaha based on markup, even after fulfilling its necessary conditions, is not an ideal
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 obser
of the Council:-

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

4. Prof. Khurshid Ahmad says: “What is being done is a fictitious deal which ensures a predetermined profit to th
without actually dealing in goods or sharing any real risk. This is against the letter and spirit of Shari’ah injunct
| regard this practice of ‘buy-back on markup’ very similar to riba and would suggest its discontinuation. | under
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
the injustices of the Interest-based system or to contribute to the achievement of socio-economic objectives
Islam seeks to achieve. The fact however, remains that these modes bear pre-determined fixed rates wherein
the operational losses are shared by the banks nor the returns charged are dependent on the operational result
entrepreneur.’

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

Dr. Muhammad Omar Farooq of the transitional phase of an infant industry, banks. These IFls can continue to grow in
Islam and Muslims should not be victims ofwhich, it was argued, needed some leewaythis niche, but the Islamic ideals and visigns
literalism and legalism. Markup is aor flexibility to gain its foothold in an of development, poverty alleviation, reduced
recognized and legitimate method of pricingotherwise unlslamic environment. economic inequality etc. that were presented
in trade and business. However, mark-up ilJnfortunately, the infant seems to be as the rationales for having our distinctive
financing is interest in all but name. Evenshowing no tendency or urge to grow up.lIslamic institutions are not expected to he
allowing it as a quasi-Islamic method duringThe real problem might be that we can't realized if the current trend continues. Ourr
transitional, less-than-ideal situation hasexpect “banks”, which are supposed to bescholars/jurists or Shari'ah experts mergly
opened the door for the risk-averse profit- primarily financial intermediaries, to be lamenting or bemoaning, while earning he
seekers to virtually abandon the primarily venture capitalists or merchant compensations for providing stamps of
Islamicate/normative PLS modes, such as Islamic credibility on these institutions and
Mudaraba/Musharaka. Indeed, Islamic banks i fi ; P rvices, should take a closer look at the
are not banks, because banks are generaIIyMark'Up In flnancmg I_S m_tereszmo‘@c_anvas.

for financial intermediation. In various ~ but name. Even allowing it as a quasi-

developed countries there are universal : : : hile riba is categorically haram, |in
banks, where commercial banking is Islamic m_ethOd qu“ng trans'@!ﬁo@\rnext, itis vitally important to furthe

combined with merchant banking. However, |ess-than-ideal situation has o;zelpre@e blanket equation between ri
as financial intermediaries, commercial interest and whether the scope of

) n
banking is the primary role and merchant the door for the risk-averse pfﬂg ibition applies to interest (a) in

banking is secondary. There is no bank in i titive market, (b) operating in
the modern world, outside Islamic Banking, seekers to Vlrtua”y abandOﬁom@%d environment, (c) based on mutual

. . re
that take merchant banking as the primary ISlamicate/normative PLS m@%&ﬁt and (d) that is non-exploitative
mode, let alone as the exclusive mode. such as Mudaraba/Mushafggﬁ"y mutually beneficial. One primary

‘behind IFI's avoidance of PLS mode
Most such almost risk-free, mark-up type and overwhelming reliance on mark-up type
financing schemes were introduced as part

financing is to try to circumvent interest, b

- Dr. Muhammad Omar Farooq
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