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called mudarabe. = ‘orm of silent
partnership wher , the bank provi-
des the funding requirements comple-
tely, while the client becomes a sort of
trustee supplying the expertise and
management. Profits or losses are then
divided in accordance with a percen-
tage agreed upon in advance. Other
techniques include musharaka, a
straight{orward partnership in which
the capital is put up by both the bank
and the entrepreneur and where profits
or losses are divided on pro rata basis;
murabaha, a cost-plus arrangement
whereby the bank takes a commercial
risk by actually buying a product and
selling it at a negotiated price to its
clients, and ijar watkting, whic is a
form of leasing.

The most novel chaiacteristic of
those banks' financing techmiques is
the importance they attach to p-oducti-
vity. A potential borrower has to con-
vince the bank of the viability of his
project and of his compeience ! > runit;
not of his creditworthiness. It is com-
mon knowledge that a borrowec can be
a good credit without heing a good
entrepreneur. And in those times of
economic imbroglio, of widespread
recession, stagflation and low growth
rates, how could anyone disagree with
guch an approach.

The writer is a Paris-based invest-
ment banker and author of a forth-
coming book on Islamic econorics and
banking.
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INCE then, many things have
S changed in the Moslem world. First
there was the upsurge of Islamic ideas
in the 70s, which culminated in the
establishment of an Islamic republic in
Iran.

Then there was the spectacular
increase in the liquidity of some Mos-
lem countries and a corresponding
growth of their banking sectors. For
example, the number of Arab banks
increased tenfold between 1968 and
1978. Finally, there is the growing
grumbling about foreign banks dra-
wing colossal profits from their opera-
tions in Moslem countries without
making any serious contribution to
local needs, such as the financing of a
hospital or the building of a road.

For all these reasons, the Islamic
banking movement is likely to be sns-
tained as a significant new phenome-
non that could have a notable impact
on the world of finance everywhere.

According to the protagonists of this
movement, both a moral as well as a
practical need existed for the establish-
ment of Islamic banks and financial
institutions.

A moral need because commercial
banking today views money as a com-
modity and, by charging interest, uses
money to make money. In orthodox
Islam, however, money is seen purely
as a means of exchange with Intrinsic
value of its own. Unless money is trans-
lated into a productive p 8, it is
considered immoral to pay a premiaom
for it. That is why neither deposits
given to an Islamic bank, nor loang
granted by the bank bear interest.

The practical need is also rooted in
moral considerations. Due to rejection
by practicing Moslems of the ethical
basis of modern banking concepts,

huge amounts of savings remained dor-
mant. It is estimated, for example, that
until the 1970s only 4 percent of Egyp-
tians expected to use banks did so.
Believers were faced with a real
dilemma, as boarding of capital is also
forbidden by the Shari'a, which insists
on the use of capital for generating eco-
nomic activity. )

Mainly during the last 10 years so,
around 30 banks and financial institu-
tions have been established with the
declared aim of applying Islamic prin-
ciples.

Most declared Islamic banks are con-
centrated in Moslem couniries, but
there are also some in Switzereland, the
United Kingdom, Belgium, Denmark
and the United States. These banks are
now housing or activating capital that
would otherwise still have been kept
under the mattress. The Organization
Economic Cooperation and Develop-
ment puts at $80 billion the amount of
savings still sitting idle in Moslem
countries Islamic banks have reported
impressive scores in mobilizing such
fands.

It is claimed that on its first day of
opening in 1977, the Islamically run
Kuwait Financial House, for example,
received the equivalent of $140 million
in deposits arid had taken 10 percent of
all new deposits made during the first
six years of its existence. A Cairo-
based Islamic bank had $30 million in
depagits from the general public on its
first day of operations. The Saudi Al-
Rajhi Company for Currency Exchange
and Commerce says that its Islami-
cally financed trade transactions
-amounted to around $7 billion in 1983
alone,

Finance is provided through a
variety of profit-sharing arrangements.
The most distinguished technique is
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Islamic Banks May Win Big Role in World

Finance
By MOHAMMAD TARBUSH

International Herald Tribane
T a time when high interest rates
A are driving more and more coun-
tries to the edge of bankruptcy, the
arrival on the world market of substan-

. tial institutions offering interest-free

loans could hardly be greeted with
indifference. Islamic banks and finan-
cial institutions are provoking the inte-
rest of bankers, financial experts and

. journalists everywhere and are now a

familiar theme of international met-

ings.

Islamic banking concepts are derived
from the Shari'a (Islamic law). Their
underlining tenet is the prohibition of
riba—which literally means usury and
practically means interest—whether as
a charge or as a payment. By extension,
all transactions with a guaranteed
return are outlawed; each must bear an
element of risk.

In practice, injunctions of the Shari'a
have been interpreted differently by a
number of religious and Islamic bank-
ing authorities, with some Islamic ins-
titutions allowing payments of interest
provided they did not exceed current
rates of inflation.

All transactions with a
guaranteed return are
outlawed; each must bear a

risk.

Apart from the absence of consensus
on the application of the Shari'a so
only two countries (Iran and Pakistan)
officially apply the principles of Isla-
mic banking. Short of negotiating
exemption clauses, Islamic banks in
countries with conventional Western
banking systems are therefore obliged
to comply with local banking laws and
regulations. Consequently, although
the Shari'a forbids acceptance of inte-
rest payments, these Islamic banks
gtill have to leave part of their capital
on deposit with the central bank of the
country of their jurisdiction.

Further, because of difficulties of
placing their funds in the short term,
some Isamic banks are left with too
much liquidity, while others, to avoid
incurring losses, are believed to have
deviated from Islamic principles.

In spite of such difficulties, the fact
remains that as recently as 20 years
ago, Islamic banks did not exist and
now they do. Twenty years ago, those
Moslem countries that were not strug-
gling to achieve political independence
were busy experimenting with a host of
alien ideas. Institutions looking to reli-
gion for inspiration were, rightly or
wrongly, considered backward by
young officers and technocrats anxious
to try out their newly acquired Wes-
tern techniques.
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