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Prologue

The well known backwardness of Indian Muslims and the
outcome of Sachar Committee Report in that regard has
prompted the Islamic Figh Academy (India) to convene an
International Seminar on the theme “Economic
Advancement of Indian Muslims: The Situation and Scope”
on 24-25 October 2009 at Hamdard Convention Centre,
Jamia Hamdard, New Delhi. It was inaugurated by the
renowned Islamic economist Dr. M. Nejatullah Siddiqui,
who had been conferred Shah Faisal International Award for
his contribution in the field of Islamic banking and finance.

The seminar was joined by well known dignitaries, Ulama,
scholars, social activists and community leaders of the
country and a contingent of foreign delegates. The deputy
chairman of Rajya Sabha (Upper House of the Parliament)
Shri K. Rahman Khan assured his participation as the chief
guest of the programme but due to some urgent matter he
could not join it in person, instead he sent a detailed
message for compensating the inability. The minster of
minority affairs of the central government Shri Salman
Khurshid addressed the valedictory session in a very
stimulating and thought provoking way and assured his
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every cooperation for any cause undertaken for the
economic progress of the Muslim community. The other
eminent delegates comprise Maulana Dr. Sayeedur Rahman
Azmi Nadvi, the chancellor of integral University Lucknow,
Maulana Badrul Hasan Qasmi, Maulana Kaka Sayeed
Ahmad Umri, Maulan Qari Mohammad Usman (Deoband),
Dr. Ausaf Ahmad, Dr. Rahmatullah (Mumbai), Mr. Ahsanul
Haq, Dr. Waqar Anwar, Mr. Khwaj M. Shahid, Dr. M. Y.
Khan, Dr. Masood Khan, Dr. A. A. Faizi, Dr. Mufti Zahid
Ali Khan (Aligarh), Mr. H. Abdur Raqib (Chennai), Mr.
Abdul Rashid Agwan, Dr. Khalid Shoib, honorable Badr
Faleh Al-Azmi, Sheikh Badar Sulaiman Al-Sinin, Mr. G. N.
Qazi vice chancellor Jamia Hamdard, Mr. Kamal Farooqui
Chairman Delhi Minority Commission, Mr. Abdur Rahim
Quraishi General Secretary All India Muslim Personal Law
Board, Maulana Anisur Rahman Qasmi Nazim Imarat-e-
Shariah, Maulana Safdar Zubair Nadvi, Mr. M. H.
Khatkhatey, Dr. Shariq Nisar, Mr. Arshad Ajmal, Mr.
Mahtab Alam, etc.

In this seminar around 30 highly relevant papers were
presented and discussions were held on points raised in the
said contributions.

In this presentation most of the papers, views and comments
delivered during the seminar have been included.
Presentations in Urdu have been translated for giving a
complete sketch of the ideas and suggestions that came out
from it. We are thankful to Mr. Abdul Rashid Agwan who
has edited this rendering along with his useful introduction
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which not only summarized key issues of the seminar but
also framed suggestions for future activities. The editor has
grouped concerning papers according to the sub-themes of
the programme and also formed one section as ‘Key
Thoughts’ on the formal views as expressed by dignitaries in
the inaugural and valedictory sessions.

May Allah accept this humble effort of the academy in
putting on record some concrete views regarding the
situation and scope of economic advancement on Indian
Muslims and may He guide us all for making the Muslims a
proud community of the country! Amin!

Khalid Saifullah Rahmani
General Secretary
Islamic Figh Academy (India)
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Introduction

Economic development is one of the core themes of Islam.
Contrary to the common perception regarding any religion,
Islam vigorously guides on several mundane affairs
including the economic sphere of human activities. This
particularity of Islam could have never been understood well
in any era than now.

With the growing realization of inadequacy of vogue
theories and practices in dealing with complex economic
matters in a globalized world and proven sustainability of
some Islamic institutions during critical times, such as the
present recession, a variety of Islamic tenets are being
revisited by academics, policymakers and executives
engaged in economic development of human society for
exploring their relevance today. The context of economic
principles of Islam also arises in the contemporary world
due to rampant impoverishment of Muslims in various parts
of the world.

India is no exception. Here too, a paradoxical reference to
the ‘Islamic economics’ is being currently made to the
Islamic banking and finance on the one hand and on the
other to the glaring economic backwardness of Indian
Muslims even after six decades of Independence and
democratic governance. Some impart blame on Islam that it
comes in the way of economic advancement of Muslims
whereas others think that the faith could be used as a
motivating force for this purpose. Votaries of both the views
do exist and they pursue their respective cause in a mutually
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unconvincing manner. This calls for underscoring a number
of issues for a better grasp of the situation and suggesting
policy implications on them. There is a cumbersome list of
such issues which demands sincere intervention on the apart
of both the state and the community. They comprise inter
alia, equitable growth, lack of motivation for ‘worldly’
things, lack of information and facilitation structure, training
and capacity building, improper management of Islamic
institutions such as Zakat and Wagf, Islamic banking and
finance, thrift and investment, Muslim participation in
various sectors such as agriculture, industries and services,
poverty alleviation of Indian Muslims whose majority is
drifting around the poverty line, and the like. The seminar
convened by Islamic Figh Academy on the theme
“Economic Advancement of Indian Muslims: The Situation
and Scope” have focused on many of these issues and made
a valuable contribution in pinpointing some needful
measures for bringing the community out of its present
economic morass on the one hand and on the other for
enhancing Indian economic growth by pleading Islamic
principles wherever required.

The foremost issue of Indian economy is the promotion of
‘inclusive growth’. In the absence of adequate institutional
back up for ensuring this, a variety of disparities are not only
visible on the economic scene of the country but they are
also becoming more and more unreasonable with the
passage of time. These disparities do exist between the
forward and backward states, between some districts of a
state and other districts of the same state, between stronger
and weaker communities, between urban and rural people
and between the gender counterparts. There can be no denial
the fact that India is yet far from having realized economic
democratization and equitable distribution of resources. The
most affected segment of this untoward situation remains to
be both the Dalits and Muslims in all states, in all districts
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and in all parts of the country. Their persistent economic
backwardness during the last six decades has been
substantiated beyond doubt by none less than the committee
appointed by the Prime Minister of India himself, commonly
called as the Sachar Committee, which submitted its eye-
opening report in November 2006. Evidently, the promise of
inclusive growth seems nowhere near achieving. So, there
could hardly be any blame on the conclusion that
economically the most insecure class of the Indian nation is
its 150 million Muslims; Dalits at least have several
constitutional provisions and reservation of government jobs
in proportion to their population. And, the irony is that,
presumably, the Muslims believe in some of those
unblemished tenets, which could guarantee an equitable
economic growth anywhere in the world.

The Islamic concept of economic well being was discussed
by the speakers of the inaugural session and several others.
One of the resolutions of the seminar reads, “To earn wealth
through fair means and to spend it on the welfare of the poor
and needy as has been enjoined upon by Allah, it is not only
permissible but appreciable in Islam”. In his inaugural
address the renowned Islamic thinker Dr Mohd. Nijatullah
Siddiqui quoted Maulana Sayed Manazir Ahsan Gilani
asserting that “endeavor towards the economic development
also is a sort of Jihad fi Sabilil Allah” and remarked that if
the economic activities are “undertaken with a pious intent,
it will demonstrate the noble Islamic values and character
with no shades of indolence and insufficient preparations
often noticeable in the economic efforts the Muslims take”.
These notable views remind us of the campaign Jihad sa
Zindagani (struggle for reconstruction) launched by the
Iranian people just after the end of eight year long war
imposed on their country by Iraq, on the instigation and
support of the USA; which enabled the Islamic republic
instill a spirit of overall development in its citizens and an
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urge to come out from the ill effects of this unwished war.
The keynote of Maulana Khalid Saifullah Rahmani
categorized the proceedings of the seminar under Figh Al
Hayat, i.e. as the Jurisprudence of Life. This denotes what
importance is accorded by Islam to the economic activities
of man. From a verse of the holy Quran (4:5), Dr Khalid
Shuaib deduced that wealth and property is meant for
‘support’ (Qayam) to human life and therefore Islam
recognizes several economic rights in society. He also
mentioned that some companions of the Prophet (Pbuh)
have narrated that “if money increases it is a ‘treasure’,
provided that its Zakat has been paid”. Maulana Badrul
Hasan Qasmi quoted an interesting assertion of reverend Ali
bin Abdul Muttalib against demeaning ‘this-worldly things’
in these words, “This world is a place of rectitude for one
who goes in pursuit of its nature, it will lead to salvation to
one who wants to one’s share from this world with dignity
and propriety.” Dr Ausaf Ahmad discusses views of Muslim
scholars regarding ‘economic development in Islamic
perspective’ and underlines core issues in this regard. The
foregoing references make it evident that in the scheme of
Islam, economic endeavor is one of the obligatory functions
of both individuals and society and enhancement of wealth
and material resources, anywhere, would be welcomed
provided they fulfill certain basic prerequisites prescribed by
Islam; which are actually in the interest of healthy and sound
economic growth of a nation.

Then the question arises, if Islam is so much motivating its
adherents for economic endeavor, then why Indian Muslims
are lagging behind others in this field? There are many
factors to blame to; some internal and some external.
Internally, Muslims have long been fed on the idea that
economic activities are ‘worldly’ things and, therefore, they
should be carried out only nominally. Their aversion to
economic progress led them ignore modern advancements in
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technology and economic system and in seeking excellence
and ascendance in the economic field. They even failed to
modernize their traditional arts and crafts. The toughening
competition in employment, trade and industry did hardly
made members of the community prepare themselves for
new challenges. Dearth of pertinent information regarding
emerging fields, government schemes, credit and training
facilities, etc and lack of facilitation structure for harnessing
the same has further snatched opportunities from their
weakening hands. The work culture does not exist within the
community, which is very much essential for economic rise
of any nation or community. While referring the sudden rise
of China as an economic superpower, Dr M.Y Khan has
rightly concluded that “Nations and communities have
progressed faster on their own efforts, hard work and sense
of accountability towards their goals and deeds”. The
community should be awakened to take economic progress
seriously lest it will not be able to come out from the vicious
circle of economic backwardness and deprivation.

So long as external factors are concerned, Muslims have to
struggle hard for their very survival in the country since
independence, amidst hostile and prejudicial atmosphere in
both the political and economic spheres. In spite of
democracy, Indian Muslims have been discriminated against
and caused to languish in economic progress. The vast store
of data complied and collated in Sachar Committee Report
make it explicitly substantiated that they are sailing through
an unfavorable sea. They could hardly receive benefits of
government schemes, bank credits, private sector growth
and other channels of economic progress. Their business has
been targeted upon by communal rioters. How much a
communal situation falls on the economic well being of any
community could be understood well by the example of
Gujarat. In the light of National Sample Survey of India it
has been pointed out, “It is shocking that in five years
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between NSS55 (1999-2000) and NSS61 (2004-2005)
unemployment rate of urban Muslims has increased from 18
to 52. A reverse has happened with the unemployment rate
of rural Muslims where it has come down to 10 from a high
of 51. What explains this anomaly? Can this be because
number of small farmers shows a significant decrease in the
same period? Is it possible that Muslims barely eking out a
living in rural Gujarat have moved to urban areas and now
living as unemployed? To understand why these Muslims
may have left villages we have to go back to the
representations that was made to Sachar Committee and see
that security is one of the highest concerns of Muslims of
Gujarat”. The traditional wealth of Indian Muslims in the
form of rich Awgaf has been encroached upon in several
parts of the country, even by the government establishments.
When they tried to mobilize investment through interest free
institutions they were denied to do so. The combined apathy
of the government and the community towards educating
Muslim children further reduced their chances in those
sectors where education and professional skills were crucial.
Many a time the government sincerely tried to alleviate
conditions of the community, but the administrative
mechanism laden with communal elements hardly permitted
the planned benefits percolate down. Although Dr Masud
Ali Khan favors financial support on viable projects for
training, capacity building and material input but he also
guards, “There are many financial institutions which offer
financial assistance to such economically weak people. But
the ailing mentality of the Muslim community consumes this
assistance with utmost incuriousness”. Dr M.Y Khan and
Khwaja M. Shahid argue for concentrating on imparting
courses according to the emerging needs of society. Dr
Malik Rashid Faisal has pointed out a number of sectors
where Muslim youths could try their fortune for a
meaningful settlement in life and argues that affirmative
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action on the part of government is very much justified for
the Muslims.

It has been argued by some of the contributors to the
seminar that the community leadership should not overplay
on external factors like the role of government and other
institutions and it should rather focus on generating internal
strength of the community. Salaman Khursheed, the
Minister of Company Minority Affairs, who joined the event
on its last day as the chief guest of the valedictory session,
advises in this regards that “...We have been suffering from
inferiority complex. If we have pushed ourselves back in
this dreary complex due to apathy of a government or
administration, we cannot absolve ourselves from this state
of affairs”. K. Rahman Khan, the deputy chairman of Rajya
Sabha also warned in his message a Muslim fellow
regarding this ‘haunting’ complex that he is being
“discriminated against because of his religion”. Other voices
in the seminar have also joined the two representative
opinions. However, several speakers felt that, since the state
is the largest player in a country for the development of its
people, it should be made responsible for a fair and impartial
treatment with all its citizens.

The internal weaknesses and external pressures have
drastically affected employment situation of a common
Muslim. It has been estimated that only 51% of Muslims in
the working age (14-60) are really working whereas this
figure for all Indians is 85%. Out of those who are working,
only 12% are in organized sector including those 4.7% who
could join the bus of government jobs. The rest of them are
said to be ‘self-employed’, the majority of whom are
engaged in low income petty jobs such as in transport, street
vending and household technical work. The unemployment
rate among Muslims is 14% per annum. The popular
demand of Muslim reservation in government jobs has been
taken with derision in spite of the fact that Justice Rangnath

Economic Advancement of Indian Muslims: The Situation and Scope 21



Mishra Commission, set up the central government at its
own without any public demand, has concluded this in bold
letters that there is no legal or constitutional hurdle which
comes in the way of according Muslims the benefits of
reservation. One simplistic argument for denying reservation
to Muslims is that there are no jobs in the public sector now
and Muslim employment has better prospects in the private
sector. It should be noted here that 18.6 million jobs in the
public sector comprise over 70% of the overall 27 million
jobs in the organized sector. Perhaps, more concerted
lobbying is required to ensure reservation for Muslims in
educational institutions and government jobs, which is their
justified claim. Any provision for Muslim reservation will
help the community in a great way in consolidating its
economic position. There is no doubt that employment
situation is becoming more and more competitive and the
candidates are required to have skill and ability to do jobs
with increased technical and professional input. This calls
for opening of a network of modern coaching and training
institutions especially in all Muslim concentration districts.
Placement back up may also be established in various parts
of the country so that aspirants could find government and
private jobs and avail overseas openings without much
difficulty.

It is widely understood that Muslims comprise a strong
artisan class. Moreover, they prefer to be ‘self-employed’.
These two facts could be used in planning for regenerating a
new vigor among members of the community to participate
in industries and manufacturing. For a long time, even after
Independence, Muslims were dominating in some traditional
industries and manufacturing works such as in garment,
leather, brassware, glassware, automobile, etc. However,
with the technological advancement and want of upgrading
knowledge, skill and machinery, they generally fell behind
time and suffered a serious setback in due course of time.
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The government’s apathy and the community’s weakness in
mustering pressure on it, has led to immense decline in the
existence of the famous Muslim artisan class and studies
have established that the one-time artisans are now
transforming into a labor class. Well, it is a time to bring this
known artisan community from its present morass and make
it contribute in the nation building. In this regard proper
arrangement for micro-finance and use of the technique of
self-help groups could be highly beneficial. For this purpose,
the Muslim funds and NBCs could be encouraged to take the
onus in a big way. Dr A.A.A Faizi refers a number of
government schemes such as RUDSETI, SJISRY, SGSY,
STEP, etc as important for reviving the economic vigor of
the community at the grassroots and stresses that their
benefits could be transferred to the community only in the
presence of a strong and dynamic back up of NGOs.
Moreover, interested persons must be made acquainted with
the support of a number of government bodies providing
know-how, training, credit and market outlets to
entrepreneurs such as NABARD, SEDBI, KVIC, NMDFC
and the like. Entrepreneur development institutes should be
opened in large numbers for bringing Muslim talents in the
mainstream business and industries.

Muslims are generally considered to be less conspicuous in
the field of agriculture being comparatively an urban
community, still 64% Muslims live in villages and most of
them are engaged in agriculture or agriculture-based work.
So it is highly risky to ignore their participation in
agriculture and agri-based work in the country. There is a
need to study, suggest and implement things which could
strengthen their productive role in the rural India. It has been
pointed out that Muslims have lesser agricultural land per
head than other communities, so their rural opportunities
could be explored more conveniently in agri-based work and
trade.
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All sorts of economic activities require a constant flow of
fund and investment. Comparatively a high incidence of
poverty among Muslims and unfavorable circumstances
certainly cut a smaller monetary cake for them as compared
to others. The seminarians have delved into this question
very seriously and suggested a number of prospective
avenues of funds which could be harnessed for the economic
progress of the community. Based on the estimates of
household income of Indian families, Dr Rahmatullah
deduces in his paper that it could be regarded one of the
possible guesstimates that Muslims pay an amount of Rs
4500 crore as Zakat every year. While discussing the
imbalance between the total deposits of Muslims in
Scheduled Banks and overall credited amount to them from
them, Dr Sayed Zahid Ahmad calculated a huge credit loss
in his write up ‘Islamic Banking and Poverty Alleviation
among Indian Muslims’, who says, “It is not wise to keep
loosing annual credits worth over Rs 63,770 crore and
distributing Zakat worth Rs 3139 crore” on its income. It has
been argued in Sachar Committee Report that if the income
from the rent of Awgaf could be increased above the book
value and made at par with current market trends than an
annual income from this sanctified property would be in the
order of whooping Rs 12000 crore. It has also been argued
to divert Muslim expenditure from non-priority to priority
heads and reduce profligacy in social and religious practices;
then a huge amount could be made available for poverty
alleviation and economic empowerment of the community
from this ‘saving is earning’ concept without any external
assistance. One interesting instance cited by Abdul Rashid
Agwan in his introductory note is that around 150,000 rich
Muslims go on a non-obligatory Umarah during Ramadan
almost every year and spend on tour expenses an aggregate
amount of around Rs 2100 crore and, according to him, this
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huge amount should be diverted to some productive use for
the progress and development of the community at large.

See all these huge figures in comparison to the annual
allocation of central government in the union budget for the
development and welfare of minorities to be 1700 crore, of
which only 85% is meant specifically for Muslims in
proportion to their population among the five minorities. So,
if the community is provided with some appropriate legal
framework and active community and state support for
harnessing and utilizing the above-referred community-
based funds of the value of over Rs 20,000 crore per annum
or so then perhaps they will need no special patronage of
any government for their normal development and progress;
rather they will contribute in their own humble way in the
nation building.

Another means of community empowerment is seen in the
form of Islamic banking and finance. The bulk of papers
presented in the seminar focus on this theme only. Former
executive director of Reserve Bank of India Dr A. Hasib
highlights importance of interest free economy in the
context of global crisis, whereas former secretary, Ministry
of Finance, Bangladesh and the Deputy Executive President
of Islami Bank Bangladesh shared the experiences of
Islamic banking in their country. Ehsanul Haq points out
changes required for permitting interest free banking in
India whereas Dr Waqar Anwar and Dr M.I Bagi Siraj
explores possibilities of Islamic banking in India in the light
of experiences of non-Muslim countries in the West and
elsewhere. Dr Amin and Dr Qureshi of Aligarh Muslim
University discuss problems and prospects of Islamic
banking in the country mainly in the light of experience of
Muslim funds in Uttar Pradesh and in other parts of the
country. H. Abdur Raqgib of Indian Centre for Islamic
Finance presented a detailed note on the position of Reserve
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Bank of India in the context of permitting Islamic banking in
the country and explored possibilities for the same on an
early time. Two papers contributed on the Islamic finance by
M.H Khatkhatey and Dr Shariq Nisar, both from TASIS,
further elaborated on the Shariah complaint investment in
shares and commodities. All these papers stress on Islamic
banking and finance as a powerful means of mobilizing huge
sums existing as an unproductive and idle wealth into the
mainstream economy for diverting its benefits to the
community and the country alike. Here, the paper of Dr
Valeed Ahmad Ansari makes an interesting reading
regarding Muslim attitude towards risk aversion in
investment, which is required for regular income from the
share market. Although his sample is very limited and small
but his conclusion that Muslims are risk freak and prefer to
make investment in low risk, low return investment only.

Two interesting discussions were raised by Arshad Ajmal
and Mahtab Alam on grassroots’ struggle for empowering
common people including Muslims. The first one deals with
the definition of poverty and its scaling and its application in
the context of Muslims. Accordingly, he argues that there
are many more members of the community below poverty
line than what is currently estimated by the government. He
also raises the point regarding direction of Muslim efforts
for the economic empowerment of the community since
mostly emphasis is given on generation of wealth rather than
alleviating poverty and helping those languishing at the
lower rung of society. If his argument is taken in the right
earnest then it would mean that, for example, a cooperative
society should stress more on maximizing coverage and
assistance to poor and needy rather than on increasing its
revenue. The latter discussant placed an agenda of
generating awareness and information base in villages and
small towns as tools of empowering the community.
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As a responsible leader of All India Muslim Personal Law
Board, Abdur Rahim Qureshi has pointed out in his valuable
contribution to the seminar the history of constant changes
in the Waqgf Act and observed that persistently it could not
be amended as per the aspirations of the community and
consequently failed to preserve the valuable treasurer of
Muslims in each nook and cranny of the country. Since
Waqf properties are considered to be an important
instrument of economic development, they should be
preserved and made productive to the maximum extent.
Salman Khursheed, the minister of minority affairs, who
happened to be on the dais at the time of presentation of this
critical note, assured the government’s cooperation in
incorporating the points raised by the learned contributor.

There is no doubt that the holding of this seminar on
“Economic Advancement of Indian Muslims: The Situation
and Scope” was timely and the seminarians covered a
variety of concerning issues and reached to some pragmatic
suggestions for alleviating the obtained situation. The major
achievements of the seminar include advocacy of a strong
viewpoint regarding material progress within the framework
of Islam and the underlining of a concrete action plan for
making opening of Islamic banking in the country possible
and on an early date. The seminar upholds more hopes than
bewilderment amidst an arising promise of time.
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Resolutions

Proposals adopted at the Two Day Seminar on
“Economic Advancement of Indian Muslims: The
Situation and Scope” held at Hamdard Convention
Centre, Jamia Hamdard, New Delhi on 24-25 Oct
2009.

Islamic Figh Academy (India) held an important
seminar on 24-25 Oct 2009 at Hamdard Convention
Centre, Jamia Hamdard on the topic of “Economic
Advancement of Indian Muslims: Situation and
Scope.” Eminent scholars (Jurists), economic experts
and social activists from all over the country
participated in the seminar in sizeable number. The
inaugural session was presided over by MI. Dr.
Sayeedur Rahman Azmi Nadvi (Mohtamim Darul
Uloom Nadwatul Ulama Lucknow). The programme
began with the recitation of verses of the Quran
followed by welcome by MI. Safdar Zubair Nadvi and
introduction of the theme by Mr. Abdul Rasheed
Agwan the organizer of the event. The message from
Shri. K Rahman Khan, (Deputy Chairman Rajya Sabha
Upper House of Parliament) was read out at the
beginning of the seminar. MI. Khalid Saifullah
Rahmani (General Secretary IFA) delivered the
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keynote address. @ Dr. Mohd. Nijatullah Siddiqi
(Aligarh) delivered the inaugural address. From
Kuwait Mr. Badar Faleh Al Azmi (Director
Department of Islamic Encyclopedia), Dr. Khalid Shoib
(Professor Education Department University of
Kuwait), Sheikh Badar Al Sineen (Director Cultural
Affairs Kuwait) also participated at the seminar and
addressed the audience. Shri. Salman Khursheed
(Union Minister for Minority Affairs Government of
India), MI. Badrul Hasan Qasmi (Vice President IFA),
MI. Kaka Sayeed Ahmad Umari (President Jamia
Darus Salam Umarabad TN), Dr. M. Y Khan, Mr.
Kamal Farooqi (Chairman Minority Commission
Delhi), Mr. Khawja Mohd. Shahid (Director Institute of
Secretarial Training, Government of India) etc also
enriched the seminar.

22 papers on various aspects of economic conditions of
Indian Muslims were presented at the seminar. Qari
Syed Mohd. Usman (Deoband), Mr. Abdur Raheem
Quraishi (Asstt General Secretary All India Muslim
Personal Law Board), Ml. Dr. Mufti Sadiq Mohiuddin
(Jamia Nizamia Hyderabad), Dr. Ausatf Ahmad, Prof.
Masood Ali Khan, Dr. Amir Afaq Ahmad Faizi, Dr.
Rahmatullah (Mumbai), Dr. Shariq Nisar, Dr. M. H.
Khatkhatey, MI. Aneesur Rahman Qasmi (Chairman
Bihar Hajj Committee), MI. Zafar Alam Nadvi
(Nadwatul Ulama Lucknow), MIl. Rahmatullah Asari
(Azamgarh), Mr. Arshad Ajmal, Mr. Mahtab Alam, ML
Abu Sufiyan Miftahi (Mau), Mufti Nazeer Kashmiri
(Kashmir) etc were also among the participants.

The following resolutions were adopted unanimously:
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1-To earn wealth through fair means and to spend it
on the welfare of the poor and needy as has been
enjoined upon by Allah the Almighty, is not only
permissible but appreciable in Islam. So it is
incumbent upon Muslims to take steps to move
forward in the economic field keeping in view the
confines imposed by the Shariah. This is the only way
to establish their distinct identity in the society in this
age of competition.

2-Ulama and the Imams of Masajid should also try to
awaken Muslims towards their economic upliftment as
they exhort them to be alive to their religious
obligations. They should apprise them of the welfare
schemes launched by the government for minorities
and to opt for them having regard to the demands of
the Islamic Shariah.

3-Trade/business is one of the important means to
earn livelihood. It is the Sunnah of Allah’s Messenger
(Pbuh) and his disciples. If fair means are used, it has
an aspect of social service also. Islam lays much stress
on social service. So, Muslims should join the
economic field, take business as their profession and
earn their livelihood through their modest or major
business enterprise. It will go a long way in alleviating
poverty and unemployment from Muslim society.

4-The seminar feels that the deprived sections of the
Muslim society such as widows, divorced and
extremely poor women live in deplorable conditions.
So it is the duty of Muslim social organizations,
leading businessmen and industrialists to provide
employment opportunities to these women through
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vocational training, enabling them to live with a sense
of dignity and economic security.

5-We call upon the Muslim religious, social and
welfare organization to make Muslims aware of the
schemes launched by the government/ NGOs for the
economic upliftment of minorities. These schemes will
be conducive in the alleviation of unemployment
among Muslims provided these do not violate the
confines of Islamic Shariah.

6-It is expected that Muslim organizations will set up
special cells in their regions to guide Muslim traders,
farmers, and craftmen in this field through
consultancy service.

7-Shares, sale/purchase if carried out in the light of the
guidelines provided by contemporary Islamic jurists,
Islamic Figh Academy India, has also adopted
proposal concerning them, this is a better and
permissible business line. One can invest even small
money in it. So Muslims should turn to this field of
business keeping in view norms of the Shariah.

8-Allah the Almighty has produced all things for
human wuse. But when a society indulges in
extravengance and profligacy it results in a crisis of
demand and supply. Islam forbids extravegance.
Nowadays, Multi National Companies (MNCs) are
encouraging the trend of extravegance through their
advertising campaign. @ The seminar urges the
government to save the society from such a trend.
Ethical norms should be enforced so that consumers
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are not attracted to the misleading promotions by
these MNCs.

9-This seminar appeals to the Islamic Figh Academy
and other leading Islamic Institutions to set up
research departments to guide Muslims on
government schemes, investment, use of money
collected from the affluent Muslims and Awqaf and
utilize it to eliminate poverty from Muslim society.

10-This seminar exhorts the government and the
Muslim society to take steps to protect Awqaf
properties in India and ensure their proper
management, so that Ummah could benefit itself from
this great source of income. The seminar urges Islamic
Figh Academy India and other Islamic institutions to
make it a subject of their pursuit.

11-It is a fact that upto 16t century commercial interest
was not the fundamental factor in business transaction.
Partnership and loan without interest were the
common business practice. But unfortunately interest
controls the contemporary business activities. This
seminar urges the Islamic Figh Academy to engage
historians and economic elites to compile literature to
prove that interest is not an inevitable factor in the
economic system. A system free of interest is not only
practicable but is also based on fair dealing. It plays
an effective role in checking centralization of money
and helps in bridging the gap between the wealthy
and the destitute.

12-Micro finance plays a vital role in the economic
rehabilitation of the poor. The seminar, therefore,
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urges the Academy to set up study groups for
evolving model of micro finance, having regards to the
norms of Shariah and guide people in this field.

13-The seminar requests the Academy and other
research institutes to pay specific attentions towards
contemporary capital system through expert
discourses and research work. The exploitative nature
of the prevailing system and the Islamic system based
on fair transaction should be highlighted.

14-On Sachar Committee report, the seminar demands
that commission to provide equal opportunities as
promised, should be constituted. It will go a long way
in providing justice to the deprived classes of the
society.

15-The Reserve Bank of India is requested not to make
it mandatory for the companies working on interest
free system to pay dividend on deposits. These
institutions should be allowed that an account holder
deposits its money on the basis of sharing profit and
loss and accepts the genuine profit only, as according
to the Islamic Shariah there can not be a fixed profit
payable on the invested money. It will otherwise come
within the purview of interest.

16-The seminar urges the government of India to
introduce necessary amendments to the existing
Indian  banking regulations to facilitate the
establishment and smooth functioning of a monetary
system free of interest. Since a large number of our
population, regard the commercial interest a
repressive means of exploitation. Such a legal
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provision will not only satisfy a public demand but
also attract foreign investment.

17-The seminar calls upon the Academy and research
institutions to take wup on priority basis the
subjects/topics of economic upliftment of minorities.
It will help in the awakening of this sense in general.

18-This seminar places on record its compliments to
the Islamic Figh Academy India that it made the most
important topic of our time, a point of discussion and
deliberation. It provided an opportunity to the Ulama
and scholars to interact with one another freely. In this
way it underlined the fact that Ulama should come
forward to guide the Ummah in their economic and
social issues also as they guide them in their religious
affairs.
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Report of the Seminar

Introduction to the topic it significance and advantage:

The seminar organized by Islamic Figh Academy India
deliberated on the economic social, educational
backwardness of Indian Muslims in the light of the statistic
provided by the Sachar Committee Report. This report has
substantiated that India’s Muslims have been lagging behind
in the economic field even more than other backward
sections of the society. But the prejudice against them as
evident in the public and private sectors has made the
possibilities to improve the situation quite bleek.

The significance is now more evident in view of the
economic recession in the world market. This topic has
prompted not only Muslims but the world at large to ponder
on the fact that the Islamic model of economic growth has
no equal in its significance and advantage.

Islamic Figh Academy, therefore, held a two day seminar on
“Economic Advancement of Indian Muslims: The Situation
and Scope” which considered at the outset what is the
concept of economic advancement in Islam? Is religion
responsible for Muslims economic backwardness? Could
Islamic banking and finance be conducive to uplift Muslims
economically? What are actual causes of Muslims economic
backwardness. What are avenues for them in public and
private sectors industry, trade, government services, private
employment, etc.
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What are the government welfare and poverty alleviation
schemes? How to get their benefit? How to protect Muslim
society’s traditional system of Zakat, Waqf and taking care
of distributers etc?

Suggestions and resolution were also proposed towards the
end of the session. These were passed unanimously.

Eminent Experts who graced the Seminar:

Dr. M. Nijjatullah Sidigqqui, Dr. M Y Khan, Dr. Rahmatullah,
Dr. Ausaf Ahmad, Dr. Shariq Nisar, Mr. M H Khatkhatey,
Dr. Masood Ali Khan, Dr. Amir Afaq Ahmad Faizi, Mr.
Abdur Rahim Quraishi, Mr. Ehsanul Haq, Dr. Khurseed
Ashraf Igbal, Mr. Abdur Rasheed Agwan, Mr. J N Qazi, etc.

Eminent Ulama:

MIl. Dr. Sayeedur Rahman Azami Nadvi, MI. Khalid
Saifullah Rahmani, Mufti Mohd. Obaidullah Asadi, Ml. Qari
Mohd. Usman Mansoorpuri, Ml. Badrul Hasan Qasmi, MI.
Kaka Sayeed Ahmad Umri, Prof. Saood Alam Qasmi, Mufti
Dr. Mohd. Sadiq Mohiuddin, MI. Aneesur Rahman Qasmi,
MI. Rahmatullah Asari, MI. Abu Sufiyan Miftahi, Mufti
Zahid Ali Khan, Ml. Ataullah Qasmi, Ml. Naeem Akhtar
Qasmi, Sheikh Badar Faleh Azmi (Kuwait), Sheikh Badar
Sulaiman Sineen (Kuwait), Dr. Khalid Shoib (Kuwait), etc.

Dignitaries from Political Fields:

Mr. K Rahman Khan, Dr. Salman Khursheed, Mr. Khawja
M. Shahid, Mr. Kamal Farooqi, ect.
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Topics/issues debated in various sessions:

11-

12-

13-

14-

15-

Economic System of Islam — India and Muslims (Dr.
Nijatullah Siddiqi)

Concept of Earning Wealth in Islam (MIl. Badrul Hasan
Qasmi)

Economic Development, in Islamic Perspective (Dr.
Ausaf Ahmad)

Jurisprudential aspects in Islamic Financial System-
Contribution of Figh Academies in this Field (Dr.
Khursheed Ashraf Igbal)

Islamic banking, theory and practice — Indian banking
in the light of laws (Mr. Ehsanul Haq)

The potentials of establishing Islamic banking in India
under the legal and constitutional guide lines (Mr. H
Abdur Rageeb)

Islamic banking in non Muslim countries — its potential
in India (Dr. Waqgar Anwar)

Avenues of Islamic banking in India (Dr. M Y Bagh
Siraj)

Islamic banking and legal sphere in India — An
assessment and an alternative (Dr. M Y Khan)

Islamic banking in India — political issue and business
potentials (Syed Zahid Ahmad)

Economic avenues and potentials for Indian Muslims
(Mr. A A Faizi)

Muslims have the capacity to take financial risk — A
study of the employees of Muslim University (Dr.
Waleed Ahmad Ansari)

Causes and factors of economic backwardness of Indian
Muslims (Dr. Abdul Wahab -Aligarh)

Causes and factors of Indian Muslims economic
backwardness (Mr. Arshad Ajmal - Patna)

Economic upliftment of Indian Muslims, causes and
factors (Mr. Mahtab Alam)
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16- Potentials for economic advancement to Indian Muslim

17-

18-

19-

20-

21-

22-

23-

24-

25-

in the unorganized and private sector (Mr. Masood Ali
Khan - Hyderabad)

Opportunities of employment and means of earning at
the state level (Mr. Abdur Rashid Agwan)

Employment avenues in public and private sector (Mr.
Malik Rashid Faisal - Sunday India - Urdu)

Industries and Muslims (Mr. Khawja M Shahid Joint
Secretary - Industries)

Permissible ways of investment in India Mr. M H
Khatkhatey)

Permissible ways of investment in India (Dr. Shariq
Nisar)

The existing Indian Waqf Law — An appraisal and
proposals (Mr. Abdur Raheem Quraishi)

Role of Zakat in raising Indian Muslims from the
poverty level (Dr. Rahmatullah - Mumbai)

How to make existing waqf more profitable and need to
set up new Awqaf (Prof. Manzoor Ahmad)

Streamlining the Zakat system to uplift Muslims bring
them out from the poverty line (Ml. Aneesur Rahman
Qasmi)
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II- Key -Thoughts
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Welcome Address

MI. Safdar Zubair Nadvi

Praise be to Allah, the Lord of the Universe and Peace and
blessings of Allah be on the Chief of Messengers, on his
family members and on all his companions.

Dr. Sayeedur Rahman Azmi Nadvi, Mohtamim Darul
Uloom Nadwatul Ulama Lucknow and the president of the
inaugural session of the seminar being held under the aegis
of the Islamic Figh Academy of India on “Economic
Advancement of Indian Muslims: The Situation and Scope”,
representative of the Ministry of Awqgaf Kuwait Dr. Khalid
Shoeb, Sheikh Badar Faleh Al Azmi, Sheikh Badar
Sulaiman Al Sineen, MIl. Badrul Hasan Qasmi and the
eminent Ulama scholars and intellectuals from major
Madrasas universities and seat of learning from across the
country. I welcome you all in this august seminar!

The members and the workers of Islamic Figh Academy
express their gratitude that you very kindly responded to the
call of the Academy and participated at the seminar from all
parts of the country. We welcome you with our sincere
greetings since your participation is a privilege for the
Academy.
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Learned Audience

Islamic Figh Academy during twenty years of its existence
(that is quite a short period for the activities of an institution)
has held 18 seminars on jurisprudence, 87 different topics
were deliberated upon and decisions were taken. It provided
the Islamic Ummabh in India a timely guidance in the light of
Islamic Shariah. 17 Figh workshops were organized wherein
objectives of the Shariah, modern medical issues Figh on
minority, Islamic law and the concept of freedom methods
for Arabic teaching, etc were taken up and hundreds of
young Ulama and scholars were intellectually trained. The
Academy at these 18 seminars took decision on 23 economic
issues among them were company share, Islamic banking,
network marketing, medical insurance and euthanasia and
similar other modern issues. Guidance was provided to
Muslims in the light of Islamic teachings and they were
warned of the negative aspects also.

To day the Academy has made focus on the issue of
economic upliftment of Indian Muslims. It shows how
much Academy is concerned in this regard. Among the
issues to be discussed at the various sessions of the seminar
are, the concept of economic progress in Islam, Islamic
banking economic conditions of Indian Muslims,
opportunities of employment in public and private sectors,
what Islam offers for the alleviation of poverty, etc. Various
aspects of Muslim economic advancement have been kept in
view. Steps were taken to cover various aspects of
economic development. It will at least bring forth the fair
picture of the potentials and opportunities of economic
upliftment.

There are many Quranic Verses as well as Ahadith on

earning money and livelihood, trade and industry; despite
these enjoins, Muslims are backward today. Muslims of
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Indian subcontinent are particularly badly lagging behind in
the economic field. The reasons there of should be debated
and steps be taken for improvement. Hazrat Ml. Mohd.
Salim Qasmi has pointed out towards these issues in his
address. We may reproduce some of them below. He said,

“After the British colonization of India, Muslims lost the
authority but despite this loss they did not turn to trade and
industry and thought it to be below their so called dignity.
This negative approach has been the main cause of their
economic backwardness. Muslims gave their privation a
religious touch calling it Tawakkul (relying on Allah) and
Qanaat (to be contented with what they have). It was a
wrong approach as they misinterpreted the above two
terms”.

He further says: “During the various periods of past the
eminent scholars and thinker’s emphasized trade and
industry as the path to prosperity and progress for Muslims
but they themselves took up trade as their profession to offer
a practical pattern to the Ummah. Their efforts promoted a
trend to trade and a saying become popular that Islam is the
religion that leads to prosperity.” (Teaching of Islamic
Finance and Economics in Islamic Madaris PP 321-22).

It is a fact that wealth and property are Allah’s blessings.
There is nothing wrong if wealth is earned through
legitimate means. It is incumbent on a person to earn
livelihood through fair means for himself and for his family
members and dependents. If he has in abundance he should
help his other relatives, his neighbors and the poor and
needy ones. It is only possible when one is affluent. Even
for defence preparation and for performing Hajj one would
need money. All these are the paramount requirement in
Islam.
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Here, I would like to narrate an anecdote. A person
contacted Sheikh Ibrahim bin Adham at a local mosque and
requested him to invoke Allah’s blessing on him as he was
embarking on a trade expedition. Sheikh Ibrahim obliged
him. After a few days the Sheikh saw that very man in the
mosque. The Sheikh asked him whether he had not
embarked upon his journey. The man replied that he had set
out on the journey. During the expedition he stayed at a
deserted place. He saw that there was an ailing bird not
even able to move. Another bird was feeding it. The idea
struck to him that when Allah Almighty provides sustenance
to an invalid bird at a deserted place, why should he under
go hard labour for earning his livelihood. He should stay at
home Allah will provide sustence to him as well like that
ailing bird. So he did not go ahead and came back. Sheikh
Ibrahim bin Adham said that he was sorry that the person
opted to be like that ailing bird and not like that of the bird
feeding the ailing bird. The man was moved and said: “O
Ibrahim, you have opened my eyes. I will again undertake
my journey’.

Learned Audience, I am sure that the comments by MI.
Mohd. Salim Qasmi will provide intellectual guidance to all
of us and will give a direction to the participants at the
seminar for deliberation.

I once again welcome you at the seminar and hope that your
deliberation will be conducive to the cause of the Ummabh.
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Economic Development of Indian
Muslims: An Introduction to the
Theme

Abdul Rashid Agwan®

The idea of the present seminar, on the core theme “The
Economic Development of Indian Muslims” was actually
conceived by the Islamic Figh Academy of India two years
back in an environment of the nation-wide discussion of the
facts unraveled by the Sachar Committee Report. The
Committee, as it is known to all today, uncovered the
reasons of the Muslims’ educational, social and economic
backwardness in the country. But due to some unavoidable
reasons the seminar had to be postponed. Today it is being
held at the Hamdard Convention Center of Hamdard
University.

During the last two years the theme of the seminar has
acquired even more important dimensions. The environment
developed in the span of the last two years has provided the
Muslim community an opportunity to seriously deliberate on
their state of affairs in the light of entailing government
initiatives prompted by the Report rather than dismissing it
in a sentimental reaction. In addition to this, the worldwide

° Mr. Abdur Rashid Agwan is the President of Delhi based Universal
Knowledge Trust and was the organizer of the seminar.
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economic recession, under the tight grip of which not just
the Muslims but the whole world has been reeling for over
one year, is forcing the world, including the Muslims, to
consider the development model offered by the Islamic
economic system, which holds good even today and can
rescue the world from the monstrous evil of the prevalent
economic system. Present seminar will take into account all
such important aspects of the theme.

In the present age economic development has become
synonymous with the human development. Most countries
of the world have begun today to assess their relationships
with other countries through the economic prism, while
disregarding their ideological and political goals. Liberal
economy, capital market, FDI, sub-prime scam, human
development index, etc constitute today a part of common
parlance. But the real question we are faced with is: Is the
world really going through an economic revolution? Of
course not, today the total wealth of the world is touching
the height of one hundred trillion US dollars. But, on the
other hand, for the first time, since 1970 the number of the
starving human beings is also touching now the height of
one thousand million. Bill Gates, the richest person of the
world, owns hundreds of billion US dollars exceeding the
aggregate GDP of over 140 poor countries. Take, for
example, the case of India, where the number of millionaires
has crossed one hundred thousand a few years back. Equally
expressed phenomenon of the Indian economy is that the
cases of debt-inflicted suicidal deaths, most of whom belong
to the farming class, have crossed the number of one
hundred thousand a year. Modern economic system has
widened the gulf between the poor and wealthy beyond
bridging. This world-wide and nation-wide economic
scenario is badly affecting most part of the population. For
more reasons than one the Muslim community is getting
even more badly affected.
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Today a 38.4% urban Muslims and 26.91% Muslims of the
rural areas are living a life Below the Poverty Line. Their
per capita daily income is not more than Rs. 7.83. More than
60% Muslims have no proper houses to live in. In 1988 the
Muslim ratio in the government services was 4.4%; in 2008
too it is almost the same i.e 4.5%. It is generally believed
that Muslims form an artisan class. But according to a
survey, which was recently conducted in the state of Bihar,
Muslims belonging to the artisan class now form only 2.1%.
The rest find themselves forced to work as labourers on a
daily wage basis or go to cities to work there in order to earn
the daily bread for their families. The Sachar Committee
Report has proved it officially that Muslims are not just
lagging behind other backward classes of the country, but
the situation is worse still. The more unfortunate aspect of
the situation is that the anti-Muslim prejudice, both in the
government machinery and the private sector, has worsened
the situation beyond repair. In a survey jointly conducted by
Zeba Hasan and Tomenen in forty districts of the country,
58% Muslims complained that in their areas no BPL survey
had thus far been conducted. According to the Sachar
Committee Report, the phenomenon of communal prejudice
present every where in the government machinery is
responsible for the lack of civic amenities in Muslim
populated localities. In the last election, a political leader of
Lucknow, Virender Bhatia, depicted the plight of Muslim
localities in these heart-rending words: “While walking
when ends the black, good road and begins the dilapidated
road or half-made way, believe that it is definitely a Muslim
locality.”

May be the state ignores us, we possess sufficient resources
of our own; it is the mismanagement of those resources
which adds a lot to our economic plight. Improvement of the
Muslim Awgaf management may substantially alleviate the
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economic miseries of the Muslim community. If only the
rentals of the Muslim wagfs are collected properly, even
according to the book value, the total sum will go into
thousands of million rupees. The significance of this huge
amount which we might spare for our own development may
be clear by taking into account the fact that in the last budget
of the Union government the sum allocated for the
development of the minorities, including Muslims, was only
a one-third of the presumed wagf rentals, that is only 17000
millions. What adds more to our economic woes is the wide-
spread phenomenon of profligacy. Millions of rupees are
spent every year on the social rites, marriages, etc. Should
we rid ourselves of the extravagance we are indulging in,
this huge sum may surely contribute to our welfare.
Likewise, the number of the repeatedly Umrah-goers is also
on the steady increase. According to an assessment a sum of
21000 million of rupees is spent on this account each year.
This sum exceeds the sum allocated by the government for
the minorities’ welfare schemes. Were it that a part of this
huge sum could be some how channelized for the
community development as well.

This undesired state of affair puts many questions before us;
and in this seminar we are required to look for their answers.
From the long list of those questions the important ones,
however, may be the following ones:
e What is concept of economic development in
Islam?
e [s Islam responsible for the economic plight of its
adherents?
® Does the Islamic system of banking and financing
hold any good for the development and welfare of
the country and the Muslim Community of India?
e  What kind of potentials and economic prospects
are there for Muslims in various sectors like
traditional Muslim artisan professions?
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e How the Muslims can avail of their religious
institutions of Wagqf, Zakat, and of the mechanism
of caring for the poor?, and so on.

Due to the steadily decreasing FDI of America and Europe
the world now is looking for the wealth of the Muslim
world. According to a rough assessment, the surplus amount
of money of the Islamic world is of the order of 28 trillion
dollars. This very huge sum may strengthen any
companionship of the Muslim wealth and the developing
countries beyond any imagination. This state of affair poses
a worthwhile question before this seminar. That is, could
such an amount or a portion thereof, be brought to India?
The Kerala government has taken a recent initiative in this
regard by inviting the sum of one thousand million rupees
and investing it in a project. The other question is: how we
utilize such foreign wealth for the economic welfare of the
Indian Muslim community?

The program of this seminar has been divided into different
sessions with a view to discuss these questions at length and
arrive at viable conclusions. The inaugural session will be
followed by the session which will discuss the concept of
economic and commercial development in the scheme of
Islam. In the second session the talks will be around the
Islamic banking and financing and the related issues. The
third session will cast light on the factors and difficulties
responsible for the Muslim economic backwardness, and the
advice shall be given on how to remove them. The fourth
session will explore the opportunities and potentials for the
Muslim community’s economic development in different
sectors. The fifth session will deliberate on the importance
and usefulness of the Wagqf, Zakat mechanism and other
possible wealth breeding ways and how to apply them to the
welfare of the community and particularly for the alleviation
of poverty. All the participants, drawing to attend the
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seminar from all corners of the country, are expected to take
into account the extraordinary importance of the theme and
offer their maximum co-operation towards achieving the
objectives intended. May we succeed in our objective.
Amin!
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Inaugural Address

Dr. Mohd. Nijatullah Siddiqi*

Almost 65 years earlier from now the late Maulana Sayyid
Manazir Ahsan Gilani, on page No. 34 of his book, the first
ever academic work on the Islamic economic system, had
made a sub-heading in these words: Endeavor towards the
economic development also is a sort of Jihad fi Sabilil Allah.

Having written so, the Maulana wanted to associate the
religious sanction with the efforts meant for the cause of
economic development. But did the Muslims look at their
economic issue through the eyes of their perfect religion?
During the age of the late Maulana Gilani the subcontinent
did not hear clamours for Jihad. Today, the environment of
the subcontinent, rather of the whole world, is full of the
clamours for Jihad. Did any share of this Jihad fall to the lot
of the issues of the economic development of our backward
community? So far we find nothing to support this idea. The
Muslims, like all other people of the world, too make
endeavors towards their economic improvement. Had they
made such endeavors taking up it as a sort of Jihad, the
things would have been substantially different from what

° Professor Mohammad Nijatullah Siddigi is a renowned Islamic
economist and an international Faisal award laureate who presented this
inaugural address in the seminar.
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they stand today. Like all other acts of the religion, Jihad too
is subject to the pious intent. If the economic Jihad is
undertaken with a pious intent, it will demonstrate the noble
Islamic values and character with no shades of indolence
and insufficient preparations often noticeable in the
economic efforts the Muslims make. The Holy Prophet
(Pbuh) has taught us to carry out the work with indigence
and perfection. To quote the words of the Prophet (Pbuh):

i o A3 KAaT Jee 13) Cany il ()
Allah Tadla loves that, whenever any one of you
does a work, he should do it with utmost indigence
and perfection.1

If the economic efforts are done while regarding them a part
of the overall concept of Jihad fi Sabilillah, this sense will
not leave those efforts unbridled of the social consciousness.
This very consciousness makes the individual a true and
sincere servant of the society. It is the same consciousness
which, for the most part, renders a man a rival to others and
inspires him to wage war against them, makes him the
supporter and well-wisher of others. For the same is the
demand of the belief and monotheism and of being all the
human beings the children of a single father, Adam.

It will be a mistaken notion to think that the Islamic spirit of
well-wishing and sincerity towards others negates the
healthy competitive spirit which prompts the people to
compete with each other in the economic field. And, which
makes them do what is at their disposal out of their
intellectual creativity, inventive ability to outshine others
and use it for the benefit of the whole humanity. The Islamic
brotherhood, God-consciousness and the God-fearingness

! Baihagqi: Shudbul Iman, with reference to Faizul-Qadir of al-Manawi Vol
1.2 P. 282
Published by: Ihyaus Sunnah al-Nabaviyah, Hadith No. 1861
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never negate the competitive spirit in the economic field.
The only condition is to hold fast the truth and honesty
under any situation. A believer believes in the fact that what
he may do is the start and making effort. The completion,
however, is entirely in the power of Allah. Therefore, a true
Muslim believes that the treasure of Allah is vast beyond
imagination. He can give all, more and more. To find his
share needs no deprival of others of the legitimate fruits of
their endeavors.

Had the general Muslims taken up the issue of economic
development as a part of the overall concept and obligation
of Jihad for the cause of Allah, they must have been in touch
with the Ulama, and then come to the field of economy, and
the Ulama and the men of Islamic learning would have
provided them proper guidance for this area of Islamic
Jihad. But, unfortunately, the situation speaks not of such a
thing. Thousands of books are published each year on
different aspects of the religion, but no book is available on
the economic Jihad. It is because of that the effort directed at
earning a livelihood and the economic betterment is
regarded by the Muslim masses a purely worldly affair. The
learned Muslims, on the other hand, think that Islam puts no
limit on the amount of profit one may gain in one’s business
enterprise, and nothing else except this.

To the present select gathering of the venerable Ulama, I
would like to submit that they should remind the Indian
Muslims the lesson which was imparted to them by Maulana
Gilani and other men of Islamic learning. You, the class of
the Ulama, are simultaneously asked to encourage the efforts
meant for the economic development of this backward
community and are coming into being under different names
like co-operative societies, self-help groups (SHG), micro-
finance, etc. To my opinion, it will not be a better course for
the Ulama to take initiative towards launching such
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institutions as it is a job entirely different from what the
Ulama have traditionally been doing. While the former’s job
involves the collection of the surplus wealth from Muslims
under the banner of Islam itself and then investing and
utilizing it to generate more wealth, the latter is to run the
Islamic seminaries on the basis of the contributions collected
from the Muslim masses. The latter job of course requires
different abilities. For the former job, the Ulama should
forward the Muslims in possession of the ability of
maintaining the accounts of the profit in the mobilized
savings, deduction of the taxes, distribution of the profits
among the account-holders, etc. The Ulama are better
advised to keep themselves associated with the
dissemination of the Islamic learning and improve the
quality and standard of their work at its different levels-
primary, middle and the higher stages. May Allah help us
all!
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Blessing Message

Mr. K Rahman Khan®

MI. Dr. Sayeedur Rahman Azmi Nadvi, Prof. Dr. Nijatullah
Siddiqi, MI. Khalid Saifullah Rahmani, Mr. Abdur Rashid
Agwan, MI. Badrul Hasan Qasmi, Respected Audience,
learned friends and elders.

I express my deep gratitude to the Islamic Figh Academy
particularly MI. Khalid Saifullah Rahmani, for having
inviting me to attend the seminar. I am sorry that I was
unable to attend this epoch making Seminar. My
compliment to Islamic Figh Academy for holding a seminar
on such an issue that is of an immense significance for the
economic development of the community. Particularly in
India where the society has a composite formation. Muslims
are the largest social group and have their own social
academic and economic problems. Apart from the steps
taken by the government to address these problems, the
leaders of Muslim social groups should also come forward
to resolve these problems. It is not something reasonable
that a social group solely depends on the steps taken by the
government for its social and economic welfare. Every step
taken by a social organization or group is always welcome.
The topic of the seminar “Economic Advancement of Indian

* Deputy Chairman, Rajya Sabha (Upper House of the Parliament)
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Muslims — Situation and Opportunities” has impressed me a
lot.

Today Indian Muslim is standing at a cross road. On one
side he is haunted by the complex that he has been
discriminated against because of his religion. He is being
denied of his fundamental rights he enjoyed as an Indian; on
the other he confronts many challenges in his endeavour to
lead a dignified life in his country. He is disturbed with the
idea that the leaders of the community have for the last six
decades been unable to develop a sense to face modern
challenges. The fact hurts him that his religious and social
leaders have been exploiting by exposing him to the emotive
issues. They have not taken any serious step to resolve the
real issues of the community. They have not told him how
to move forward braving the impediments and challenges.
A viable society confronts the challenges and proceeds on
steadily. We cannot blame Muslim masses for this state of
affairs; we know that Indian Muslims have been facing
unfavourable conditions, we as a collective lot are
responsible for it. Although conditions appear to be very
discouraging but with Allah’s favour prospects and
potentials are also so wide that if we step forward in unity
and unanimity without relying upon government charities
we can remove all the impediments in our own way. We
have to have confidence in our capabilities and faculties.

In today’s world of competition and free economy the
prospects of economic development of every society are
vast. It is hoped that this conclave will identify the sectors
where Indian Muslims can move forward.

Ways and means are the basic requirement for any economic
endeavour. If we cast a glance at the existing economic
scenario of today’s world, banking system is the sector that
provides wherewithal for economic activities. The existing
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banking system functions on the basis of interest, Islamic
Shariah does not allow it. So a larger section of Muslims
cannot benefit from the banks. To introduce banking and
finance system based on the Shariat norms is a justified
demand and valid under the provisions of our constitution.
During the last three decades Islamic banking system has
made remarkable progress and has emerged as an alternative
to the banking system based on interest. Many countries
earlier hesitant are now convinced that Islamic banking
system and the economy based on Shariah law is more
durable and resists the inflationary trends. It is a fact that
most of the financial instruments of the existing world are
based on the Shariah principles. But, in India, there is still
an atmosphere of uncertainty whether the Islamic banking
system will be successful here or not? Most of the financial
institutions functioning in Middle East and Europe have a
trend to have investment. In India we need such institutions
that will ensure economic upliftment of Indian Muslims.

With reference to Islamic banking, I would like to submit
that it is being felt at the policy making stage that the
existing financial instruments can help Muslims in their
savings but are not instrumental in economic upliftment. I
would like the experts participating at the conclave to evolve
such a banking system that is based on the existing financial
system but does not rest on interest. If we are able to
convince that we have an alternative system that is
competitive to the existing financial systems and can help
the borrowers, as soon as we will have such a model. I am
sure we would be able to convince the government
concerning such financial institutions that will go a long way
in improving economic conditions of Indian Muslims.
Indian Muslims and their leaders failed to utilize Waqf
income for the economic and educational upliftment of the
community. We clamour against government apathy but
forget Wagqf properties released from the legal occupation
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and misuse by the Mutawallis and others, these
unscrupulous ones claim to have hereditary rights on the
Wagqf properties and misuse them for their personal ends.
We are anxious for something that is not in our possession
but care not for what we have with us.

As per the assessment of Sachar Committee and the Joint
Parliamentary Committee on Awqaf, the Awqaf have
150,000 acres of land but it is not being utilized for any
useful purpose. If this valuable asset is protected, developed
and properly utilized, it would revolutionize our educational
sector.

Muslims and their leaders should not offer alibis for the
economic backwardness of the community. There were
ample opportunities, disputes and hurdles to work unitedly
for the economic upliftment and to have political clout. Let
us come out of our mental confines and a complex that we
are being neglected or we are the victims of discrimination
and we are tacking in opportunities. If we are overwhelmed
by such a negative approach we will never be able to move
forward.

Insha Allah, the future of Indian Muslims would be a bright
one provided they cultivate a sense of self confidence and
brush away their inferiority complex. They must not blame
others for their own short comings. Allah does not help
those who fail to help themselves.

I once again thank the organizers of this conference and

extend my felicitation for holding this conclave. May it
succeed in achieving its goal!
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Key Note Address

MI. Khalid Saifullah Rahmani*

Praise be to Allah the Lord of the Universe and peace and
blessings of Allah may be on the chief of the Messengers, on
his family, all his disciples and whosoever followed them on
the righteous path till the Day of Judgment.

Mr. President, respected elders, eminent Ulama and learned
scholars!

Islamic Figh Academy (India) is going to complete 20 years
of its existence. During this period, the Academy has held
19 national and international Seminars. About 156 modern
issues were taken up in these seminars for discussion and
deliberation in the light of Islamic jurisprudence and
resolutions were adopted concerning the undertaken issues.
Workshops, extension lectures and training programs were
also organized and they have been quite advantageous.
Books were published in Urdu, Arabic, Persian, English,
Hindi, Malyam, Telgu, Bangla and Gujarati languages.
These volumes provide information on issues related to
academics and research. The most significant point is that
the Academy has concentrated its attention on training and
transforming chosen people for the academic pursuit.

* General Secretary, Islamic Figh Academy India
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Today, a large number of young scholars and Ulama are
engaged in research on various Fighi issues thanks to the
endeavors of the Academy. The present seminar is also the
part of Academy’s efforts. The topic of the seminar may not
be a Fighi one in the strict sense of the term yet it is
certainly an extension of the Figh Al Hayat. 1t is related to
earning. We cannot imagine of human life without earning.
Islam has motivated men to earn their livelihood and has not
described it as alien to piety as in some other religions.

If we wish to explain Islamic points on this subject these can
be summed up as under:

(A) Like all other aspects of life, Islam teaches moderation
in economic activities (earning) also. Islam has termed
wealth/earning as a virtue (Al Baqra-215) and Allah’s
blessings (Al Juma-10). It shows that Islam wants men to
earn to discharge their obligations towards others. There is
nothing wrong in earning. In some cases it is desirable and
even obligatory. The Quran exhorts at 32 places with a
difference of style and address, to pay Zakat while it is only
once when Zakat acceptance has been mentioned. It is a
dedicate indication that the Quran wants believers to be
wealthy and the poors should be less in number. Allah’s
messenger (Pbuh) has described it in a Hadith that the upper
hand is better than the lower one (Bukhari chapter Zakat).
He (Pbuh) has declared lawful earning the foremost
obligation after Salat (Prayer). So it is a desirable and
collective action to take steps for the economic upliftment of
Muslims, to deliberate on the issue and to plan for this

purpose.

(B) One of the basic concepts of earning in Islam is that
earning and expenditure should be in a way that is not
detrimental to the society. So gambling is prohibited as it
causes wastage of money of many people and man is warned
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to usurp other’s wealth through unfair means. Trading in
drugs is also not permissible as it is injurious to human
health. Hoarding has also been prohibited as it is a profit to
the hoarder but loss to the entire society. Similarly
restrictions have been imposed on certain kinds of spending
particularly on profligacy which is not allowed as it leads to
economic ruin and people fail to spend their money on
health and education and other advantageous items.

(C) Islam lays paramount emphasis that wealth should not
be monopolized in a few hands only. But, it should remain
in circulation to the possible extent. “Which Allah has
bestowed upon His messenger as spoil from the rural people,
it is for Allah, His Messenger and his kith and kins, for the
orphans, and the destitute and wayfarers. So that it should
not be accumulated only among the wealthy from amongst
you (Al Hashr-7)”. So even if natural resources are formed
in a private field, a sizeable part of it goes to the Baitul-Mal
(Public Treasury) so that common people are also able to
benefit from it. Rules for inheritance were laid down. Zakat
and Ushr (Title) were declared to be obligatory. Thus,
concentration of wealth in some hands is declared
undesirable.

(D) Islam has a natural concept of profit. Usury has been
declared as prohibited since it is not a natural means of
profiteering. Money itself cannot earn money. The lender,
however, thinks that the money borrowed by some one will
definitely earn profit.  Similarly, Islam gives much
importance to human labor. It is a natural phenomenon that
money with human labor ensures profit. Partnership in
business and agriculture has an important place. In
investment under the former, one person invests his money
while under the latter one man’s land is cultivated by a
second partner. This is also possible under this arrangement
that the partner who labores may get a bigger share in the
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profit. As already stated not only in the Islamic economic
system but also in the entire system of life, it has been
ensured that there should be no action that violates the laws
of nature. That is why Tahligi Habl, Hazerul Badi, Tanagis
and Ehlikar have been made prohibited as they cause un-
natural fluctuation in prices. Nowadays, demand is created
through advertisement, Islam does not approve of it. Allah’s
messenger (Pbuh) has repeatedly warned against any
misrepresentation as cheating in business. To exaggerate the
merits of an item and to conceal its demerits is also part of
this cheating. The business advertisement resort to this kind
of false propaganda.

During our era two major economic systems have emerged.
Communism has since collapsed on the land of its birth. In
some other regions where it is still in force, it has retreated
from many of its fundamentals. Communism could not
reconcile itself with the laws of nature. Allah has bestowed
upon human beings different capabilities. These capabilities
play a vital role in the economic development. How can
there be economic parity among all people? Similarly, man
has a natural instinct to work hard for a thing that he ownes.
When he is not the owner of something, he will not be much
interested to work in devotion for what has been owned by
the society. But the exponents of communism refused to
recognize private/personal ownership and the concept of
collective ownership was made the state policy. The result
was that people lost their interest in working and economic
development suffered badly. Islam lays emphasis that every
one must get basic economic amenities. But it is not
necessary that every one should have an equal economic
status in society. Islam stands for personal property but at
the same time it makes it mandatory that those who have,
must help the have-nots. Natural resources in Islamic
Shariah are under the control of administration, so that
everyone can be benefitted from it.
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Capitalism is also undergoing a serious crisis. This system
has made humans so small that it has trampled all the moral
values. The worst characteristic of capitalism is usury and
gambling (speculation). These are the un-natural means of
earning. Under this system only profit matters and human
labor has no value. This system allows hoarding, weaker
sections of society badly suffer due to it. Consumerism is
promoted through artificial means. Advertisements with
attractive offers shape the mood of the society, people get
inclined to those offers, they spend more than they earn.
Through this the capitalists earn more and more profit.

It widens the gap between the poor and the wealthy. Under
these circumstances, it is necessary that we introduce
Islamic economic system with all its merits and logical
aspects and we should exert and assert that the humanity
cannot prosper without a system based on natural justice.

Gentlemen! India is a country that abounds in expertise and
known in this regard in Asia, Europe and the USA. Millions
of Indian experts have been working in these countries and
they have earned laurels for their meritorious services.
Among them are Muslims in sizeable number.

In India, Muslims are the second majority or the largest
minority. India has the largest Muslim population after
Indonesia. Muslims have ruled various regions of the Indian
subcontinent. But, today the Muslim community is the most
backward section of the Indian society. As per the survey
conducted during 1999-2000, 24% Muslims in urban areas
and 31% in the rural areas are living below poverty line
(BPL).

According to a national survey, 20% people were those

whose average per capita income in urban areas was Rs
1120 while in the rural areas this average was Rs 615 per
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month. This average on national level is 16% and 15%
respectively. Among the Muslims this average is only 16%
and 12%.

There are four main sources of earning, Agriculture, Trade,
Employment and Industry. It is a fact that Indian Muslims
have had no interest in business. In Hyderabad Deccan, the
princely state that was merged with India in 1948, Hindus’
ratio in trade was much higher than Muslims.  After
independence a large number of wealthy Muslims migrated
to the new land. Those who remained were economically
ruined during the communal riots. Trade and economy of
Muslims was the main target in those riots.

Muslims had an aptitude for government services. But,
Muslims remained in the fore front against the colonial
rulers. The British regarded them as their main enemy.
They were of the view that since they have usurped power
from Indian Muslims, so they should be crushed. Under this
vindictive policy, Muslims were deliberately kept away
from government services. After independence, migration
of Muslims and the elimination of Urdu as the official
language, their ratio in government services reduced to a
great extent. Communal prejudice also played havoc with
Muslims. Huge sums of money are required for investment
in industrial field. Muslims being economically backward,
also lagged behind in the sphere of industrial development
on an average they own lesser once of agricultural land than
others.

Learned audience! In this perspective some points need to
be taken into consideration for the economic advancement

of Indian Muslims, under the prevailing conditions.

1. Investment potentials have become very much limited for
the Indian Muslims. Since interest is not permissible in
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Islam and the contemporary banking system is based on
interest, most of the Muslims do not like to have financial
dealings with these banks. Similar is the case with insurance
companies. They also function on interest and speculation,
so Muslims avoid the insurance too. They have some
options in stock exchange business but many of the
companies are engaged in business that is not permissible in
Islam. So Muslims cannot benefit themselves from Mutual
Funds also. However, it is something encouraging that
Muslims have set up such institutions that identify
permissible and prohibited business activities of these
companies.

Under these conditions, setting up of Islamic financial
institutions in India is of immense significance. It will
facilitate the investors a permissible profit and Muslim
traders and industrialists could get money on the basis of
partnership (Shirkat wa Mazarbat). They could also get
money from Islamic cooperatives. If Islamic banking is
introduced in India, it is hoped that many capitalists from
Muslim countries might transfer their money to these banks.
If the government of India allowed Islamic banking, it will
fulfill an earnest desire of Indian Muslims at the same time it
will be helpful in the economic development of our country.

2) Another important point is how to raise literacy and
education among Indian Muslims? As per the census data of
2001, literacy ratio among Muslim men is 62% and 51%
among females while among Hindus it is 65% and 53%
respectively. This is the lowest rate of literacy among the
religious communities in India. In the Jain community this
rate is 94% among males and about 91% among females,
even in the Buddhist community considered the most
backward one, the rate of literacy is 73%.
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According to the census of 2001, ratio of Muslims in the age
group of 15 years and above is 25.45% at the primary school
level, 13.86% at middle school level and 7.78% at secondary
and 3.43 at the higher secondary level. At graduation and
post graduation level it is just 2.5%.

The number of school going children among Muslims is
61.9%. While the national ratio of school going children is
72%. The drop out rate among Muslims at the age group of
6 to 14 years is 7 % while this rate at the national level is
4.8%. Although during the last two decades, Muslims have
been turning to education particularly in South India.
Muslims have set up their educational institutions in large
numbers, still we are lagging behind in this field.

Economic development has always been essentially related
to education. But in the contemporary era its significance
has increased to a greater extent. Muslims cannot come out
from the backwardness unless they make progress in the
field of education. Government has taken steps for the
educational upliftment of Muslims. But keeping in view the
magnitude of backwardness these steps are not sufficient.
Muslim organizations should also join hands with the
government, particularly to help those young students who
dropout on various pretexts.  These organizations /
institutions should provide coaching to Muslim graduates for
competitive exams.

3) Muslim traders, industrialists and farmers also need
proper guidance. There should be expert advisors who could
identify the craft/trade that may be advantageous, which
industry would be better to invest their money in, which
cultivation and which region will yield better output and
what are the opportunities of its consumption, where Muslim
traders, exporters and farmers can export their products?
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Such institutions that provide this consultancy service will
go a long way in promoting business prospects of Muslims.

4) One of the significant point is that Muslims should be
motivated to join business. They should have a mind set to
adopt trade as their profession. Trade is a self chosen
profession under moral conditions, it does not need
government help nor of private companies what needed is
determination, dedication and courage, insight and diligence.
According to some jurists, trade is superior to the other
means of earning. Allah’s Messenger (Pbuh) himself was a
trader, Abu Bakr, Umar and Usman were also business men.
Most of the Mahajir (Emigrant) disciples of Allah’s
Messenger (Pbuh) had taken up trade as their profession.

5) To provide means of livelihood with dignity to the
illiterate/semi literate Muslim males/females, is also of
tremendous significance. Micro finance could help a lot. It
will go a long way in eliminating social evils that are the
result of poverty.

Gentlemen! The objective of this seminar is to deliberate
upon the economic upliftment of Indian Muslims within the
framework of Islamic Shariah. We have to lay down
directive principles for it, to ensure that Muslims are
encouraged out of their economic backwardness and play
their role in the economic development of the country as
well.

Potentials for the Islamic banking should also be debated,
efforts should be made for its introduction in India. It is
worth mentioning here, that the Academy has from the very
beginning been laying emphasis on interest free banking.
This issue was discussed in its 2™, 3™ and 4" seminars. A
report was compiled in collaboration with economic experts
and jurists. It has already been published. 22 issues relating
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to Islamic economics have been taken up for deliberation at
various seminars.

The Academy has held this seminar while deviating from its
conventional seminars. The economy helps a Muslim in his
worldly affairs. Economically backward communities suffer
from inferiority complex and can not move ahead in the
intellectual, cultural and even religious fields. Some times,
this situation causes their deviation from the right path and
they fall pray to apostasy and infidelity. As Allah’s
Messenger (Pbuh) has said that poverty leads to disbelief
(Behaqi). May this seminar provide guidance to Muslims!
May it be fruitful as regards to the achievement of its goals
and targets!!. Amen.
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Concept of Economic Development
and the Islamic Teachings

MI. Dr. Sayeedur Rahman Azami *

Venerable Ulama, intellectuals of the community, experts in
economic affairs and the distinguished gathering present
here!

For two days you have continually been hearing the ideas
vis-a-vis the economic development of the Muslims in the
Indian context. What type of steps may be, or should be,
taken towards the Muslim economic development in India;
and what are the principles and the set of rules laid down by
Islam for this objective of high value have been put before
you here, and many of the listeners have noted down all
such important points.

Economic concern, as a matter of fact, occupies pivotal
importance in the whole edifice of the human life; and for
leading a peaceful life in this world, man cannot afford to
disregard his economic issue. The concern for the economic
improvement comes just next to the matter of worship.

* Principal Darul Uloom Nadwatul Ulama, Lucknow and
Chancellor, Integral University, Lucknow. This is presidential
address in the valedictory session.
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Whenever I ponder over this important issue, many verses of
the Holy Quran attract my attention. To my opinion, these
verses are, by a way, related with economic issues of human
beings. I do not expect all the men of Islamic knowledge to
necessarily share my thinking vis-a-vis these Quranic verses:
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And he taught Adam the names of all things; then he
placed them before the angels, and said: “Tell the names
of these if ye are right.” They said: “Glory to thee: of
knowledge, we have none, save what you hast taught
us: in truth it is you who art perfect in knowledge and
wisdom.” He said: “O Adam! tell them their names.”
When he had told them their names. Allah said: “Did I
not tell you that I know the secrets of heaven and earth
and I know what ye express and what ye conceal.”

As far as I think, the verses just quoted are, in a way, related
to the economic matter. These verses clearly speak that the
human beings were already taught how to manage the life on
this earthly planet, abiding by the Divine commands and
directives. Those commands undoubtedly include the
problem of economy. Undeniably, the economy is the
mainstay of human life. From among the religions existing
in the world it is only the religion of Islam which has offered
a complete and perfect set of economic teachings. But,
unfortunately, Muslims for long have been heedless towards
those noble teachings. We noticed the enormity of the
situation only when we come to realize that our economic
issue as well as our economic resources had been hijacked
by our ideological and military rivals. We have just heard a
paper which discussed the Globalization and its various
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dimensions. Globalization is intended to manage the
possession of all the economic resources, and the pioneers of
the concept had a strong wish to manipulate those resources
in order to serve their own interests. From those resources
they are giving to only those who stand associated with
them, and denying others who refuse to dance to their tunes.
Even the sums of Zakat of Muslims are being collected by
those cunning and dishonest manipulators, by an
unscrupulous Muslim leadership. I personally know, even
and experienced at more places than one, that Zakat is being
paid to the Red Cross. For the people are forced to do so,
and violation of this policy may attract the wrath of the
governments. Through the channel of Red Cross the sums of
Zakat are being given to that forceful anti-Islam state which
you perhaps know well.

All such destructive developments have made us realize the
grimness of the state of affairs. Hit by the enormity of the
situation, and seeing than openly dishonest manipulation of
our resources, our sense of loss is getting strong, which has
imparted us an acute awakening. We are required to first
understand the different dimensions of the concept of
globalization and then make sustained efforts to regain
whatever we have thus far by and structuring our economy
after the Islamic teachings. We strongly believe that our
success lie in following the Islamic methodology. The fact
that the Quranic teachings include those related to the
economic affairs is self-evident. The largest verse of the
Quran touches upon many aspects of the economy. Our
enemy is very active; he first made sustained efforts to
impoverish us and take us away from the true Islamic
teachings. When he failed in doing so, he is now trying to
dispossess us from our material and natural resources.

Again, what I am trying to say is that we now stand in
earnest need to strengthen our economy. Thanks to the
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teachings of Islam, we have at our disposal an unmatched
economic system. Perhaps the same is the reason which is
prompting us to introduce the Islamic economic teachings to
the curriculum of our religious seminaries as a separate unit,
although it constituted a part of their curricula since earlier.
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Valedictory Address

Shri. Salman Khurshid®

Respected Maulana Khalid Saifullah Rahmani, Abdul
Rashid Agwan, Abdul Rahim Quraishi, Dr. Zahid Ali Khan,
Dr. Rahmatullah, M. H. Khatkhatey, Shariq Nisar, revered
Ulama and Dear Friends.

I deem it a privilege that you have invited me to this
seminar. Certainly there was some expedience of Allah
Almighty that we have a chance to interact with each other.
I regret that I could not attend yesterday’s session. I had
some engagements. But since I had promised, I have
attended today. All of you deserve our extreme thanks that
you have been doing such an important and best work for
the country and the community.

I will not go in much detail at this juncture that the issue
needs more attention. What I have gathered from Maulana’s
briefing is that there is still room for details. I can definitely
tell you that reference has been made here to Honble Dr.
Manmohan Singh and I can say what his desire to do
something for Indian Muslims on solid grounds that will
prove that we are sincere in our endeavours. There is a
question mark on our country; there is no doubt that we may

° Minister of State, Company and Minority Affairs.
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have committed some mistakes. No one can feel this sting
then we ourselves. We gained nothing. We were not
steedfast and firm. If there were those among our ranks who
thought that we would gain something, but there was no
gain. If there was a short lived political gain or temporary
reprieve it cannot be called a gain. How history will judge
us? What is worthwhile is that where would we stand in the
eyes of our posterity?

Relief and further relief to heal up the wounds was not
enough. It needed perfect health for the wounded ones
particularly the minorities deeming it an obligation,
Honorable Dr. Manmohan Singh set up the Sachar
Committee. Earlier the committees whenever constituted
were meant for the minorities. It was for the first time that
Sachar Committee was formed exclusively to look into the
issues confronting Indian Muslims and to suggest their
redressal. The recommendations of the Sachar Committee,
on such issues we have not yet taken any decision as was
just referred to by Dr. Mufti Zahid Ali Khan in his address it
relates to legislation. Keeping in view the relations between
centre and the states, we were auxious that the states should
have no cause of complaint that centre is interfering in their
sphere of authority. We often face this charge that we
intervene too much in the state affairs; of course, we will do
it whenever necessary.

Recently, many journalists had pointed out how the Waqf
properties were ruined. A committee was therefore set up to
look into the issue. In the light of the recommendations of
the committee we contacted the law ministry. After taking it
up with the law ministry, we will take steps for registration
when it will be produced to the parliamentary committee. [
am sure, we all will submit our views and suggestions to the
committee. If there remains some lacuna, it will be
removed.
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We wish to have a system that is based on Shariah and
compatible with the prevailing conditions in the country.
Giving it a practical form, we may introduce an ideal Waqf
management system to be an example for the world.

Our system for Hajj pilgrims also needs reforms, there is a
hope that within next four or five years we will be able to do
something in this regard. We would require to have your
views on this issue also. On the Awqaf system, I hope there
would be no flaw or shortcoming that will attract your
criticism. The suggestions you have put forth, we will Insha
Allah concentrate on them as well.

Concerning Islamic banking, Maulana just pointed out that
people are worrying that why Islamic word is being used for
it, we may call it non-interest banking system or alternative
banking. This is not your concern only. In the US when the
country is in the grip of economic crisis, debate is heating up
within the American banking sector that whether it is the
interest system that has pushed the entire world in this
devastating financial chaos. So we should discard it all
together. They are therefore in the look out for an
alternative banking system. In our country also, the Reserve
Bank of India, has compiled a report on the issue. You may
be knowing of it. The report has been circulated. The UTI
has taken keen interest in it, taking a major step in Shariah
capital formation and Shariah investment. I hope there are
people in our government who are interested in promoting
non-interest banking and alternate banking system. What
suggestions you will adopted at this seminar, I will not only
submit them to the Honorable Prime Minister, but we would
see to have a meeting with him of your delegation. We
would enlighten him how we have been engrossed in our
consistent efforts to provide a solid base for our country.
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One more point I would like to stress here is that we have
been suffering from inferiority complex. If we have pushed
ourselves back in this dreary complex due to apathy of a
government or administration, we cannot absolve ourselves
for this state of affairs. During the last 50 years, steps have
been taken to improve the conditions. This is for the first
time during the past half a century, we were caught in an
inferiority complex and were dithering that if we did some
thing we would be blamed that a new partition was being
encouraged. We should make it clear that we are not
responsible for the partition of India. Indian Ulama were
deadly against partition. There were scholars, and a strayed
lot, who propounded the theory of partition for their vested
interest. India was divided but this bifurcation solved no
problem. Those who emigrated to the new land, what is
their plight and under what circumstances we have been
living? We had to face unfavorable conditions. We suffered
humiliation and disgrace and a fear psychosis. I would not
mention the state where we witnessed these conditions. But
today we are in a better condition than those who left for a
new homeland.

We wish you to be happy. All Muslims should be happy.
But don’t do something that put us under more pressure.
Often it so happens that wrong is done by others but blame
comes to our head. But under no circumstances we should
be self conscious. I think here majority is of those who had
nothing to do with the partition. So why should we take the
blame upon us. We have contributed a lot in the formation
of this country. We were in the forefront of our freedom
movement, our Ulama had spearheaded the freedom
struggle. So we can declare with pride that we have a right
to demand for something and also to bestow something. We
will demand for our right and we will offer for our country
everything we have. What we will demand, will be without
selfishness, without self consciousness. But we want some
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modification in all the institutions of our country. We are
not the solitary reaper. There are many who raise their voice
for such reforms and changes. If we have good advice, so
we should come forward with it that what changes we want
in our system, whether it is on the basis of Sachar
Committee and beyond it.

As we know, reservation is one of the issues. When it is
raised, it is greeted with objections. Here I would like to
submit a basic point, as we have congregated here to
deliberate upon the welfare of Muslims as well as their
rights. We must therefore ponder upon it that what our
rights are in this system and under the system of the
government of India and how these rights could be achieved.

It has been enshrined in our constitution that no reservation
would be allowed on the basis of caste or creed. But
reservation was granted on the basis of caste and no one
dared to raise his voice against it. We were aware of the fact
that our Dalit fraternity had suffered discrimination and now
they deserve social and economic rehabilitation. We did not
demand our right at the time of drafting of our constitution.
We said let our backward classes should have their rights.
When they got it then we demanded that backward classes
among Muslims should also get their rights as other
backward segments of the society have been rewarded with.
This is what we had demanded we are glad that in Kerala,
Tamil Nadu, Karnataka and Andhra Pradesh, this right has
been given to us. In Andhra Pradesh, it is yet to be awarded.
The court has rejected it for three times. Now, the apex
court has allowed five percent (5%) in government services
for the past two years.

We have been waiting for their decision on the model of

Kerala, Tamil Nadu, Karnataka and Andhra Pradesh, we will
introduce a bill in Centre to allow reservation to the
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backward classes. But it would not be conclusive one.
Under the prevailing political conditions 10 or 20 thousand
jobs may be provided but how to provide more jobs. So we
have approached the private sector requesting them to
provide training to the young Muslims from the backward
classes of the society and ensure their placement in their
establishments when training is over. If they are hesitant,
we will pay them for providing the training. If they fail to
provide them employment, then we will demand our money
back that we had paid for their training and you will have to
pay it back. There was a time when tax exemption was
allowed to install factories in backward areas. For five
years, the industrialists were not liable to pay income tax.
Now, we may offer to the industrialists that if they offer
employment to the backward Muslims, they will get 2% or
3% tax relief. Those willing to benefit themselves from this
tax exemption will move forward. In public sector we may
get 20, 30 or 40 thousand jobs but in private sectors
hundreds of thousand jobs would be available. We are
lacking in expertise. Leather industry, embroidery, knitting,
garments, motor car, Maruti or other models and other
leading companies are there where from they will get labour
and experts. The companies which want to introduce their
ornaments in the global market, where they will go in search
of workers? We should not confine ourselves to Maruti
only. We should approach Infosys Computer Industry to
employ our young computer engineers. I am glad that when
I talked on this point the Infosys officers told me that they
found many talented and promising boys from a locality we
had never expected. Now, these young experts have been
earning more than 2 lakh a month. I regret that we were
overwhelmed by a sleep. Sense of inferiority. We were
afraid that if we will ask for something, we will be denied
our rights; such a complex will lead us no where. I assure
you that I will do my best and at the level of the government
also, we would do every thing possible for you and for your
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children. I think our courage and amuliation will help us to
move forward to a longer distance.

I am grateful to you for having invited me here. I
acknowledge that what you have been doing is something
very much significant. You had just mentioned that
payment of Zakat is also worship. I think we have not just
offered the Maghrib (Evening) prayer, but we have been
busy in worship here during our day long deliberation. No
doubt, it is a superior worship and you have given me an
opportunity to join you in a worship for which I am
extremely grateful to you.

The papers presented at this conclave whether in English or
Urdu, if their translation is made available to me, I will
forward it to all the concerned government departments.

A close friend of mine, has come here from Lucknow, let
him see that there are not political slogans and complaints
and laments but there is a bona fide passion to do something
good for the country and community; kindly witness it
yourself and convey to others that we must come together to
do something for the Indian Muslims. The partition had
shattered and weakened us, now rising above the complex;
we must stand to raise the advice of our dreams and till
those who want to see us divided, not to be lost in false
hopes.

I once again express my deep gratitude to you and regret that
I could not spare more time for the seminar. But this is not
the end of this interaction or relationship, quest and
endeavour has just commenced. This is the beginning, not
an end. We would proceed on with an ambition to move
forward to the last extent. The success will be surely our
fate.
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The Economic Sufficiency — from an
Islamic Perspective

Dr. Khalid Shuaib*

All praise be to Allah, the cherisher and Sustainer of the
worlds! Prayer and peace be upon His Messengers, our
master Muhammad and his family and companions and
followers!

The foundation of Islamic Law to achieve the interest of
people with the evidence of Allah says: “We sent you not,
but as a Mercy for all creatures.” (Prophets: 107) The
requirement of Mercy is to achieve the interest by bringing
benefits and removing harm.

Among the most important interests that the Islamic
legislation seeks to achieve is the interest of the material
sufficiency. There are lots of commandments and regimes
came in our true religion to achieve this interest, I shall
mention the three rules and regulations of these provisions
as follows:

¢ Department of Education and Culture, University of Kuwait. Here are
his special remarks presented in the inaugural session as the guest of
honour.
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1-Obligation of Job and Earning Money:

Allah the Almighty has ordered us in the Holy Quran to
work and struggle for living, as He said: “Work
(righteousness): soon will Allah observe your work, and His
Messenger and the Believers.” (Repentance 105)

The Prophet (Pbuh) said: “Nobody ate the better food than
he eats by his hand’s work, The Prophet of Allah David was
eating from his work.” Narrated by Bukhari. The Ulama
said: The Prophet (Pbuh) singled out the Prophet David
although the whole fraternity of prophets and apostles were
eating from the work of their hands, because the Prophet
David (Pbuh) was a king, yet he was eating from his work.

The texts which indicate the earning money include a Hadith
of Prophet (Pbuh) that a man passed by the companions of
the Prophet of Allah (Pbuh). They saw his strength and his
activity then said: If this was in the way of Allah! The
Messenger of Allah (Pbuh) said: If he seeks out the young
child it is for the way of Allah, if he seeks out the old aged
parents it is in the way of Allah, if he seeks out the modesty
to tally released himself it for the sake of Allah. But if he
seeks out the hypocrisy and brasting it is in the way of
Satan. (Narrated by Tabrani and its Narraters are True,
Targheeb 2/524)

Our Jurists have been interested in describing the rules of
earning, even Imam Muhammad Bin Hassan Shaibani (d.
189AH) composed a book called the Book of Gain. Imam
Sarkhasi explained it in which he said: The denomination of
all Sunni jurisprudents is that the estimated earning is
essential duty if he has children and wife. The earning is
compulsory as much as competence.
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If he debtor the acquisition as required by his debt imposed
on him by paying off the debt owed him (the book of gain
96-123) And the types of gains are money, due to the three
assets: agriculture, trade and industry, and all urged by
Islam, and wanted it, and there are many texts clear
regarding this.

The financial economical problem in western thought
represents uncontrolled development to satisfy all human
needs, due mainly to the scarcity of production factors and
Islamic thought rejects such theories it is decided by Quranic
verses that Allah provided for human beings enough
material to fulfill his material needs, and if some trouble
occurs then some needs will not fill because his reference to
human being, not to natural resources (income to the Islamic
economy/29-33).

The scarcity of land and food is not the real cause of hunger,
land and food are available, as statistics show that the world
produces every day tones of grain per capita in the world
except legumes, fruits, meat and other foods, etc. We find
that there is an abundance of food production, accordingly,
causes of hunger are as follows:

(1) Lack of use of resources, it was clarified by some of the
studies that the planting of land in the world’s arable land is
equal to around 45% only, and what is grown in developing
countries as compared to the arable land is not more than
18%.

(i1) It is misdistribution, as some states charge with its
productions throw grains in the sea for fear of decreasing
prices. The solution to the economic problem is to work and
then work is addition to refining the humanitarian needs, by
developing the concept of consumption committed by
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Muslims. The concept of western consumption is the
humanitarian needs.

2- Zakat: The things which enquire into sufficient material is
the issue of religious services particularly the issue of Zakat.
It is one of the systems as we have achieved sufficient
material, Zakat is the second pillar of Islam which is a fiscal
(monetary) worship and Islam is interested in money very
much. So Allah called it “Standing”. He says: “To those
weak of understanding do not make over your property,
which Allah has made a means of support™.

Qayam means: standing: by which the society stands. And
no society can establish nor its wheels move without money.
Therefore, Islam has arranged money as an essential right.
Allah said: And those in whose wealth is a recognized right
for the (needy) who asks and him who is prevented (for
some reason from asking), Allah has enjoined Zakat on the
rich to comfort the poors and help the needy and force them
to love.

The enmity and hatred, malice and aversion often occur
between the rich and poor due to luck of the rich and
deprivation of the poor. So the riches cause imbalance, and
upset in the society.

Zakat — Zakat has two functions: Economical function to
fulfill the poor and social function by spreading longing and
affection between members of the community.

Zakat — Zakat, is reminder to the rich for their duty towards
the poor, and duty to the community, which is affiliated with
him, he does not live for himself, but he thinks for others as
he thinks for himself, and in Zakat there is an enrichment for
poor and fulfillment to his basic needs. The Maliki and
Hambali jurisprudents have decided that the poor and needy
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be given Zakat is what taken by him and his dependents
adequately for a year, since Zakat is renewed each year so
the fulfillment and bridging always the needy and poors.

Shaafia says: The poor and needy will be given from Zakat
which get him/her out from poverty and wretchedness to
prosperity, so he will be given the workmanship which is
enough to buy the machines. Workmanship is to give as
much as a property can be exploited by him.

It should be noted here that Zakat does not help
unemployment because it is not permissible to a person has
a strong earning power, because the Prophet (Pbuh) said:
“No desting for the rich or powerful acquired”. (Narrated by
Abu Dawood and wa an Nasai)

3- The urge to spend: The economics decides that the
increased expenditure will improve the acquisition. If we
look at the religious texts, we find many verses which
prompt spending as stated in the Hadith, in reference to the
role of expenditure in the circle of economical life, although
the interpreters interpret and explain in the books of Tafsir,
expenditure contained in the verses of the Quran, essential
spending sometimes as Zakat and sometimes desirable
expenditure as volunteering charity, but the term of
expenditure may be likely general expenditure which
includes the order to provide a decent life for the person and
the family.

The economics decides that whenever circulation processing
of money increased, if moved quickly from hand to hand (i.e
the expenditure process) led to more effective, and
increasing the service offering, so the one dinar exchanges
ten times daily is like a ten dinars, and leads to the purchase
of most of the commodities produced, the production
process remains to continuing full as a result of acquisitions,
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and thus the economy moves, so the text stated in the Quran
about the prohibition of hoarding money. Allah said: “And
there those who bury gold and silver and do not spend it in
the way of Allah: announce to them a most grievous
penalty”. (Repentance.34)

It was narrated by some companions that if the money
increases it will be a treasure if its Zakat was paid. Ali —
may Allah be pleased with him, said: Less than four
thousand dirhams is expense and above that is a treasure,
though its payment of Zakat is not correct (Tafseer al
Qurtabi 8/125).

The historians reported that Europe enjoyed unprecedented
prosperity in the Gothic period which lasted for three
centuries from 1150 to 1450, despite delays in its political
system and control on the princes and church in that period
built the most exquisite temples, and places, and the people
enjoyed abundance of good production. The secret of this
prosperity not only as a result of automatic system created
by greed of the ruling princes, and appropriation of this
system to withdraw cash gold trading at more frequent
periods, and the prince produces a new cash to replace the
first, and despite the spread of the gold coin, but that persons
were afraid of a sudden change, and they would rather spend
money and get goods, and thus the money has remain
always in circulation, and its circulation level increased, and
in consequence of this, the unrivaled prosperity occurred in
the history of dark ages of Europe.

We represent the practical plannings of encouraging increase
in the expenditure and urging the owners of capital to
establish the productive projects, as a result of these projects
it will achieve the inducement of the owner of capital to
excel interests of the bank deposits, it also provides
employment opportunities leading to increase the family
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income, it also provides goods with prices affordable to the
general public.

There is no doubt that if they bring out economic system
from its place it will not succeed, it will not bear fruits
because Islam is entire and holistic, not be parceled, and if
we want that Islam comes as a result, the economic system
will change as a result. We must take the Islamic regime in
all its aspects, moral system, social system and economic
system, and so I ask Allah the Almighty to make this
seminar lead to fruitful recommendations and decisions be
enforceable in achieving the sufficient material progress for
the Muslims of India.
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Special Remarks of Guest
Speakers
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Special Remarks

Mr. G N Qazi®

Excellencies, dignitaries, invited guests, ladies and
gentleman. It is great pleasure for me to welcome to all of
you on the behalf of Jamia Hamdard University. I was
honestly not to come because I personally believe that I am
not part of Ulama who are around here. I know very little
about Figh and because it would have been ideal for me to
sit here whole day and listen to the great people sitting
around here but I have other engagements, there is an
examination going on and apart from that first of all I would
like to congratulate the Islamic Figh Academy (India) for all
are they have been entering over here, I had gone through
the pamphlet, booklet that has been given to us. It has been
a great journey they identify all issues that are paramount for
any society to stand at all and stand prestigious.

I basically a scientist, I have spent my 40 years of life in
science and I had very little time to study religion and its
philosophy, but I don’t find much difference between the
two personally, economics is fundamental of anything and
we know it from great leaders in the past and we know it
today as well in the modern times, but economic belief of
science and technology cannot be imagined.

* Vice Chancellor, Hamdard University
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Today what we see world over is due to the progress that has
been made in science and technology, and it is unfortunate
that for over more than thousand year Muslim Ummah has
not come up to maintain progress of science and technology
that it gave the world initially, we are proud that Muslims
have given precious time to the science and technology but
in the last five to seven hundred years we have not
maintained the contribution. I think the most important part
is the education, we have not moved to all the spares of
education because that the Muslims align behind even in
economic field, we can maintain. I was listening very
carefully to the presentation on the banking, Islamic banking
and other economic areas that have been touched here and I
in the last few years have been associated with an
organization which is the Halal association in Malaysia and
else where, and where one of the components is Halal
Bakery, and I personally believe that we have lost hope,
even we were talking about the interest free banking, but we
have to bring it up in proper prospective.

In a very recent lecture that I gave in Kaula Lumpur by topic
that was given to me by the organizers of seminar was
“Halal a Trillion Dollar Opportunity”, It was a big
opportunity, but this opportunity graped by non Muslims.
Halal is a concept basically given by Islam to the world
community and today it becomes a trillion dollars of
opportunity, in our period we talk of Halal only for Meat. In
India if we ask people they will say Halal Meat or Muslims
way of preparing making meat available to the Muslims but
if we see in the opportunity that has been taken by eastern
Europe, Australia or many other countries by Non Muslims
they are flying the markets with Halal products, we can have
Halal drugs, we can have Halal creams and Hall oils every
thing Halal, Halal Meat purity, and therefore in an economic
discussion here I thought I must remind my brothers here.
This one India where Muslims can lead work, its not only
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Halal bank, Halal foods, Halal restaurant any thing Halal
which is as per the Shariah we can take a lead, I can tell you
there will be more non Muslims buy these products non
Muslims that’s one part I just included through the idea
people can think about it.

Second most important part that I would like hope and be
that the Islamic Figh Academy India must take care of the
fifty per cent population of the Muslim women unless and
until we care for them or we participate them in
development, I believe that we will be short of requirement,
the very fact we have only two honorable women here
shows perhaps that we have separate sessions for them and
involve them or perhaps we are missing this opportunity for
them, the founder of this organization that is called
Hamdard, the institution of Hamdard was founded by Late
Hakim Abdul Hameed. I am sure most of you know him by
his deeds, I think we were talking about Wagqf properties in
this country, he gave all what he had to Wagqf, he made a
Wagf property and he made available to the community, and
there are all many others who are carrying the property for
their own benefits.

I think this is something where we must indulge people and
we must take charge of all the properties that can be taken
making use of, particularly for the education purpose or
economic purpose as well. So I think we have a great
example here of late Abdul Hameed Sb and how much he
lay down the principle of Wagqf for the problems he was the
person who introduced women in almost every part of
education in this organization today we are proud to say that
about 40 percent of our students in this campus are girls and
almost the same ratio is in the faculty and therefore we play
past stress on the education of women. We would like to see
that it is repeated all over the country among Muslims.
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We see lots of developments are taking place in south India
particularly in Kerala but in north we have to introduce all
process, I would like to say that Muslim Ummah has to
come on a platform it was suggested by lot of speakers here
that we have to come on one platform, practically it is not
possible I know that also because there are diverce views
and there is in a democratic system diverce views are
acceptable, but for economic progress and the general
progress of the Ummah we have to find some kind of
compromise formula to at least select areas and move
forward together.

I think education is one of them not only higher education
but primary education and also vocational education and I
think what is missing among Muslims today is vocational
education, it should and I will request to the Islamic Figh
Academy India to involve and indulge people who can get in
to vocational education for the people for the Muslims
particularly, Sachchar Committee has given us lot of data to
ponder about it not only through us but the government of
the time.

I think it was the first time that the government of India has
realized that it has to be inclusive and involve Muslims in all
the walks of life as a result government of India very
recently has identified institutions of Muslims and not only
Muslims institutions but those who are some how related to
the Muslim community to take it upon them to train
Muslims so that they can get the services through out the
country. Today we make a very small percentage of service
class and Al Hamdulillah Jamia Hamdard has been selected
as one of the center, government of India has last month
given us fourteen crores to establish an academy which will
cater only Muslim youths and make them ready for the jobs
and that’s one we are now ready and selection process is
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going on and Insha Allah 1* Jan 2010 first batch of girls and
boys will start getting training.

Jamia Hamdard is bringing changes in the curriculum so that
we can make our students that come here particularly from
Muslim community employed. Last week we had a day long
discussion on the curriculum for Islamic studies in Jamia
Hamdard. There are five institutions in this country and the
central government thinks they are giving Islamic education
to the desired students, but we have seen over years it is
restricting its sphere and therefore we have resolved to make
a single platform for all the institutions that are giving
Islamic education and to modernize them.

We have decided to introduce science and technology in
Islamic studies with history that Muslims had given to the
world and bringing it to them present and said while looking
in to the factors why we are not moving forward and I think
that should be sprit for our students to learn and move
forward not as the followers but as the leaders.

These are some points I thought to share with you, I am not
a scholar here of the particular subject which has been made
the subject of the day.

As a humble student of science and technology and the
responsibility that I have started the movement as the Vice
Chancellor of this great university, I thought and shared
some of the thoughts with you.

Thank you very much once again to organizers for bringing

me here thank you very much for giving this opportunity to
Jamia Hamdard to be host all of you. Assalam —o-Alaikum.
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Economic Development of Indian
Muslims

Ml. Kaka Sayeed Ahmad Umri’

First of all we must make admission of the phenomenal fact,
and offer thanks to the Almighty Allah, that, on the whole,
the Indian Muslims today stand economically better than
they stood two decades before. But when compared with the
majority community of the country, Muslims seem lagging
behind the majority community. Rather, the majority of the
Muslims are living below the poverty line.

When the economic plight of Muslims is discussed the
general tendency of the analysts is to hold the Government
as well as the majority community of the land responsible
for it. This feeling may be an exaggeration, yet not
unfounded altogether. The reality, however, is that there
exist difficulties and odds. But, on the other hand, equally
true being the fact that it is the odds and difficulties which
give the nations an impetus and path to the progress and
development. The majority often suppresses the minority
groups if the latter comes in the way of the former. It is not a
case particular to India; it is, rather, a universal phenomenon
and all stages of human history have invariably witnessed it.
If a minority is determined to achieve success and make

* Rector, Jamia Darussalam , Umarabad (Tamil Nadu)

Economic Advancement of Indian Muslims: The Situation and Scope 94



progress in the face of the majority, it shall be required to
double its endeavors as compared to those being made by its
rival majority. More precisely, the minority dreaming to be
an ignorable power in respect of economy and other vital
fields is required to develop itself in such a way as to render
itself an indispensable need of the rival majority, thereby
disabling the majority to subject the minority to its unfair
treatment. We have the Jewish example before us. Much as
the Jews constitute only a very insignificant part of the total
human population, still they were able to make the world
acknowledge their high capabilities. For the examination of
the self, and the assessment of the weaknesses and
infirmities one is suffering, for Islam has taught us to detect
the factors and reason first within the self; and before
holding others responsible for our failure we should
dispassionately examine ourselves. Such a dispassionate
inspection may lead us to some startling and eye-opening
revelations which indict us for our disasterous degeneration
and fall. To my study of the Great Quran, and with such an
inspection of the Muslim community, the following internal
factors are responsible for the economic backwardness of
the Muslims of India:

1. Ignorance and a careless attitude towards higher
education in the areas of professional and technical
sciences.

2. Carelessness towards the trade proficiency and the
professional trade ethics.

3. Insufficiency of the labour and hard work required
for the economic progress.

4. Lack of the enthusiasm which is indispensably
required to attain the economic advancement.

5. Both conceptual and practical division between the
sacred and the secular and looking at the economic
problem through an un-Islamic vision.
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To my assessment, the mentioned ones are the primary
factors which exist beyond the economic progress of
Muslims in India. Unless the community gets rid of the said
communal infirmities, the economic upliftment of Muslims,
even raising them to the average standard of the land, will
remain impractical.

As far the education, both technical and professional, is
concerned, its key-role can not be denied. Particularly in the
contemporary age, the economic stability primarily rests on
an education which develops in man the inventive power,
equipping him with the required capabilities and acumen.
The dream of the Muslim community for a balanced
economic development can never come true without
equipping themselves with the higher professional and
technical education. Only the professionally educated
Muslim community possesses the ability to be of immense
benefit for their country as well as for the world as whole.

So far as the opportunities and prospects for the economic
upliftment of the Indian Muslims are concerned, the fact is
that Muslims happen to be less fortunate to share them as
compared with the over whelming majority of the land. Still,
in spite of this sour truth, Muslims may overcome the odds
and impediments if they succeed in forging out a well-
thought plan based on facts, apply their reason and intellect
to face the unavoidable realities, create a co-operative spirit
in matters associated with the economy and make sustained
endeavor by applying what they have at their disposal.

A tragic phenomenon of Indian Muslims is that the available
potentialities and the means at their disposal often fail to
attract their attention. Think for a moment: who is that
which prevents the Muslims from attaining the technical,
scientific and professional education? What are the things
which impede them from earning the business acumen,
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adopting the trade professional ethics in themselves? Who is
that which has disabled us from building in ourselves the
capability and enthusiasm required for the economic
upliftment of the community? Inactivity can lead none to
attain any thing or score any success. It is unfortunate that
the Muslim leadership has for long been projecting the
Muslim community as a wronged, denied and suppressed
one. This projection has served no purpose except
demoralizing and discouraging the community as a whole.
We are required to impart to the world a balanced concept of
the mundain affairs and the demands of the religion. In the
Muslim community there is a class of people which attaches
importance to material success and excludes the religion at
all. On the other hand, we have a class of people which
attaches little importance to the worldly affairs. Unreal
interpretation of the doctrine of Kufu (parity), and the
subsequent division of the Muslims on the basis of
professions and trades is also an impediment to the millat’s
economic stability.

A very important and notable fact is that in the economy of
Islamic teachings many are meant to regulate and improve
the economic affairs. From among those ones the collective
system of Zakat deserves special mention. It really holds the
position, in the economic body of Muslims which occupies
the backbone in the human body structure. Thus far, we
have been ignoring this important aspect of the Islamic
teachings. Now the time has come to organize and establish
the collective system of Zakat, thereby solving the economic
problem of the Muslim Ummah.

A very noticeable factor destructive to the Muslim Ummah’s
economic position is the uncalled and unnecessary use of
wealth at its disposal. Extravagance and profligacy, under
the excuse of various religious rites, marriage and other
social traditions, on which millions of rupees are carelessly
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spent every where has become a running sore of the Muslim
society. Are we not still prepared to rid ourselves of such
un-Islamic customs and traditions and thereby save the
wealth of the Ummah against wastage?

There may be other things to be said here. The message I
wish to communicate here to my community is that, rather
than blaming others for our backwardness and economic
plight, we are required to examine ourselves, detect our
faults responsible for our plight; ponder over the
potentialities of the community’s economic upliftment by
harnessing available resources and means. We stand in
earnest need to follow a well-thought programme of our
economic progress rather than seeking help from others and
walking by the hired feet. We make an earnest appeal to the
Muslim leadership as well as the writers and journalists that
they should impart a positive, optimistic and constructive
thinking, making endeavours to instill in the community the
high and noble qualities like self-reliance, trusting the self,
determination and courage, point out the internal
impediments to the community’s progress, enlighten them
with the potentialities and means available in the country for
progress and develop in them the right sense of progress and
economic upliftment based purely on hard endeavour made
by only the self.

Besides, whatever we have put and suggested in the above
lines, collective efforts may also be made to achieve the
target of an economic development. Various institutions and
organizations, instituted and managed by the Muslim
community of India, are required to institute and establish
career guidance centers, to provide the Muslim educated
youth the professional guidance. Muslim organizations and
other similar bodies, likewise, are also required to bring into
existence such educational institutions which may equip the
young Muslim generation with the professional and
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technical education, specially with the higher learning in the
areas of sciences, computer and information technology,
preparing them in such a way as to enable them compete the
out-side world successfully, keeping abreast of the
developing world. Lack and insufficiency of the means and
resources may be a hindrance in this way. Still, if we are to
take an initiative, with a sincere intent directed at the
development and construction of the Muslim Ummah, Allah,
the Cherisher and Sustainer of the world, will surely help us.

Towards the conclusion of my talk I must seek apology for
my some words I had to utter during my talk and which, I
fear, may be displeasing to some people. I earnestly pray
Allah the Almighty to enable us do some thing towards the
development and improvement of Muslims, especially in the
context of India.
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A Talk on the Economic Development
Of Muslims of India

Kamal Farooqi’

The president, other dignitaries, the gentlemen and
gentlewomen present here!

The topic offered by the Islamic Figh Academy for
discussion today is related to the economic development of
Indian Muslims. Basically, the whole history of the
Academy speaks of the fact that this problem and the related
issues have always been the focus of the Academy’s
attention ever since its very first day. It is a stroke of good
luck for me that being associated with its founder Qazi
Mujahidul Islam Qasmi, I had the opportunity to attend most
of such conferences. Professionally, I'm a chartered
accountant and I feel myself obliged to point to some
important things and share with you my personal
experiences on this count.

The interpretation of the note of Dr. Khalid Shoaib has just
been furnished here. As far as I have comprehended, in his
paper, he has pointed out three important things. All those

* Chairman, Delhi Minorities Commission. Here is his special
note presented in the inaugural session of the seminar.
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three things are meant to create and maintain a balance in
society. He also puts forward the idea of utilization of the
sums collected from the people as Zakat. Such articles and
papers are indeed promising and encouraging to the
discussants. The key address as well as other papers, two of
those we have already heard, tell us that among other things,
the Sharidh primarily intends to achieve two important
objectives with the view to realize a comprehensive welfare
of the people at large. The first of those two is the realization
of the benefit; and the other one is to avert the harms and
warding off the people from the things detrimental to their
wide range of legitimate interests. This means that we are
required to do all such things which are found beneficial for
the people, fit to serve their legitimate purposes. And, on the
other, equally important is to eschew from committing such
things which may harm the society, its system and the health
of its people.

Among us there are many who dislike the idea of making
more than need earnings. This is indeed a mistaken trend.
Our history has recorded the life accounts of many pious
Companions of the Holy Prophet (Pbuh) who earned and
possessed great deals of wealth, and they made its proper
and beneficial use.

Gentlemen! The key-address of Maulana Khalid Saifullah
Rahmani intends to invite our attention to the state of
education of Muslims in India. I also would like to draw
your attention to the fact that recently the Government’s
stand has drastically changed. In the past, the budget had
only smaller allocations for the education. But now the
Government’s thinking has changed. Now, the total
Government investment towards education has reached up to
10% of the GDP. The Right to Education has now been
listed in the Fundamental Rights of the citizens of India.
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But, on the other hand, having attained primary education,
when we come ahead we find that professional education,
which in the past used to be charitable, has now turned into
an industry. I dare say that only fifteen years ago it was quite
inconceivable an idea that one day in the near future the
education sector would turn into a flourishing industry.
Personally, I am not in favor of the commercialization of
education. Still, we must be realistic rather than being
idealistic, and pragmatic rather than remaining theoretic. We
can not ignore the ground realities; we can not afford to
disregard the fact that the higher and professional education
now stands metamorphosed from charitable to a commercial
activity, whether you like it or not. More precisely, the
knowledge is now an industry and we have to face this
reality. You may open an engineering college, medical
college or establish a hospital; failure is the ultimate fate of
all such ventures if they are not run in a professional
manner. Unless there is no return of the investments made,
we are doomed to incur heavy losses. Today no organization
could be maintained without a clear concept of profit-
making.

So far as the Government is concerned, it has definitely
decided not to invest any further towards higher education.
A comprehensive study, conducted recently, suggested that
the link directly affecting, positively or otherwise, a
country’s GDP is the average of its investment in the
education sector. This finding is indeed startling. More
specifically, the more the enrollment and investment in
education, the higher the GDP of a country. According to a
study conducted in China the enrollment of India in 2000
was twice the number of the enrollment in China. China,
then, brought the education to the private sector, with the
condition not to earn profit. This condition, however,
remained nominal; the private sector earned the profits. In
2007 this nominal condition too was withdrawn and was
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replaced by the law allowing the knowledge industry to be
run as a systematic one on the basis of profit-making, and to
fetch all other legitimate profits and advantages offered by
all other industries. Then, the result was extremely
astonishing: within the period of only three years the
enrollment of China for education became three times higher
than that of India.

Sitting here today, we ought to take into account the fact that
in India the Muslim community has no bigger industry. But,
on the other hand, we have a large number of middle-class
families which is steadily getting developed. Is it not
necessary for us to ponder over the possibilities of
persuading our middle class people to make investment in
the sector of higher education, where they will be without a
social obligation? This sector not just guarantees the safety
of the amounts invested, it promises higher returns as well.
We should explore ways of developing education by
utilizing the surplus amounts our middle class possesses. For
this purpose, we may avail of our relationships and religious
affinity with the Arab and Islamic world. In our country,
India, the education explosion has taken place. We have the
world’s largest human resource power. Are we not prepared
to take higher education to the cooperate section and draw
up a viable strategy to color this scheme and thus to
contribute to the economic development of our community?

Economic Advancement of Indian Muslims: The Situation and Scope 103



Special Remark
Mr. Abdur Rahim Quraishi

I came to this inaugural session as an audience. So whatever
I say it would be in brief. What has earlier been expressed
in this session, I would like to say something concerning
those points, that these should be considered. Much has
been said in regard to interest free banking and Islamic
banking. The most serious impediment is the legal one. In
India, banks have no chance to invest money in business,
industry or in an enterprise. They can only extend loan. A
bank cannot share a trade on the basis of profit and loss.

Another legal restriction is that a ratio of the amount one has
to invest in banking will be deposited with the Reserve Bank
of India and the depositor cannot utilize it. Another ratio of
the deposited amount an account holder is supposed, to have
in his account, is for the payment of taxes. So the amount
one deposits there would be a limited ratio one could utilize
it, even one cannot utilize it. It can only be used as a loan.
The Figh Academy India should, therefore, formulate an
issue that if interest free banking is to be introduced in India,
what changes we will require to incorporate in the existing
banking system. If no such changes are affected we cannot
introduce interest free banking in India. This fact we all
should keep in view.

Not only in India, every where across the world, banking
means to extend loans. Drifting from this line to procure
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investment or to earn profit through investment, no such
practice is in vogue in the Islamic world. If we want to
introduce such a system here in India, we will first have to
affect these alterations. After these changes are enforced
only then we can move forward in this direction.

So far as investing money is concerned, there are many
forms of it. Today Muslims are interested in buying shares
of major companies. Aren’t shares profit based? Some
shares are mainly based on interest. All debentures are
based on interest. If profit and loss is evenly based even
then we will have to analyze all these things with utmost
care. We will have to decide what changes we would like to
demand from the government to introduce interest free
banking in our country. There is a myth both in India and
elsewhere that since Muslims do not deposit their money
with banks, they have lot of money with them. Non
investment of this money is hampering economic
development. Actually they want Muslims to bring out their
money and invest it in business. But we should not confine
ourselves to this limited purpose only and tell them that it is
the firm basis of your economy.

Some of the speakers have expressed their views that we
should have institutions of higher education. This is not
based on fact. Educational institutions established are either
for vocational education or professional skill like
engineering, medical and science.

A Muslim management college needed a Muslim teacher for
chemistry. The required qualification was PhD in
chemistry. A Muslim having doctorate degree in chemistry
proved difficult to find as Muslims do not go in for PhD in
chemistry. If a Muslim goes for higher education, he has
two options before him either technology, engineering or
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medical. Muslims have no aptitude for higher education.
We will have to inculcate such a trend.

It is difficult for us to find a good commerce teacher. If a
student studies commerce only then he will go in for
MCA/MBA or business management. There are bleak
chances that one advances in higher education through
commerce as there are no avenues for earning much money.

From higher education, we mean today the subjects that
ensure higher income. But we need people who go in for
higher education and serve their community through their
higher caliber.

I will conclude on a third issue. It is Zakat that we wish to
invest it for the economic advancement of our community.
But we must keep this in mind lest the very purpose of Zakat
is lost in our curiosity to add Zakat with our economic
upliftment. For instance, I know my family is a family of
industrialists. They have set up a trust for Zakat. The
members of the family deposit their Zakat with the trust.
The trust invests this Zakat money and contributes to Islamic
Madaris and other welfare scheme for the community out of
the profit. Is it the right way to pay Zakat. The money of
Zakat does not go to those in need of Zakat money but it
goes to the trust, what is paid to the poor is the profit earned
from Zakat money. I knew some of the families (I would
not mention their names) who have their own institutions.
They pay their Zakat to their needy relatives. They pay
huge sum of money and advise them to start their business.
They pay it as a loan and the loan is repaid. In our desire to
ensure economic welfare of our community we are ignoring
the very purpose of the payment of Zakat. Zakat is meant to
help the needy and destitute of our society. We must ensure
that all the needy sections of our community get their due
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from Zakat, we must not ignore the fundamental purpose of
Zakat.

This is what I have expressed as extempore views. I am
grateful that you gave me a patient hearing. Thank you.
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Special Remark

ML. Aneesur Rahman Qasmi®

Respected audience, there is no doubt in it that wealth has a
specific significance in Islamic Shariah.  The verses
enshrined in the noble Quran and the people of Allah’s
Messenger (Pbuh) show that among the few fundamentals
defined in the Shariah, wealth is the one. These five factors
like life, faith, intellect, wealth is also a part of it.
Importance of wealth is that Zakat is to be paid out of this
property or wealth and it is the fundamental tenet of Islam.
Islamic Shariah has tried to bridge the gap between wealthy
and poverty ridden section of the society in a judicious way.

Zakat is the main instrument for it. The verses in the noble
Quran and the precepts of Allah’s Messenger (Pbuh)
motivating to charity, dole Awqaf, expiation or other means
to spend in Allah’s cause, all motivate Muslims to share
their wealth with the depressed and deprived class of
society. Islamic Shariah lays much stress on saving money.
How to earn it, where to spend it, how to keep it in safe
custody and how not to squander away ones wealth and
property, all have been calculated by the Shariah.

If we spend our money in certain things, it will result in
economic disparity. If we spend it scrupulously it will help
the society. For instance, if money is invested in the

* Nazim, Imarat -e- Shariah, Phulwari Sharif, Patna.
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construction of buildings, it will facilitate in solving the
housing problem. Allah’s Messenger (Pbuh) had not
favoured high rise buildings and had to some extent
exhorted to avoid it.

On the other hand, we find that extravagance, profligacy,
whether in personal consumption or otherwise, by the
government or public has been declared to be prohibited.
When there is abundance, people resort to hoarding. It has
also been declared illegal, so that people don’t face
difficulty in getting essential items. Some times there are
conditions of drought and famine, only payment of Zakat in
such a condition would not save the situation.

One question ---how much should we spend --- one may say
what is more of one’s personal and the family requirement.

Here Islam particularly exhorts that Satan instigates a person
not to spend his money. If he wants to spend it let him give
on interest. Allah the Almighty says Satan guides you to
poverty and takes you to immoralities, but Allah will
increase the money if you spend it in Allah’s cause.

If all use their potentials in earning money, it will bring
prosperity to the society and there will be no starvation or
privation. Allah the Almighty also exhorts not to look down
upon a needy one, do not use your charity with a desire that
the one receiving charity will pay respect to you.

But one who earns money, has the right and choice to spend
according to his will. But the needy and destitute also have
a right in one’s earning. The Quran says, “And in your
money there is share for the deprived ones and those who
ask for it”. One who earns money has a right on one’s
money but the needy also have their rights and share in
one’s money also those who do not beg, but are destitute,
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have a right to get the charity. So the one who pays charity
must not think that he has made a favour by helping a poor.
Nay, he has simply discharged his obligation towards a poor
as Allah has enjoined him to do so. The Zakat system has
been introduced to ensure that poor and needy get their share
from the affluent ones.

The Quran lays much emphasis on the payment of Zakat. It
purifies one’s wealth just the one who embraces Islam
becomes free of disbelief and polythesim. Similarly one
who pays Zakat his wealth is free of financial dirt. There is
number of people who do not spend their money, but still
the number of those who pay Zakat is increasing. I think
there are 50% eligible people in our country who do not pay
Zakat. There are big businessmen, those who have ample
money and women who have jewellery. Concerning such
people Allah says those who hoard gold and silver, but do
not spend it in Allah’s cause, they will be subjected to
painful torment. Their foreheads and sides will be branded
with hot coins they used to hoard.

How to alleviate this poverty? What is percentage of
destitute in our society. The Quran has enumerated right
categories of poor and needy. The charity is for beggars,
destitute and for those who recover Zakat; and for
consolation and to free slaves, to help the borrowers to repay
their loans, to help those engrossed in Allah’s cause and the
wayfarers. What Islamic Shariah has a mechanism of
collecting and disbursement of Zakat. We are not following
that system where the system has been introduced, is not
functioning properly even ten percent of Zakat does not
reach to the Baitul Mal. Most of the Zakat money goes to
Madaris for the poor student’s education. No doubt a
sizeable part of the poor of our society and our children get
free education when a poor student comes out of the
Madrasa after the graduation he is able to earn his
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livelihood. Thus, it helps economic rehabilitation. He
serves his community, his faith and maintains his family.

But those who serve at these Madrasas or mosques are not
economically well off. They need a better treatment. It is
obvious that the Zakat system helped them to learn and they
became literate. Our Zakat system needs to be more
organized to help these sections in a better way.

This point has been debated and deliberated. I think if we
enumerate there must be more than 50 thousand Ulama who
are economally extremely backward. We can improve their
condition through Zakat and other charities.

Another better way to address this problem is to arrange for
their children’s higher education through Zakat and charity.
It will help them. A lot of such poor people are eager to see
that their children get better and higher education, but they
do not have means for it. So if financial help is extended
they will arrange for a proper education of their children.

There are Ulama and Imams willing to be self employed but
have no means. We should select a group of these persons.

I am not talking of aid from a government agency. If we
arrange on over selves to finance these people, they could be
economically rehabilitated. We should first train them in the
related craft. If such a system is introduced in the country,
we may be in a position to make 20 to 25 thousand persons
self employed. A survey should be conducted of such
Muslims than a suitable plan should be chalked out. Their
economic rehabilitation through small scale industries or in
petty trades. If we motivate them they will be more active in
their endeavour for economic recovery, particularly those
who have no guarantee of their profession. They have no
capital to invest and they are badly lacking in the know how.
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Selecting such people, we should train them and provide
them capital from Zakat.

Another point is that some Ulama are of the view that Zakat
should not be paid to a person in such a huge amount that he
himself becomes a Zakat payer. This problem could be
solved if Zakat is paid to the needy members of one’s
family. Suppose Zakat is paid to a family having five
members. Each gets his/her share from Zakat. It will be an
even distribution attracting no objection from the jurists and
all the members will get financial help.

One last point. There are many people engaged in small
scale industries and are always in need of money. If one
wealthy one or eminent business men who pay Zakat extend
help to these petty self employed ones providing required
technology and training and making them aware of market
trend it will help them a lot.

Concluding my speech I would like to point out towards the
fact that during the last some years the young generation of
Indian Muslims is rapidly turning towards vocational and
higher education. There are many Muslim students who are
unable to pay their fee for the vocational education
unfortunately we do not have Zakat system to help those
students. The institutions that extend scholarship etc, it is
such a meager amount (one or two thousand), that they
cannot afford to pay the prescribed fee. We should make
some such arrangement that at least Rs 15000 are paid to a
student to enable him to pay his fee. After some years this
student would become a professional. With his expertise he
will help his family to be economically rehabilitated.
Similar is the case of higher education. A student who
qualifies in higher education in two to four years will
economically raise his family. Such families will no longer
be in need of help from Zakat.
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I thank you in the last and submit that just as our Ulama
have utilized Zakat to provide religious education to our
children our teachers and scholars at the modern seats of
learning should also chalk out any such scheme for the
benefit of the students of their institutions.
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Strengthening the Economic
Conditions of Muslim & the Islamic
Teachings

MI. Qari Muhammad Usman *

The Holy Prophet (Pbuh) is reported to have said:

Liall S (e 88 (e o ol (et e ) Loa il Jmay JI8
dﬁwj\cchw|eﬁu}wid)smﬂ\wﬁ

“He who relieved a Believer from a distress out of the
worldly distresses, Allah will relieve such a person from a
distress out of those on the Day of Judgment.”

President of the session, venerable Ulama and the
gentlemen! The topic today we are here to discuss is the
economic development of India, economic development of
Muslims and pondering over its prospects and availing of
the opportunities is never a matter of a Muslim’s worldly
concerns, it constitutes a part of his religious concerns as
well. Economic teachings are inseparable from the over all
scheme of life offered by Islam. Islam never likes to see a
Muslim overwhelmed with the thought of his own person;
Islam commands its adherents to think and work for the

* President, Jamiat Ulama-e-Hind
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welfare and good of others as well. On an occasion the Holy
Prophet (Pbuh) addressed his Companions as follows:

Aavaill pall ddanaill cpall sl pall
“The religion stands for solicitude; the religion stands for
solicitude; the religion stands for solicitude”. He repeated
the same sentence thrice. The Companions sought the
explanation of his blessed words: €4 J s, b (<! “For whom
the religion stands for solicitude”?

The Prophet (Pbuh) replied:

agiale 5 Cpralusall 40 5 4l g Y 5 4
“For Allah, for His Messenger, for the (religious and
political) leaders of Muslims; and for the Muslim masses”

Solicitude and sincerity is a comprehensive term; it includes
all the corporeal as well as the spiritual aspects of the human
beings. If a Muslim is preoccupied only with the concerns of
his own self and is not interested in sharing the pleasures
and woes of his religious fraternity, or is heedless towards
the pains and pleasures of his neighborhood, such a Muslim
is not up to the standards set by Islam for a Muslim.

The thematic point which has gathered us here today is to
deliberate how the Muslims can improve and develop their
economy. Undeniably, man himself comes out to earn a
livelihood and makes sustained endeavors towards this end.
But we the Muslims are required to assist him by removing
the hardships he is facing. In the light of the Hadith 1 just
quoted every Muslim stands obliged to render all possible
assistance to his Muslim brother to uplift him economically
by acting upon different ways suggested by the noble
Islamic teachings, many of such ways have been laid down
before you during different sessions of the same programme.
Preoccupied with the thought of Muslims’ economic
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development, the late Maulana Hussain Ahmad Madani
(May Allah deal him with special mercy) introduced the idea
of Muslim Fund, which, as an experimental step, first was
lunched at Tanda (Rampur U. P.). Going by the same idea
and encouraged by the experimental result of the Tanda
model, the late Maulana Asdd Madani established the
Muslim Fund at Deoband. Actually, the idea of the Muslim
Fund was a model of interest-free banking system which
was initiated under the guidance of the experts in Islamic
Figh. The Muslim Fund system, by the grace of Allah Tadla,
is being run with a remarkable success. Indeed there are
many institutions of the type, scattered around the country,
many of which under the management of the Jamiat Ulama-
e-Hind, and many others autonomous.

To cut the long story short, we must explore all the possible
ways of our economic development and avail of
opportunities towards this end. The opportunities do include
the professional and higher education. Besides this, Muslims
possessing surplus wealth are also required to deliberate
over the possibilities of the muzarabat, thereby to open a
wide range of opportunities of work and employment for the
poor Muslims living in the localities of the well-to-do
Muslims. This requires a comprehensive survey. Both the
wealthy and poor Muslims ought to be persuaded to enter
into various ways of Islamic principle of muzarabat, not just
for their own welfare, but to contribute thereby to an over all
economic development of the Muslim community.

May Allah Tadla ease for us to deliberate more over the
ways of Muslim economic improvement! The Jamiat
Ulama-e-Hind is always prepared to offer its maximum co-
operation towards this noble end.
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Sub - Theme: Concept of
Economic Advancement in
Islam
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Economic System of Islam, India and
Muslims

Dr. Mohd. Nijatullah Siddiqi*

The Islamic Concept of the Material Prosperity

The importance occupied by the material prosperity for the
human life reflects even in the verses of the Holy Quran, the
Final Divine Scripture. To quote here some of them:

wjmum‘uiaweﬁ@uawubﬁf‘@esusﬂfﬁ)
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It is we who have placed you with authority on earth,
and provided you therein with means for the
fulfillment of your life: small are the thanks that you
give! (7:10)

Simultaneously, it has explicitly been put that the system of
material maintenance was restricted by some religions as
well as moral principles and norms, and that the available
material resources are to be shared by other creatures beside
human being as well. To quote the Quranic words again:

* Renowned international expert on Islamic economics and Shah
Faisal award winner.
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And the earth We have spread (like a carpet); set
thereon mountains firm and immovable; and produced
therein all kinds of things in due balance. And we
have provided therein means of subsistence, for you
and for those for whose sustenance you are not
responsible. (15:19-20)

The same resources and the material prosperity may lead the
human beings to ruine and destruction if the materially
prosperous people deviate from the balanced way of life and
turn arrogant. To quote the blessed words of the Quran:
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And how many towns We destroyed which exulted in
their life (of ease and plenty)! Now those habitations
of theirs, after them, are deserted all but a (miserable)
few! And We are their heirs! (28:58)

While collective arrogance is destined to lead the arrogant
people to doom and destruction, the individual unsatisfying
appetite for wealth is bound to result in an ever-increasing
restlessness and a life of anxieties. The Holy Quran says:
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“And whosoever turns away from my message, verily
for him is a life narrowed down, and We shall raise
him up blind on the Day of Judgment.”(20:124)

More than one Surahs of the Quran like al-Takathur
(No.102), al-Maun (No.107) as well as numerous other
verses of the Quran strongly condemn those people who aim
at nothing but to accumulate the wealth, and for the
gratification of their unsatisfying desire for wealth trample
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upon the Divinely-gifted rights of others. The most tragic
aspect of this situation is that the material resources which
the human beings have been given as trial and their
subjugation to mankind too constitutes a part of the same
trial many people interpret them otherwise, and
consequently fall into the gravest fallacy of their life. To
such mentality the Holy Qurdn refers in the following
words:

Osanily abl aidie Gy 8l (e oy e O 1 J33 Y 1 15l
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Also they say: why is not this Quran sent down to
some leading man in either of the two (chief) cities?”
Is it they who would portion out the mercy of thy
Lord? It is We who portion out between them their
livelihood in the life of this world: and We raise some
of them above others in ranks, so that some may
command work from others. But the Mercy of thy
Lord is better than the (wealth) which they amass. (43:
31-32)

These verses speak of the following facts:

¢ The wealth owned by an individual owes some rights
to others as well.

e Material resources are shared by other creatures
besides human being.

e A very important aspect of the trial of human life on
earth is to recognize and give the rights of others in
one’s own self- earned wealth.

e Lust for augmenting the heaps of wealth and then
adopting a boastful behavior towards others brings
anxiety and rest-lessness if such a behavior is of an
individual; but the doom shall be all-engulfing if
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such a behavior is being adopted by the society
collectively.

e Difference between people in connection with the
possession of material resources is not a standard to
judge one’s superiority, nobility or inferiority and
meanness.

e Remembrance of Allah, Who only has granted all
those means and resources, holds supreme
importance. It is the latter which makes man
regardful towards the rights and dues of others
beside his own self.

The same principles of the noble Islamic economic
teachings have been stressed by the hadiths of the Prophet
(Pbuh). To quote here only a few for example:

On the authority of reverend Abu Hurairah the Holy Prophet
(Pbuh) is reported to have said: “O Allah! I ask refuge with
You against poverty, misery and disgrace.” (Bukhari, al-
Adabul Mufrad)

Material well being is desired, both for meeting one’s own
needs and for realizing higher social objectives. To quote the
words of the Holy Prophet (Pbuh): “How good is the good
wealth for a good man!” (al-Adabul Mufrad of al-Bukhari)

Anas bin Malik reported.

“Once we undertook a war with infidels. A smart, agile
youth went past us, taking with him the cattle he had got as
his due share out of the ghanimah. Seeing this we couldn’t
help say: Were it that his activism and youthfulness served
the cause of Allah” our words were communicated to the
Holy Prophet (Pbuh). He called us and sought explanation.
Then he said to us: “If he strives for his parents, or for any
one of them, it shall be counted for the cause of Allah; if he
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sweated and toiled for his own children and family in order
to provide them the necessities of life, it will be counted for
the cause of Allah; and if he endeavored for his own self, it
too will be counted for the cause of Allah”. (Baihagqi; al-
Sunanul-Kubra, Edi, Hyderabad 1353 Hijri)

Abu Hurairah reported the Prophet(Pbuh) to have said:
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A mighty Believer is better and more pleasing to Allah
than a weak Believer, even though both hold good.”
(Muslim: Chap. Al-Qadr, Hadith No. 36, also Ibn
Majah No. 4168)

The Holy Prophet (Pbuh) is also reported to have said the
following:

“By Allah! I fear least about your remaining resourceless,
indigent; what I really fear is that you be given the worldly
prosperity as were given to the people in the past and then
you strive hard to outshine others in this field as did the
people of the past, and then you too meet the same
destructive fate as met by the people of the past.” (Bukhari
Chap. Al-Raqgaq)

India and the Economic System of Islam

An economic system built around the above-mentioned
concepts must have three basic dimensions:

e Islamic economic ethics,
e Islamic economic institutions; and
e Supervision of the Islamic State.

So far as the first dimension is concerned, there exists no
ideological hindrance in a secular country like India. We in
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India virtually have many Islamic economic institutions; and
more ones may be established and the workability of the
existing ones too may be enhanced. However, the Islamic
State, which is ultimately responsible for realization of the
objectives the Islamic Shariah wants to achieve through its
economic system, and its functional desired role needs some
detail.

In the economic edifice of Islam the Islamic economic ethics
hold pivotal importance, failing which the Islamic economic
system will never come into existence. Truthfulness,
honesty, moral integrity, fulfilling the promises, maintaining
the exactitude of weights and scales, not differentiating
between the weights and measures of giving and receiving,
not to seek benefit at the cost of others’ harms, rather
wishing good for others as far as one can, taking into
account the collective benefits for realization of the
individual benefits, admission of the rights of others on
one’s self-earned wealth, etc, have all been stressed. Since a
plenty of literature exists on the subject, we need not go into
more detail here.

As regards the economic institutions of Islam, they include
the Zakat, voluntary spendings, wagfs, inheritance system,
prohibition of usury, interest and gambling, etc. All these
institutions operate in the framework of the personal
ownership, freedom of entering into business dealings and
the spirit of co-operation. The distinctive features of this
framework are those constraints and restrictions which Islam
imposes on the individual ownership and the freedom of
business, plus those obligations which an owner and a
business-person has to fulfill under all circumstances.

Indeed, the Islamic economic institutions serve as the tools
for the Islamic economic system. In the absence of such
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institutions the dream of a true Islamic economic system can
never come true.

Institution of Zakat in the Indian Perspective

Normally, Muslims in India regularly practize the Zakat.
The tithe too is normally given away. Many of the Zakat-
givers give away their amount of Zakat, or tithe, directly to
the bona fide people. Of many people’s Zakat, likewise, is
collected by some organizations working in the field and
then is spent according to the rules prescribed by the Quran
and Sunnah. For further improvement what is needed, is to
collect a systematic data in this regard. If it is done, it will be
of two uses. First, we will be able to know whether the
purpose of Zakat for the fulfillment of which the obligation
of Zakat is meant is being properly fulfilled. The primary
objective of Zakat has been clearly mentioned by the Holy
Prophet (Pbuh) in the following words:
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“It is collected from their rich and is given away to
their poor”.

The second benefit of the said systematically collected data
will help us to associate this system with the above-
mentioned Islamic institutions. Thereby, we not just will be
able to use collective efficiency of the said three Islamic
economic institutions: Zakat, waqf and other Islamic
economic institutions for the comprehensive welfare of the
Indian Muslims, this coordinated economic welfare work
shall be looked upon by the nation as reflective of the true
Islamic economic values underlying the Islamic economic
system as well. To my suggestion, the collection of the sums
of Zakat and their distribution should be undertaken by an
organization which has nothing to do with those sums.
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Muslim Wagfs in India

Fortunately, a Joint Parliamentary Committee for the wagfs,
constituted under the headship of Mr K. Rahman Khan, has
submitted its comprehensive report in 2008. The Report,
available both in English and Urdu, critically examines the
present situation of the Muslim wagfs and suggests many
ways of their protection, development and better utilization.
Its study is recommended. Here I feel obliged to give some
important quotations of it vis-a-vis the existing position of
the Muslim wagf:

In many States of the country people have been kept
unaware of the presence of wagf properties there.
Worse still, many people have brought many wagqgf
properties into their possession or sold them quite
illegally by artful means and ways with a criminal
connivance, even an active participation of their
guardians and managers. (P.11)

The financial position of most of the wagf boards is
extremely critical. (P.411)

Unless the Wagf Boards are not prepared to recruit
the wise, experienced and professional staff, never
they will be able to improve their welfare and
development programs. (P.611)

The committee urges the Muslims to come forward
to stop the transfer of more wagf properties into
personal possession by unmasking those corrupt
individuals and the organized groups which have
illegally usurped the wagqf properties. (P.822)
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Islamic Financial Institutions

The scheme for the initiation and launching of such Islamic
financial institutions as are capable of collecting the savings
of Muslims abiding by the law and the principles of the
Land and in accordance with the rules and boundations of
the Islamic Shariat for the utilization of those savings in a
way that both the investors and the corporators are prepared
to take the risk involved is still passing through its
preparatory stages. It is hoped that soon in the country we
will have more ways than one to make interest-free
investments. Since the experts are to offer papers on the
topic, we need not touch it any further.

The co-ordination of the Zakat, wagf and other Islamic
financial institutions is intended to secure the wealth of
Muslims. Its further enhancement may ensure a better
efficiency of the Islamic economic values. This task has to
be carried out jointly by Fugaha, economists and able men
of administration and management. The Islamic financial
institutions are also expected to share the task of developing
the wagqf properies and enhancing their income and earnings.
In this regard, the ways suggested by some contemporary
Fuqgaha for the increase and enhancement of the sums of
Zakat and the ways recommended for providing the bona
fide and the needy with the education facilities in lieu of the
distribution of cash may be taken into account as model.
Such ways have practically been used in countries like
Malaysia, Jordan, etc. The need is to examine such ways and
work out a viable strategy in the Indian context. Practical
programs made at the State level are expected to bear
comparatively better results.
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The Role of State

Indian State has always been playing a positive role vis-a-vis
the religious life of Muslims living in the country, and now
this role is taking more constructive dimensions. Regarding
the Islamic financial institutions the Indian State is
contemplating with a deep sense of sympathy and
constructive thinking. It is hoped that if we come forward
with positive and constructive programs and extend our
hand for the purpose, the other side too will react positively
and extend its hand in response to our call. Indian Muslims
are in a position to institutionalize their welfare schemes and
programs for financial development organized on the
strength of the Zakat, waqgf and partnership-based other
Islamic financial institutions by placing them under the State
umbrella. As far as the code of conduct for the financial
dealings and monetary transactions is concerned, it is a
unanimously agreed upon thing by all nations of the world.
As a constituent of the worldwide fraternity, India too is
committed to all the constructive devices like maintaining
exactness of the weights and scales, fulfillment of the
mutual agreements and putting checks to all the destructive
moral traits like telling a lie, frauding, misrepresentation of
the facts, dishonoring the pledges, etc. As for the realization
of those objects of the Shariat which lie beyond the circle of
the personal and voluntary sector and which could be
realized only in the public sector under the umbrella of a
systematic government like the monetary system, taxation,
etc, and the related affairs, we shall be required to put up the
position of the Shariat before the general population of the
country to seek their support and esposal. In the first place,
vis-a-vis the said issues the position of the Islamic Shariat,
for the most part, is based on juristic inference. Moreover,
most people are used to take decision about a thing taking in
view its generally applicable wisdom and interests. It is the
common interests which underlie the position of the Islamic
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Shariat on those issues. No fundamental contradiction,
therefore, is found.

Indian Muslims and their Economic Concerns

Muslims must strive hard, entertaining no reluctance or
confusion, towards improving their economic position and
enhancing their wealth. What matters at all, being the intent.

Having attained the economic prosperity, if we unite our
efforts towards strengthening the Muslim economic position
with a pious intention to serve the religion, our religious
fraternity and humanity at large, the wealth obtained, how
great deal it might be, shall of course be a sort of Allah’s
favor unto us. This Divine prize, quite naturally, involves
some conditions, failing which never we attract it. While the
solicitude and purity of intent is a condition at the spiritual
level, sustained efforts, proficiency and the co-operation are
the conditions which have to be met at the material level.
The problem is that presently the Indian Muslims,
particularly the practicing ones, lack all the said three
elements, with fewer exceptions only. The Ulama and those
working among Muslims as reformer should come forward
to address this ailment. Economic development has to be
included in the schemes meant for an overall development of
Muslims of India. For this purpose, a new drive has to be
launched.

Labor and its connotative meanings are known to all. But the
maharat (proficiency, expertise, skill) involves many things
and some detail, therefore, is required. Farmers, labourers
and potters need a certain type of proficiency; engineers,
medical doctors, accountants and those associated with the
banking system and stock exchange need a yet another type
of expertise and skills. Computer and the Internet-system
have now become essential to acquire knowledge and
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information. In short, skill and expertise may vary from
profession to profession and work to work. If Muslims wish
to develop themselves in all fields, they have no option other
than striving hard and attain professional skills in a
comparatively better and enhanced manner. The Ulama, who
are deeply anxious of an overall well-being of Muslims,
must tell Muslims that the perfection in the matters of
religion could never be achieved unless our worldly affairs
are settled properly. Thus, far we have been introducing the
Islamic economic teachings at only ideological level, with
special thrust on an inseparable association of the Islamic
economic development with social equality and justice. Yet,
it thus far has remained only a claim, never supported by
practice. How far the Muslim countries are able to fulfill
their obligations in this regard is their own concern. But we
the Indian Muslims, who account for a 10% of the total
Muslim population of the world, can not afford to evade our
religious and moral responsibilities.

Whatever I have briefly said in the previous lines regarding
disciplining Islamic economic institutions and interacting
with the government makes it evident that there are many
works to do. In the past, the ideologies had much attraction;
people would change their destinations merely by reading
books and hearing the speeches. Now such people are rarely
found. What is needed now is practice. If the Islamic
economic ethics demonstrate itself in the practical life of
Muslims, this is to cast a deeper influence on the Indian
society, a society the gravest problem of which is an all-
pervading corruption. If the Muslim wagf got developed, it
will widen the employment and work opportunities for
common Indians. The proper management of our sums of
Zakat will inevitably decrease the number of Muslim
beggers and the rag-pickers. Interest-free banking and the
partnership-based investment system 1is being eagerly
awaited by many of our Hindu brothers. An ample deal of
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literature is available on the economic system of Islam and it
is on a steady increase. What is needed is the demonstration
of the Islamic economic principles in practice for which the
opportunities are available. I bring my paper to a close with
sincerely praying Allah to bless us with special taufeeq to
work with diligence for the ways of His pleasure.
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Significance of property/wealth in
Islam: An Overview

ML. Badrul Hasan Qasmi*

Importance of property in Shariah and Ulama’s obligations
for human life mainly depends on property/wealth. So it is
the greatest bounty of Allah. Imam Abu Bakr Jassas Razi
argues in the light of the Quranic injunctions that property
must not be wasted and it should be kept in safe custody and
should be spent in a proper way.

Islamic Shariah has not only encouraged earning of money
through trade, farming, craft and all other permissible means
but it has also motivated not to remain idle and inactive but
to strive to earn money.

It says that money earned through rightful means is a
blessing to a believer and that man should be involved in
worldly affairs, interact with others and earn money through
proper means and then spend it in Allah’s cause to win His
reward in the hereafter since worldly life is a temporary
phase, so Islam warns against being oblivious of the
hereafter. But, Islam is a religion that conforms to human
nature. It wants a man to maintain balance. One should be
involved in worldly affairs but one’s temporal life must not
take one away from his/her spiritual obligations. So the

* Vice President Islamic Figh Academy (India)
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Quran says: Bestow upon us O Lord the virtues of this world
as well as that of the hereafter.

Man can not remain aloof of his worldly business and world
is the field where man endeavours to earn his livelihood as
well as to earn virtues for his life in the hereafter. So Islam
has termed wealth and children as the attraction and property
of this world and has laid stress to earn for the hereafter.

Once Ali bin Abi Talib the blessed Caliph of Islam saw
some one condemning the world in extremely harsh term.
He said in a very convincing way that speaks of his acumen
and insight. This world is a place of rectitude for one who
goes in pursuit of its nature, it will lead to salvation to one
who wants to have one’s share from this world with dignity
and propriety. Allah the Almighty’s revelation has been on
this earth, angels pray on this earth. Allah’s Messengers
offered their prayers in the world. This is the place where
the righteous ones earn their virtues. In this world they
prayed with their expectations of Allah’s mercy and reward
of paradise in the hereafter.

Who is more desirous of the virtuous life in the hereafter and
abstinent than the disciples of Allah’s Messenger (Pbuh)
(Sahaba), but among that pious group all were not abstinent
like Abu Zar Ghafari. There were many who were affluent
who earned their wealth through proper means. They earned
the virtues and blessings of this world and the world
hereafter. They got the good tiding of forgiveness and
paradise even in this world. If one assesses the wealth of
Usman Ghani, Abdul Rahman bin Auf and Zubair bin
Awwam, they were millionaires of their time.
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Al Zakhair Wal Tahaf by Al Qazi Rashid bin Zubair, was
edited and published fifty years ago by the Late Dr.
Muhammad Hamidullah he has reported the following on
the basis of historical record that when Abdul Rahman bin
Auf died he left behind three million and twenty thousand
dinars (Gold coins). He had willed that 400 dinar each
should be paid to those who had participated in the battle of
Badr and were still living. So forty thousand dinars were
distributed from the money he had left behind. His
inheritors got eighty thousand dinars each as their share.

He got freed eighty slaves in a day. He donated fifty
thousand dinars and one thousand horses in Allah’s cause.
When he was asked of his affluence he said what he had
earned it was through honest business and tactful trade.
Zubair Bin Awwam was also among the most affluent
disciples of Allah’s Messenger (Pbuh). He had his property
not only in Makkah & Madinah but also in Iraq, Syria and
Egypt. Before his martyrdom at the battle of Siffin he had
asked his son Abdullah to pay his debts. Abdullah says that
when he counted the total payable money, it was 2200
thousand dinars.

The money he had not borrowed for his personal use. He
worked as a banker. People deposited their money with
him. He, with the permission of the depositors, invested it
into his business. The principal amount was safe. He used
the profit earned by this investment.

Even women disciples of Allah’s Messengers (Pbuh) were
engaged in business. Once Hind daughter of Otha borrowed
four thousand dirham with the permission of the blessed
Caliph Umar Bin Al Khattab. She went to the locality of
Bani Kalb and made business transaction there (Tabqat Ibn -
e- Saad) (For more details please refer to renowned jurist
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MI. Mohd. Taqi Usmani’s sediment of Fathul Mulhim, the
chapter on transaction on debt and interest).

All bounties are based on three things. The foremost is the
blessing of Islam, no bounty is perfect without it. Second is
peace, every one wants to live in peace. The third is wealth,
one cannot enjoy life without affluence.

Allah the Almighty has said that wealth and children are the
worldly attraction. It also shows the importance of wealth,
therefore safety of property is one of the fundamental
principles of the objectives of the Shariah. The Shariah has
prohibited to earn money through unlawful means, userp any
one’s money or to steal it. It motivates to make permissible
efforts to earn money. Allah has made the earth subservient
to you. So tread on earth and eat out of it. Ultimately you
have to return to Him (Al Mulk-15). Islam wants a man to
be diligent.

Imam Ghazali has divided people in three categories. One
who is engrossed in earning one’s livelihood and is
absolutely oblivious of the hereafter. Such a person has
ruined himself. Second, the one who in variably thinks of
the hereafter. Such a person will succeed ultimately. But the
man of propriety is the one who earns his livelihood and is
awaken to his obligations towards the hereafter and lives a
life of dignity and honour.

Allah’s Messenger (Pbuh) has said that the best meal is that
one earns from one’s own hand. Hazrat Daood, Allah’s
Messenger carved his livelihood through manual labour.

The reference to Hazrat Daood is significant, as he was the
king. He was Allah’s Messenger as well as a ruler. But he
earned his livelihood through physical labour. In this way
he set an example.
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Some one asked Imam Ahmad bin Hambal that if some one
confines himself in his house or mosque, believing that he
will get his livelihood without doing anything. Imam Ibn
Hambal said: “He is stupid. Allah’s Messenger (Pbuh) used
to say that Allah has kept my livelihood under my lance”.
The renowned sociologist and historian Ibne Khaldoon in
his Mugadma (Prolegomenon) explaining the economy has
said that livelihood means to look after it and to make efforts
to earn. Then he enumerates various means to earn
livelihood, like trade, agriculture and industry.

Earning livelihood through personal efforts is among the
fundamental principles of life. Islam motivates people to
earn their livelihood through various means of earning. The
Quran says when you have offered the prayers, go to earn
your livelihood.

Production of the useful commodities have been encouraged
while production of drugs, that are injurious to human
health, have been forbidden. Trade and transaction in such
commodies is unlawful.

Imam Muhammad bin Hasan Al Shibani while explaining
earning of livelihood says every one should earn one’s
livelihood through permissible means. Then he argues that
it is an obligation on every one to make effort for it. Even
Allah’s Messengers have followed it. Then, he quotes the
words of Mujahid, eminent Tabei (Student of the disciples
of Allah’s Messenger, Pbuh). Be active in earning your
livelihood till the last day of your life to eat bread with
butter. It means he who earns enjoys his meal and one who
does not earn, does not relish his food. Eminent disciples of
Allah’s Messengers (Pbuh) used to earn their livelihood
through physical labour.
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Abu Bakr was a cloth merchant, Umar was hide merchant,
Usman was a trader, Ali often took up physical labour to
earn his livelihood.

According to economic experts the basis of earning is on
whether some thing is useful and beneficial. What is
naturally more profitable it would be adopted? But Imam
Muhammad who was bestowed with insight defines the
earning, saying ‘“earing means to earn livelihood through
lawful means”. It is necessary that before examining it as
profitable or otherwise the point of its being permissible or
not should be kept in view. It is said that Imam Muhammad
had compiled his renowned work Al Ikhsal Fin Rizq Al
Mustatab to counter---There was a multitude of beggers and
destitute in the Muslim society.

Imam Sarkhasi says that Imam Muhammad was asked why
not he compiled any book on mysticism and asciticism. He
said that he had authored Kitabul Kasb and Kitabul Bae for
this very purpose. To earn livelihood through lawful means
is the supreme piety. If one consumes food earned through
lawful means, he would be encouraged to do more righteous
work. According to the Islamic Economic theory, before
examining the investment to be profitable or not, priority
should be given to see whether or not it is permissible.

It is imcumbent upon a man to earn what he needs. There
would be no question whether devotion in prayers have
priority or to struggle for earning livelihood, unless one
earns for his requirements.

The Quran says whatever Allah has bestowed upon you take

care for the hereafter in it. At the same time don’t forget
your share in this world.
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Allah’s Messenger (Pbuh) had exhorted Saad bin Al
Wagqgqas, “It would be better if you leave behind your family
members (inheritors) in affluence instead they are destitute
and beggers”.

Imam Muhammad’s book Al Ihtsal is considered to be the
fundamental work on Islamic economics. Some modern
economists had made a comparative study of what Imam
Muhammad has written in this brief work. They were
amazed to find that the experts of modern economic systems
are far behind from what he had offered as his economic
precepts. Dr. Rafat Al Erazi and Ahmad Shaqi’s books and
articles are of specific significance in this regard.

It is hearting that at today’s seminar modern economic
experts are also participating along with Islamic scholars.
The message that goes from this seminar is that Islamic
scholars are under two obligations; first they should
motivate Muslims to take active part in economic activities
so that they do not lag behind in this field as compared to
other nations. Second, they should offer Shariah solutions to
the new issues emerging in the contemporary economic
system Imam Muhammad bin Hasan Al Shaibani says that
Imam Muhammad had divided his night into three parts.
One for sleep second for prayer and third for study. Some
one asked him why do not you take a full sleep. How could
I sleep while Muslims are in deep slumber, having
confidence that we are awake.

The people say that if they are confronted with any problem
they will approach Imam Muhammad. If we the Ulama are
not awake where they will go.

Imam Muhammad made extreme pursuit in research and left

behind his works for the posterity. He went to market,
interacted with traders to acquaint himself with their
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problems, so that he could find out solutions on the basis of
Shariah. It is incumbent on the jurists of modern days to
know what is stock exchange, what are the complications of
share market, they should study in depth BOT and other
transactions, they try to explore, the Shariah solutions to
these issues. Imam Abu Yusuf had said that a jurist who is
not aware of the conditions of his time he should refrain
from issuing a Fatwa. This point should be kept in view.
Modern day young Muslim scholars should be so trained
that with the fundamentals of Shariah and principles of
jurisprudence they should be able to apply these
fundamentals to the contemporary issues. They must have
this caliber to guide the Ummah to the right path.
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Interest Free Economy in the Context
of Global Economic Crisis

Dr. A. Haseeb®

Interest free banking, which was considered impractical a
few decades ago, is getting recognized in many countries the
world over. The available results show that the banks
practicing interest free banking have withstood the global
economic crisis much better than others. This is an
opportune time to discuss this form of banking in the context
of the worst economic crisis since the Great Depression of
the “thirtie.

Following is the Plan of this Paper

Firstly, we shall briefly discuss the deteriorating state of the
Indian economy and trace it to the global economic crisis.

Secondly, we shall analyze the origin of the global crisis and
trace its causes, particularly interest based financial system.

Thirdly, we shall discuss the concept of interest free
economy and try to demonstrate that this type of economy is
vastly superior to the present system.

Fourthly, we shall discuss the basics of Islamic economic
system, of which interest free banking is an essential part,

° Dr. A Haseeb is a former Executive Director, Reserve Bank of India.

Economic Advancement of Indian Muslims: The Situation and Scope 140



but the two are not synonymous. In other words, Islamic
economic system is more than mere interest free banking.

In conclusion, we shall raise some issues to be discussed by
participants of the seminar.

Current State of the Indian Economy

The Indian economy is evidently slowing down. Real GDP
which was growing at about 8% p.a. earlier is expected to
slow down to 5-6 % in the current year. It had moderated
modestly in the first two quarters of 2008-2009 and sharply
in the third quarter. Services sector, consisting mainly of
construction, transport and communication, trade, and
hotels, which was the main contributor to high growth rate
in the past 5 years, is slowing down. Merchandise exports,
which constituted 15% of GDP, are declining in absolute
terms in recent months. Imports which are an indication of
the capacity of the economy to absorb goods and services
are also slowing down. Demand both for consumption and
investment has slackened down as evidenced by slow
growth of bank credit. All this has affected business
confidence. The index of industrial production which was
steadily rising earlier has shown negative growth in some
recent months. Government finances are distressed, as
shown by the increasing fiscal deficit. Foreign exchange
reserves which provided a cushion of comfort, have
declined. Stock exchange prices have recently increased but
they are prone to volatility. Recently, the economy has
shown some signs of recovery, but its sustainability is open
to question mainly because the developed countries are still
suffering from loss of jobs. Also, despite declarations of
international cooperation to meet the global crisis, there is
hardly any action taken.

The slowing growth of the economy is affecting production,
productive capacity and jobs. Small and medium enterprises
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which contributed handsomely to jobs and exports have
been specially affected because they have a low capacity to
absorb shocks.

A relevant question is why Indian economy is slowing
down. This question is relevant because Indian growth was
powdered primarily by domestic consumption and
investment, unlike many countries such as USA, Europe and
Japan which depended mainly on external markets for their
growth.

The answer lies in globalization of the economy. Our
economy is rapidly integrating into the world economy, not
just through external trade but also through large capital
flows. The ratio of gross capital transactions (current
account deficits plus capital flows) to GDP has more than
doubled from 46.8% in 1997-98 to 117.4% in 2007-08.
Another route through which globalization has affected the
Indian economy is the marked increase in access of Indian
corporate sector to external financial markets. For example,
in the 5 years 2003-08 the share of corporate investment in
India to GDP rose by 9 percentage points. Corporate savings
financed a little more than half of this, but a significant part
of the balance came from external financing. Secondly,
foreign investors were attracted by Indian economic
prospects and brought foreign investment through various
routes. For instance, in 2007-08 capital inflows amounted to
9% of GDP as against a current deficit of 1.5% of GDP. It
shows the depth of Indian financial integration with world
economy. No wonder that Indian economy has been
significantly affected by global events.

This brings us to a discussion of the state of global economy
and causes behind its meltdown.
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Slowing Down of Global Economy

As pointed out earlier, the world economy is currently
facing the most severe crisis since the Great Depression. The
crisis originated in the sub-prime mortgage market in the
USA. It has spread to Europe and the rest of the world. The
limited crisis in the housing mortgage market turned into
banking crisis affecting the entire international and domestic
financial markets. Consequently, it turned into economic
crisis affecting the real economy.

Let us analyze the important identifiable sources of market
failures.

First, the US economy for a long time has been financed not
by domestic, but foreign savings. The significant increase in
consumption and investment along with declining domestic
savings resulted in aggregate demand exceeding domestic
output. Costly wars strengthened this phenomenon. The gap
was filled by imports and financial flows from countries
such as China, Middle East and India. The personal saving
rate was only slightly above zero from mid 2005 to mid
2007. US is in fact the most indebted country in the world
both in absolute and per capita terms. The availability of
foreign savings and accommodating monetary policy led to
excessive capital leverage of banks and other financial
institutions. Banks tended to transfer their risks to other
entities by creating a whole range of complex credit
instruments, such as CDS (credit default swaps). This
created a structural weakness in the financial system because
the derivative instruments were so complex that the
institutions and individuals who invested in them were not
aware of the underlying securities. Hence, in case of failure
of any segment of the market, it was bound to spread to the
entire system. The failure of Lehman Brothers in mid
September of 2008 was followed by the failure of other

Economic Advancement of Indian Muslims: The Situation and Scope 143



large financial institutions in quick succession. As Dr
Rakesh Mohan, former Deputy Governor of Reserve Bank
of India has put it, “....the stable macro economic
environment — relatively stable growth and low inflation - in
the major advanced economies in the run up to the crisis led
up to sustained under pricing of risks and hence excessive
risk taking and financial innovations... Low yields
encouraged excessive leverage as banks and other
institutions attempted to maintain their profitability....Assets
were either taken off banks™ balance sheets to off balance
sheet vehicles that were effectively unregulated, or financial
innovations synthetically reduced the perceived risks in
balance sheets”.

The situation led to a sustained rise in asset prices,
particularly houses, on the back of low interest rates. Lax
lending standards coupled with financial innovations,
resulted in high growth in mortgage market consisting
mainly of households, particularly households with
inadequate repaying capacity. Most of mortgages were
securitized, bundled up into a variety of trenches and sold to
a range of financial investors, looking for higher yields.
With inflation creeping up from 2004, Federal Reserve, the
Central Bank of USA, started to tighten up monetary policy,
leading to rising interest rates. Consequently, the amounts of
interest and installments on loans started rising while
housing prices started easing. Negligible margins
encouraged defaults by sub-prime borrowers. Although the
loans were securitized and sold to off balance sheet special
institutional vehicles (SIV's), the losses were ultimately
borne by banks and other financial institutions, wiping off a
significant part of their capital. This led to a breakdown of
trust among banks. Inter-bank accommodation nearly froze.
Thus, the extreme level of risk aversion, mounting losses of
banks and financial institutions, the high commodity prices,
and sharp decline in asset prices - all combined - led to the
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sharp slow down in growth momentum in advanced
economies. The global growth was estimated at 3.8% in
April 2008. It has now been revised to contract by 1.3%!

This sounds almost a fairy tale of a wealthy global economy
plunging to an unprecented recession, resulting in
widespread loss of jobs, houses and other assets. There are
stories of families who have been evicted from their houses
built with loans and who have become pavement dwellers.

Concept of Interest Free Economy

What was the basic factor behind this tragic and depressing
scenario? We venture to submit that the basic factor was
greed for money, incentivized by an interest based system, a
system which encourages risk aversion and risk shifting as
against a system of risk sharing. The former leads to
exchange of money for money, irrespective of the use of
money and unmindful of the effect on society. Private gain
is the motivating factor under the interest based system. The
latter system, on the other hand, leads to risk sharing, which
in turn exerts a favorable influence on the real economy and
society.

Let us explain

It is generally agreed that the growth of an economy
depends on savings, productive investment,
entrepreneurship, and the human factor (education, health,
and pollution free environment). Savings depend primarily
on income. As income increases, normally savings will
increase, creating more resources for investment,
particularly if the savings are wasted in unproductive
activities like gambling, drinking, thoughtless speculation,
etc.
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Under the present system, savings transferred by individuals
and corporate sector to banks and other financial institutions
are used by bank management for earning profit - the only
motivation. Profit is assured by lending to borrowers at a
fixed interest against securities. The manager of a bank is
not interested in the use of money as long as he is assured of
repayment of principal and payment of interest. He is not
taking any risk except the risk of non repayment. If the
borrower does well, creating surplus from his business, all
goes well. However, if he does not do well, he finds it
difficult to pay installments on his loan. In case of default,
banker sells the assets secured according to the agreement.
Borrower goes into deeper debt; he is usually ruined. For
illustration, think of the increasing number of suicides
among the borrowing farmers in India. It may be added that
under this system, even the bank is not absolutely safe. If the
price of assets by which the loan is secured declines or the
money is invested in speculative business in pursuit of quick
profit, the bank suffers. Some of the biggest banks have in
fact failed under these conditions.

Compare this to an alternative system. The bank takes a
stake in the business of the borrower. It shares the risk
which is always associated with any business. The profit is
shared between the lender and borrower in accordance of the
agreement. Losses are also accordingly shared. In such a
situation the borrower may lose his capital, but he will not
be ruined. Include in the system the element of social
responsibility. The loans will then be granted for socially
productive purposes. The borrowed money will not be
allowed to be used for gambling, illegal activities like
smuggling and exploitation. In this system profit making is
not disallowed. In fact bank and the borrower have to make
a profit in order to grow. What is important is that profits
and losses are shared. On a macro basis it will benefit both
the lender and borrower, leading to creation of further
wealth. Once social angle is introduced in the system,
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healthy human factor will also come into play. Government
finances will also not be distressed. Banks and other
financial institutions will finance business with social
responsibility, leaving government to take care of physical
and social infrastructure, like schools, health centers,
transport and communications. These activities will be
financed not by fixed interest bearing loans, but equity based
instruments.

We have simplified the model. However, let us say that
interest free banking as a concept is being accepted
intellectually by academicians and found feasible by policy
makers. Many countries have allowed this system to operate
alongside with traditional, modern system. There is some
empirical evidence that banks working on interest free
system have suffered much less from global melt down than
the modern system.

Interest free banking can finance all usual activities like
manufacturing, exports, imports, real estate, but not
speculation and gambling. The assets of institutions working
on interest free system are increasing, though they still
constitute a negligible proportion of the assets of the modern
system. These institutions are growing in countries such as
Malaysia, Iran and some other Middle Eastern countries. In
fact London is becoming a hub of these institutions.

The question arises, if the interest free banking system is
more profitable and beneficial, as compared to the modern
system, why has it not caught on across the world.

The reason, plain and simple is that the interest free system
is based on morality and justice. Both these depend on fear
of punishment for wrong deeds and hope of award for good
deeds. Is the world ready to adopt morality as basis of
economic system, a world immersed in the pleasures of
exploitation and socially harmful activities? Let us
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introspect. Are we as Muslims ready to adopt a system of
doing business strictly on moral principles? There is a
difference between an interest free system and Islamic
banking. Introducing only a system in which loans are given
on interest free basis will not usher Islamic economic
system. In fact there are some differences among Islamic
scholars on certain issues. For instance, can Islamic banks
insure deposits, like other banks? Or, can these banks accept
interest on Government bonds in which they have to invest a
part of their liabilities? Do we change for a change of the
law or comprise when there is a clash between existing law
and a pure Islamic banking system? There are cobwebs in
our minds which need to be cleared. Fortunately, serious
attempts have been made by some Islamic scholars to
prepare blueprint of a system which will work according to
law and conduct para banking activities, like leasing.

Let me frankly state that in many discussions on Islamic
banking I have found that the entire emphasis was on the
duty of the lender not to charge interest. There was hardly
any discussion on the duty of the borrower to be honest in
preparing his accounts.

In conclusion, let me submit that an Islamic banking system,
of which interest free element is an essential part, is
definitely preferable to the modern system. But we have to
demonstrate it even though on a small scale. We have made
mistakes in the past in introducing interest free lending and
borrowing without paying due regard to essentials of
banking. Let me suggest that we should prepare a
comprehensive document, classifying all liabilities and
assets of the balance sheet of a bank into

(a) Those, like current accounts, which are in
accordance with the law;

(b) Those which require an administrative action to
remove hindrances in the way of introducing the
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proposed system. My own views are that our
approach should be to ask for a level playing
field and not seek any special concessions.

(c) Those which may require a change of law.
Getting a law changed will be the most difficult
thing.

Meanwhile, we should seriously study the blue prints

prepared by Islamic scholars so that a beginning can
be made.
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Economic Development in Islamic
Perspective Revisited

Dr. Ausaf Ahmad®

1. INTRODUCTION

More than quarter of a century ago, an eminent Islamic
thinker and social philosopher of our time wrote, "A major
challenge confronts the world of Islam: the challenge of
reconstructing its economy that is too commensurate with its
world role, ideological, political and economical.""" Even
after two and a half decades, this challenge remains as
serious as it was then. Perhaps more so, because political
economy of international economic system has drastically
changed during this period.

During the last decade of the preceding millennium, changes
of far reaching implications took place in the political and
economic organization of the world, that have no parallel in
history of modern world except for the period that
immediately followed the Second World War. The world is
still struggling to cope up with these changes. Several new
countries emerged on the scene. Many old and established
countries, even empires disintegrated as if they never

* Former Head, Special Assignments, Islamic Research and Training
Institute, Islamic Development Bank, Jeddah, currently, editor of Urdu
quarterly Mutaaleaat, published from the Institute of Objective Studies,
New Delhi, India.
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existed. Many nations and peoples are in search of their
new identity. Weak nations around the globe are struggling
to win their rightful place in the community of nations. They
want their legitimate rights. The gap between the rich and
the poor nations is being widened at an increasing rate. The
poor nations, which were once mesmerized with the idea of
‘catching up', can not even imagine going any where near the
levels of development achieved by advanced nations. On the
other hand, advanced nations are discovering new horizons
of development, propounding new technologies, which have
taken the world by storm. The near monopolies over
technology, industrial production, trade and financial
markets have given the advanced countries an advantage,
which is fast developing into new forms of neocolonialism.
A world that was once divided into two powerful blocks,
each around a strong nucleus, has suddenly become
unipolar. The bi-polar world appeared to be a stable system
in which forthcoming events could be predicted with quite a
reasonable degree of certainty. No more so! Whether the
world would remain unipolar or shall evolve into a
multi-polar system once again remains to be seen.

These events have thrown open a big question: Is there no
alternative path to development except the capitalist one?
During 1950s, after successful experiment of central
planning in the erstwhile Soviet Union and the triumph of
Communist Revolution in China, a number of developing
countries, including many Muslim countries, adopted with
high hopes the so called 'non-market path to development',
which  was then characterized by socialist philosophy,
central planning and active leadership of the state in
economic matters. The break-up of former Soviet Union and
the destruction of the economies of East European countries
amply demonstrated that the socialist system was in a
serious conflict with many important traits of human nature.
Its centralization, regimentation, concentration of economic
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decision-making in a few hands, absence of market
mechanism, state ownership of means of produce, etc.
violated the basic urge of human beings of having social and
economic freedom. The Marxist and dependency theories of
development also provided a basis for "autonomous
development" in the developing countries embedded in
protective trade regimes, import substitutions and
"omnipresent and omnipotent" state intervention in the
economy. Experience over the past five decades in scores of
developing countries, has shown that these policies have
mostly led to increased inefficiency, turning them into
wasteful economies having ineffective utilization of
productive resources. So much so that many of these
developing countries are faced with political, economic and
social disintegration.

However, the "defeat” of the socialist system does not
necessarily imply "victory" for the -capitalist path of
development. Capitalism is still plagued with a number of
uncured and probably incurable ‘"diseases" such as
inequitable and highly skewed distribution of income and
wealth, poverty and economic injustice, inequality of social
and economic opportunities, crime and social tension,
inflation and economic cycles, instability of financial and
foreign exchange markets, just to name a few. These
“diseases” are  not restricted only to developing countries;
even advanced capitalist societies, which are proclaimed as
the model of development are not free from these. Recent
military adventures of the United States have led to the
suspicion that military adventurism is the only way to
sustain modern industrial capitalism.

A possible reason for the demise of the socialist system and
for the perpetual crisis of the capitalist system is that both
systems are devoid of any moral content. Philosophical roots
of both the systems may be traced back to arrogant and
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aggressive physical materialism of eighteenth and nineteenth
centuries. Both the systems over emphasize the material side
of human existence, neglecting its finer, spiritual and moral
dimensions. It is true that man cannot live without bread but
it is also equally true that man does not live by bread alone.
It is true that man, most often, is not moved by abstractions
and preaching but it is also equally true that man is not
always motivated by self interest, pecuniary benefits, and
material welfare. The truth of the matter, for most human
beings, is that only the pursuit of some higher moral goal
makes this life worthwhile.

It is held that the ideological vacuum created by the demise
of socialist model of development may be filled by the
Islamic model as developing countries are once again
looking for a new strategy of development.” However,
before examining this strand of thought; let us have a quick
survey of thinking on development in Islamic perspective.

II. DEVELOPMENT AND ISLAMIC ECONOMICS

Economic development has been a rather neglected area in
Islamic economics.’ looking at the present state of
development in the Muslim countries; it appears to be rather
surprising, if not altogether ironical. Since most of the
Muslim countries find their rightful place among the rank of
developing countries, it would have been appropriate if
concern for their development would have found a
prominent place in the intellectual efforts of Muslim
economists. However, a survey of writings on Islamic
economics carried out in 1978 identified only a few papers
on economic development.* Attempts to discern an Islamic
approach of development had to wait till a thoughtful paper
by Khurshid Ahmad was first presented in the First
International Conference on Islamic Economics and later
published in the collection of selected papers of the
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conference under the title Studies in Islamic Economics.
Since then, a number of books, articles, papers etc. have
been written and several conferences on various themes of
development in Islamic framework have been organized.’
Since the above-mentioned paper has had a profound impact
on the thinking of Muslim economists, particularly on the
theme of economic development, it shall not be out of place
to examine some of the main ideas advanced in this paper.

The Concept of Development

Khurshid Ahmad set to himself the task of identifying the
Islamic ideals of development, measuring the distance
between ideal and reality and formulating a strategy for the
realization of the ideal. Recognizing widespread
underdevelopment and structural deformities in the
economies of the Muslim countries, he argued that
development policies, which have been based on
indiscriminate imitation of the west, have not done any good
to developing Muslim countries. Ruling out the policy of
blind following of the West, an approach based on value
pattern rooted in the Qur’an and Sunnah is recommended for
formulating a development policy. The philosophical basis
of development is then traced in the following Islamic
notions:

Tawhid i.e. Oneness of Allah

Rabubiyyah i.e. Divine Providence

Khilafah i.e. Man is God's Vicegerent on earth
Tazkiyah i.e. Purification and growth.

These Islamic concepts inspire the whole life of a Muslim.
The belief in oneness of the Creator of this universe bestows
a basic unity upon different walks of life. The concept of
Divine Providence (Rabubiyyah) emancipates the man from
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the arrogance that is the hallmark of modern civilization.
The concepts of Khilafah and Tazkiyah also have direct
bearing on development policy. They bestow upon man a
sense of responsibility in the conduct of his worldly affairs
and ensure that development activity does not damage the
natural environment created by God. Thus, the concept of
economic development is enlarged to become a
comprehensive concept. In the light of these, three main
goals of development policy have been identified: (a)
Human resource development (b) Expansion of efficient and
useful production and (c) Improvement in quality of life.

The main criterion on which economic development as an
experience of human civilization "has to be judged
ultimately "is" in terms of what it does to the lives of human
beings."6 On this criterion, the record of economic
development during the past two hundred years appears to
be mixed. Economic development, in the past two hundred
years has registered impressive gains: unprecedented
prosperity in certain regions of the world, technological
progress, gains in productivity and efficiency, thousands of
new products, etc. On the other hand, it has also resulted in
increased pollution, global warming, deforestation, climatic
change, environmental damage and moral degradation of
Man. It has also led to bigger and sharper gulf between the
rich and poor nations of the world.

However, as a concept, economic development is still the
subject of a debate. A few decades ago, development was
measured only in terms of material well being, measured by
the gross national product. Then, life expectancy was also
added as yet another dimension. It was implicit in the
materialist approach to development that a value is attached
to “more GNP” and “longer life expectancy". At this stage,
two comments are in order: Firstly, they both were
essentially a measure of "quantity" and not of “quality".
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Secondly, both assumptions reflect the non-satiation
assumption of micro economic theory... that more is
preferred to less and that human wants could never be
satiated. In juxtaposition to this, Islamic economists have
been emphasizing a holistic concept of development, which
being more comprehensive, adopts a more exhaustive
approach to life than merely focusing on its material aspects.
It may be noted that Islam does not classify life into
watertight compartments. It approaches the life as an organic
whole in which the temporal and eternal, material and
spiritual, behaviors are not separated from each other but are
treated as aspects of the same human behavior. This is the
result of belief in the oneness of the Creator (Tawhid) which
is reflected in human behavior. This should also be exhibited
in social policy and in the concept of development too.

It appears now that a more comprehensive concept of
development is gaining more currency among the
development theorists as well as policy makers. It is
reflected in successive Human Development Reports
brought out by the United Nations. Conceding the fact that
“the concept of development is by no means
unproblematic"7, and its measurement is even more problem
ridden, it may be held that some recent advances in
theoretical and empirical research have helped us to
understand it better. Particularly, the concept of Human
Development Index (HDI) where life expectancy at birth,
education and income are included is a step forward from
the days of "production for market" approach of the GNP
era. Although it may not be completely justified to consider
it as a triumph for the Islamic approach to development, it
may also not be too far from reality to say that a consensus
is now emerging on the holistic nature of development,
embracing market and non market, physical and non
physical, material and non material aspects of life.

Economic Advancement of Indian Muslims: The Situation and Scope 156



The Islamic Strategy of Development

Basic assumption of the Islamic approach to development is
that the "worldview" and "development strategies" are
inter-woven together so much so that "unless the worldview
and the strategy of a system are in harmony with its
professed goals, the goals cannot be actualized”. The logical
concomitant of this assumption is: Advanced capitalist
countries have realized the goals of their system
(development) because their strategies are in harmony with
their worldview and Muslim countries are backward (i.e.
have not been able to achieve the goals of their system) as
their strategies are not in conformity with their system goals.
Hence, a thorough revision of present strategies of
development is recommended.

Khurshid Ahmad identifies human resource development,
expansion of useful production, improvement in quality of
life, balanced development, evolution of indigenous
technology, reduction of national dependency on the outside
world and greater integration within the Muslim world as
"general goals of development policy for a Muslim society".
In order to achieve these goals, Ahmad suggests certain
broad-based changes in the approach to development
planning which include: abandoning the belief in aggregate
growth models and adoption of a multi-objective approach,
establishment of new Islamic institutions that would take
initiative in the field of economic development,
decentralization and involvement of people in the
development process, and finally vigorous efforts in
research and planning. 10

Chapra offers a more detailed blue print of development
policy as "the Islamic Strategy". As a background to the
Strategy, he identifies four elements that would propel his
strategy to success. These are:
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1. A moral filter that would moderate and humanize the
pursuit of wealth and power.

2. Accountability before the Supreme Being can serve as
a motivation force for abiding by Islamic values and to
work for social well being.

3. A massive social and economic restructuring would
ensure that "individuals find it possible to serve their
self-interest, only within the constraints of social well
being and economic stability"'"

4. The state will be expected to play a complementary
role in enforcing the moral code of conduct and
ensuring proper functioning of relevant institutions.

Then Chapra identifies five policy measures for achieving
development with sustainability and stability. These are:

1. “Invigorating the human factor by ensuring a more just and
equitable society. In this context Chapra pleads for labor
reforms, ensuring fair treatment to small income earners,
producers, exporters and consumers; expansion of
education and training facilities and improved access of the
weaker sections to availability of finance.

2. Reduction in the concentration of asset ownership. This
may be done by introducing land and tenancy reforms,
providing incentives in sharecropping schemes, initiation
of rural development schemes, wider dispersal of equity
and control of business corporations, implementation of
Zakah, enforcement of Islamic system of inheritance and
reforming the present fiscal structures.

3. Economic restructuring, which first of all requires
introduction of a moral filter so that productive resources
may be diverted from the production of luxuries to
production of necessities, emphasis on need fulfillment,
reforms of public finance including prioritization of
government spending, reform of public subsidies, public
enterprises, defense, taxation systems, budgetary
discipline, restructuring of investment climate by removing
political uncertainties, exchange controls, tariff and import
substitution, etc.
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4. Financial restructuring including new deals for small and
marginal farmers, small-scale enterprisers and self
employed. Availability of finance should be recognized as
a basic right and financial institutions must be geared to
fulfil the basic needs of the society.

5. Finally, in order to achieve the objectives of the Shari’ah
(Magqasid ai Shari’ah) Chapra recommends a long-term
strategic policy Plan that would enable the State to take a
realistic account of all the available physical and human
resources and to establish, in the light of this, a set of well
defined priorities." "

This is a fairly tall order! Particularly, in view of the
political climate of Muslim countries, it appears unlikely
that such wide scale and far-reaching structural changes may
be put into effect unless political changes of equally drastic
magnitude also take place. Chapra himself accepts that
"political factor is one of the most important factors
responsible for the failure of the Muslim countries to
implement the Islamic strategy for development with
justice,""* (Emphasis added).

Although Ahmad and Chapra are the first and foremost
amongst Islamic  economic thinkers commanding
respectability, there are many other writers who have also
recommended their own  “Islamic" strategies of
development."” Perhaps, it may not be out of place to point
out that there cannot be a single and unique Islamic strategy
for development. Hence it may not be justified to speak of
"the Islamic strategy of development n 16 Given the
diversity of social and economic structures of Muslim
countries, one should not expect that what is good for one
country may also necessarily be good for another country.
Hence, probably, it may be better to conceive of "an Islamic
strategy" rather than "the Islamic Strategy" to development.

Economic Advancement of Indian Muslims: The Situation and Scope 159



Furthermore, probably the question of strategy is not the
most relevant issue for Islamic economists to address: It may
be left to technicians of development to draw specific and
relevant strategic short and long-term policy plans for the
Muslim countries. More important and interesting issue for
economists is to examine the issue whether there is any
conflict between the Islamic values and the values advocated
for development.

Islamic Values and Development Values

The above argument has been used for advocating a change
of strategies. It shall be argued later in this paper that above
approach ignores certain historical realities. However,
before that let us see what Islamic values are relevant to
economic development:

Certain sociologists and development theorists, particularly
Max Weber viewed Islamic values as an obstacle to
development'’. In fact, nothing can be farther from truth. It
is held that development required a number of individual
and social values that would mould the behavior patterns of
individuals as well as the society as a whole. Some of these
values may be: rational approach, self-interest, sanctity of
private property, strong profit motive, abandoning a
parochial view and adoption of a national outlook. Most of
these values have been of special significance to economic
development in various countries, particularly in the West,
at various stages. Let us see where do we stand with respect
to these values as far as Islam is concerned.

Islam adopts a universal approach to human issues. It
considers all human beings a single brotherhood and
encourages peace, justice and welfare of all human beings.
Even a cursory look at the Islamic values may convince any
impartial observer that these are the cherished values of
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human behavior and there is no inherent conflict between
the Islamic values and development values.

Islam enjoins justice and fairness in all human dealings. It
places high value on individual freedom and human dignity.
It protects the right of private property but at the same time,
attempts to limit the inquisitive instincts of Man within
reasonable limits. Islam pleads for understanding,
acquisition of knowledge and adoption of a rational
approach towards all human issues. In Islam, free flow of
goods and services is encouraged so that no hardship is
caused to people. This contention is supported from the fact
that Ehtikar is strictly prohibited. Islam encourages free flow
of goods not only in domestic trade but also in international
trade. The evidence suggests that custom duty was first
introduced in Islam by the second caliph Umar bin Khattab
(May Allah be pleased with him) as a reciprocal measure.
Islam requires that there should not be any restriction on
movement of goods within Islamic lands. However, for trade
between Islamic and non-Islamic lands, the principle of
reciprocity may be adopted and practiced. This could be said
about quantitative restrictions as well as non-tariff barriers.
The interactions between the Muslim and non-Muslim lands
may be regulated to safeguard the interests of human
society. Market as an institution is respected and the rules
for a satisfactory functioning of the market are prescribed.
Private property is respected in Islam and enjoys as much
sanctity, if not more, as in the Western society. Self-interest
and profit motivations are not objected or abhorred if they
do not damage legitimate rights and interests of others.

In addition, Islam grants certain inalienable human rights to
individuals.*® Some of the these fundamental rights include:
The right to life, The right to equality before law, The right
to privacy, The right to protest, The right to justice, The
right to participate in the conduct of the affairs of the State,
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etc. For each of these rights, enough corroboration can be
provided from the Qura'n as well as from Sunnah.”’

Thus, it could be said that, in general, Islam encourages
freedom of action freedom of inquiry and rational approach
in all human endeavors . Its significance in Islam may be
gauged from the fact that rational approach and freedom of
inquiry are encouraged and allowed, not only in
socio-economic issues but even in religious and moral
spheres,23 without transcending the limits set by Allah. Islam
stands for peace, tranquility and cooperation. All such
endeavors that are intended for the betterment of humanity
and human beings, irrespective of the fact whether these
endeavors are initiated in Muslim or non-Muslim lands,
deserve not only the support of Muslim states and
governments but also of all Muslim people. That is a moral
duty as the Divine Guidance is: help ye one another in
righteousness and piety but help ye not one another in sin
and rancor (5: 2).

It may be pleaded that all these values are supportive of
development effort. They do not conflict in any way with the
goals, motivations, behavior patterns and institutions
required for economic development. Hence, the basic causes
and remedies for rather non-performance or dismal
performance of Muslim societies in the arena of economic
development must be looked somewhere else and not in the
conflicts between the Islamic values and development
values.

ITII. LESSONS FROM HISTORY

Development, in its historical dimension, has been an
experience of mankind. It is a human experience which
culminated because of all human efforts and experiences
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accumulated since the dawn of human history. Therefore, it
is not an exclusive monopoly of any one nation, race or even
people living in any specific cultural milieu. Like human
knowledge, it is a heritage of mankind and all human beings
have an alienable right to develop and prosper. Like
knowledge, development is also indivisible. Like
technology, it has to diffuse to other parts of the world. The
efforts to keep it confined within some narrowly defined
boundaries can meet only with disastrous consequences. It
cannot and should not be rejected totally. Instead, we need
to absorb and assimilate it and if possible, we must
contribute to its enrichment and betterment. We need to
draw correct lessons from this historical experience in order
to formulate a development policy that would be addressed
to 'ground realities'.

In terms of historical evolution, the success stories of
economic development may be classified into three separate
groups: early leaders, immediate followers and late starters.
The early leaders shall be those countries, led by the Great
Britain and the US, which started development in the late
eighteenth century some time around 1780s. The immediate
followers are those where these developments were
implanted and followed immediately after the industrial
revolution. That includes most of the countries of the
Western Europe. Then there are the late starters, led by
Japan, who became the high performance economies of the
East in second half of the twentieth century. This may also
include the so called Asian Tigers who came on the scene in
the seventies and eighties of the twentieth century. Apart
from these success stories, there are large number of
countries in Asia, Africa and Latin America, which are still
caught in the cobweb of poverty, economic backwardness
and deprivation. Unfortunately, most of the Muslim
countries are included in this group. However, these
countries may have "later comer's advantage" as they could
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learn many lessons both from the early leaders as well as
from the later followers.

Scientific Revolution

Present economic development is the direct result of
scientific revolution that took place in late eighteenth and
early nineteenth centuries. Industrial revolution happened in
England as accumulated scientific knowledge was applied to
production technology. During the last two hundred years,
the scientific bases of modern industry and commerce have
expanded and strengthened many folds. Plethora of
empirical studies are witness to the fact that major gains in
the productivity per worker could be realized - only by a
sustained application of modern technology which, in turn,
is based on the application of scores of modern sciences.
Progress in basic and applied sciences and its increasing
application to economic processes is now a well-established
fact of international economy, which has become
irreversible. Any attempt to generate - a trajectory of
economic growth, devoid of modern science and technology,
(such as small scale movement, indigenous technology, etc)
have not met with any great success in the past and such a
policy is not expected to bear much fruit in future either.
Muslim economists and policy makers need to pay more
attention to modern technology, its assimilation and
absorption in the Muslim societies. 1t may be asserted that
economic development in the Muslim countries can happen
only within the matrix of over all human experience in this
field. It can not be divorced from present technological
realities, which by itself is a historical evolution. Even the
countries, which have embarked on the road to development
and progress as late as last half of the 20" century, have
shown remarkable capability of absorbing modern science
and technology. It is highly doubtful that modern economic
growth can occur without resorting to modern science and
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technology. However, this aspect has been rather neglected
in the literature of Islamic economics on the subject of
development.

Increases in Productivity

It is only logical to expect that increases in total output (no
matter how it is measured) have to come by increases in the
inputs. However, by now sizeable literature on growth
accounting shows that increases in output can not be totally
explained by increase in inputs. The unexplained portion has
been termed "residual”, "technical change" or "Total Factor
Productivity" (TFP)* or "real cost reduction". It is better, for
analytical reasons, to make a distinction between technical
change and TFP. Technical change, more often than not,
leads "to think of inventions, of the products of research and
development (R&D) and technical innovations."*® The TFP
on the other hand, refers to effects of different kinds of
economies, economies of scale, external economies and
management techniques on total output. There is evidence
showing much of growth process occurs at the level of
firms, which are devoted to real cost reduction and efficient
production. What goes on at the level of firms during the
periods of growth and development has only recently
attracted the attention of economic researchers. >’

Institutions and Policies

It appears that, apart from the significance of relevant social
and moral values, economic growth and development hinges
on the establishment and evolution of relevant institutions
and appropriate policies. Many Muslim countries are still in
the early stages of development, having either mostly
agricultural  societies or even simpler economic
organizations. Their transformation to modern and
sophisticated economies requires a number of institutional
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and policy changes. It obligates creation of new and
expansion of existing markets, specialization in production,
improvements in distribution and exchange of national
output, increased division of labor, monetization of society
and evolution of monetary and fiscal institutions. Any
possible strategy of development for Muslim countries must
give institutional development a prominent place.

Similarly, historical experiences could also enrich policy
formulation on development issues. A plethora of studies are
now available which point out to the dynamics of growth
processes. We are concerned here only to point out two
crucial factors: human capital and export orientation. Many
studies have shown that the countries that have invested
heavily in human capital, particularly education have also
reaped rich dividends in terms of gains to economic growth
and development.28 The studies have also shown that the
countries, which adopt an outward looking policies,
outperform those with the inward looking policies. The
inward orientation has found to have been associated with
slow growth and inefficiency. The studies have shown that
gains from total factor productivity are higher in the
countries that have adopted external orientation and negative
in the countries that operated with inward orientation.”

It is postulated here that historical experiences can enrich the
development policy of Muslim countries and help them in
focusing on variables that are vital in the process of growth
and development. Institutional development shall be a
centrifugal force in this process. Muslim countries need to
develop (i) market institutions that increase allocative
efficiency of the economy (ii) non-market institutions that
increase the efficiency of the market system and (iii) social
and economic institutions that are conducive to
development. In addition, they also need to increase the
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effectiveness of existing Islamic institutions or establish new
Islamic institutions to play a role in development.

During the recent past, some Islamic countries have shown a
degree of dynamism in developing new institutions, which
perform a developmental role. Here mention is made of two
such institutions: Grameen Bank of Bangladesh and Tabung
Haji of Malaysia. The Grameen Bank was initiated in 1976
in Jobra village in Chattagong, Bangladesh as an action
research program of a financial institution committed to
alleviation of poverty. By the end of 1992, Grameen Bank
had more than 1.34 million and its cumulative disbursement
has crossed 14 billion Taka™. It is reported that presently the
Grameen Bank lends, on an average, $35m every month,
with the help of International Finance Corporation. The
Bank is now poised to enter the American capital market
and wishes to raise capital resources through
Securitization’!. Over time, the Grameen Bank has emerged
as a model of a financial institution specializing in Micro
credit. It is the success of this financial institution that
earned its founder Dr. Mohammed Yunus, a Nobel Prize in
Peace.

A Malaysian institution known as Tabung Haji is yet
another unique financial institution evolved and developed
in the Muslim world during the last few decades. The
Tabung Haji is the popular name of the Pilgrims'
Management and Fund Board of Malaysia, which was
established in 1963 and reorganized in 1969. Tabung Haji is
also a specialized financial institution that has been
established to enable Muslims to save in order to provide
their expenses for the Pilgrimage to Makkah (Hajj). Over
time, the Tabung Haji has emerged as one of the largest
non-banking financial institutions in Malaysia. ** Although,
main purpose of the Tabung Haji is to satisfy Hajj related
needs, its developmental role is by no means insignificant. It

Economic Advancement of Indian Muslims: The Situation and Scope 167



is highlighted in its various activities such as (1) Tabung
Haji is a highly successful financial institution which has
achieved extraordinary success in mobilizing resources. (ii)
Tabung Haji is vigorous investor in various sectors of the
economy. Its investment exceeded 2.5 billion Ringgits in
1995. (iii) It has established subsidiary companies dealing in
plantation, pilgrims, transportation, construction and
housing, and property management, which are of
developmental significance.

There are many similarities between Tabung Haji and
Grameen Bank besides marked differences. Tabung Haji is
an Islamic financial institution while Grameen Bank is an
interest based banking institution although rate of interest is
kept to bare minimum to help its main clientele in the
weaker sections of the society. Both institutions were started
in response to pressing needs of the respective societies: one
for managing Hajj activities and the other to reduce social
stress of poverty. Both institutions were established by the
indigenous initiative. Lastly, but not the least, both
institutions are highly successful institutions in their
respective fields. These could be the examples of success
stories of institutional development in the Muslim countries.
Keeping this in view, it may be said that institutional
development and innovation must be given a high priority in
the development strategies for the Muslim countries.

IV. TOWARDS A DEVELOPMENT STRATEGY FOR
MUSLIM COUNTRIES

The present reality of Islamic countries is far removed from
a situation in which the societies develop and prosper. They
have also moved away from the Islamic ideals and find
themselves in a situation in which cherished goals of Islamic
economic system such as compassion, justice3 3 and fair play
(al ‘Adl wa al Ehsan) could hardly be achieved. ** It is true
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that, at least on a theoretical level, there is no apparent and
inherent conflict between the Islamic concept of
development and the concept currently in vogue in the
profession. Both have come pretty close to each other.
Similarly, on an analytical level, one does not find any
significant conflict between Islamic values and the values
required for economic growth and development. In fact,
many features of the social structures of Muslim societies,
such as low rates of crime, harmonious social relations,
emphasis on family values, etc are the characteristics that
may enter into an index of quality of life in any modern and
civilized society. These can be harnessed to reinforce the
innovations and work ethics required for growth and
development.

Desirability of Development

No body questions the desirability of development for the
Muslim societies. In fact, another prominent Islamic thinker
of our time considers it as an Islamic imperative. This
eloquent defense of development is worth quoting at length:

Economic Development has become sine qua non of
dignified living in today's world. Backward people
and people who do not have control of their economy
can hardly have any autonomy in their social and
cultural life. Muslim people can not be capable of
holding on their own against anti Islamic forces in
the world unless they enjoy the security and strength,
which can come through economic development.”

Thus, striving for economic development and achieving
economic progress, it is argued, as “an Islamic duty”
(emphasis added). It is also a dire necessity. Stark realities
of our times are that one billion people in the developing
world still lack access to clean water. Nearly two billion lack
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adequate sanitation. Electric power has yet to reach to nearly
two billion people.’® Many of these people reside in Muslim
countries located in Asia and Africa. Making these
necessities available to most of deprived people on any
significant scale would require harnessing and using of
resources at a much larger scale. This just cannot be done
without development.

Islamic scholars have also established that fulfillment of
basic needs of all its people is an Islamically required duty
for a Muslim society. *7 It is also conceded that, “no Muslim
country has so far designed a concrete Basic Needs
Fulfillment Policy, and made it the fulcrum of its
development planning”.*® Nevertheless, it may be trivial to
assert that if any headway is to be made towards basic need
fulfillment of people in Muslim countries, economic
development is a precondition for such an eventuality.

Nonetheless, it must be unequivocally stated that, instead of
waiting for some utopian concept of development and
corresponding strategies to materialize, we must start
solving our problems right now. Some of the ingredients of a
development strategy in the Muslim countries, that need to
be considered and incorporated in an eventual policy, may
be the following.

Application of Modern Sciences and Development

A development strategy based on Islamic values must use
the potentials of modern science and technology to
maximum extent. Historically speaking, the seeds of modern
sciences, were first sown in the Islamic civilization through
empirical and rational inquiry of natural phenomena. Today,
majority of Muslim countries are considered scientifically
and technologically backward. Muslims have to rediscover
their lost heritage in science and technology. The Muslim
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countries need to adapt modern sciences and technology to
their needs and environment and assign it a high priority in
their development programs. In most of Muslim
communities, the attitude towards modern sciences and
technology is that of apathy if it is not altogether hostile.
The literacy rates are low. The number of scientists, doctors,
engineers, technicians, per thousand of population is very
insignificant. On the other hand, any kind of development is
possible only, within the matrix of modern sciences and
technology.

This is not a plea for the "imitation of western models of
development". Muslim countries are faced with a number of
technological problems that need to be solved by creative
application of science and technology. It does not
necessarily mean that they have to transplant the same
technology as used in the Western countries. It can be
adapted in accordance with the local conditions. However,
discovering genuine scientific solutions of the perennial
problems of Muslim countries shall require more of modern
sciences and technology and not less. Therefore, Muslim
countries need to increase their capabilities in the areas of
science and technology.

Investment in Human Capital

In order to increase their capabilities in modern sciences and
appropriate technologies, Muslim countries need to invest
heavily in human capital, particularly in education and
health. Generally speaking, investment of Muslim countries
in these two key areas is on the lower side. Muslim societies
have to recognize that Islam puts a great emphasis on
obtaining and spreading knowledge. During the prime of
their civilization, Muslims had excelled in science and
technology of their times. Today, they have fallen behind
other nations in this as well as in other arenas. However,
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knowledge is not the monopoly of any one nation. It is the
result of human endeavor throughout the history. It is the
heritage of whole mankind. Hence, Muslims should regain
their strength in science and technology and apply it in the
development of their societies.

Investment in education and health is directly productive.
There is a strong positive correlation between the rates of
literacy and high levels of economic growth. No illiterate
society ever achieved economic growth and development.
Therefore, removal of illiteracy from different groups of
population, particularly from children and women have to
have a higher priority in development programs.

The ongoing communication and information revolution in
the world has reinforced the role of knowledge in economic
development. Information has become a crucial input in the
productive process. Access to information is now a pre-
condition to have entry into markets and profitable
opportunities. The information revolution has also increased
the speed with which goods and services could be
transferred from one place to another. The countries that
have developed good information networks are likely to
develop faster than those without it. It is high time that
Muslim countries adopt scientific and technological
education as the basis of their development programs.

Balance between Market and State

An important characteristic of an Islamic strategy of
development shall be a balance between market forces and
state intervention in the economy. Neither profit motive,
which is the manifestation of individual initiative and drive,
nor state intervention, which is reflection of the collective
will of the society, shall be denied an appropriate place in
the economy. Both will complement each other and provide
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impetus for development of the whole society. This balance
shall assume added significance in view of drive for
privatization going on presently all over the world.

This is an area in which historical experience may again be
useful. Recent history of socialist countries has more than
convincingly shown that State can not create economic
development at will. A highly interventionist role of the
government becomes counter productive. On the other hand,
it does not mean that we have to go back to laissez faire
days. The government has a role to play in the economy. It
has to prescribe the laws, provide for institutions and
develop infra and super structures for the economy that
would induce development and not hamper it.

Islamic Institutions and Development

Being a complete code of life, Islam also prescribes certain
institutions that help us to lead a complete Islamic life.
There are a number of Islamic institutions but here we may
focus only on those, which have a direct bearing on the
development process. Since these institutions have been
functioning in the Muslim societies for centuries, the value
patterns of these institutions are in accordance with the value
pattern of the Muslim societies. If these institutions could be
made development oriented, the process of development
may be accelerated. In the rest of this paper, we shall
highlight the developmental role of these institutions.

Islamic Financial Institutions

During the past two decades, Islamic banking has emerged
as an alternative to interest based banking. Several Muslim
economists, have more than convincingly, shown that
Islamic banking would have several advantages over Riba
based banking. It would allocate the resources more
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efficiently as the main criterion of allocation of financial
resources would change from credit worthiness to
profitability. It would increase the productive capacity of the
economy, as more investment would take place in the
production sector. Islamic banking could also increase the
supply of venture capital, which is in rather short supply in
the Riba-based banking system.*’ It would encourage growth
and development, as it would raise the level of real
investment in the economy.

The emergence of Islamic banking is a good omen for
economic development in the Muslim countries. The Islamic
banks, spread all over the world, are developing new
financial instruments, which are compatible with Islamic
Shari’ah. Once all ingredients of an Islamic financial market
are in place, it will go a long way to promote economic
development in Muslim countries. Resource mobilization for
development has come to be recognized as a perennial
problem for Muslim countries. It is here that financial
institution and financial markets play a vital role by
harnessing the savings generated by the society and putting
into productive investment. The Muslim countries do not
have a well-developed financial system. Hence, a large part
of their savings is not translated into productive investment.
Some of the Muslim countries suffer from an added
disadvantage that a large part of their domestic savings
remains in the non-monetized sector, partly it is because of
non-availability of financial institutions and instruments, and
partly because available institutions and instruments conflict
with the Islamic values.

The Islamic financial institutions including Islamic banks,
Islamic investment companies and Islamic finance houses
can play a very useful role in mobilizing domestic savings
for productive investment.*' Experience has shown that
Islamic banking enjoys an edge in credibility over interest-
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based financial institutions. This comparative advantage
may be exploited to the fullest extent if these institutions are
spread in the Islamic world in every nook and cranny. Only
then, Islamic financial institutions shall be possible to
harness hidden saving and raise the levels of productive
investment.

However, some times a more skeptical attitude is adopted
towards Islamic banking particularly in view of its heavy
dependence on Murabaha operations. It is held that Islamic
banking claims advantage over interest-based banking
because of its participatory nature, which is based on
Mudarabah. However, track record of Islamic banking has
shown that Murabaha constitutes more than 90 percent of
the total operations of Islamic banks.* Furthermore,
financing by Islamic banks is mostly short term, and is
concentrated in the trade and construction sectors. It has
been pointed out that composition of financing techniques as
well as sectoral composition of finance provided by Islamic
banks is undergoing a change. Nevertheless, it may be
accepted that present extent of Islamic banking is quite
limited. It is still in the experimental stage in a few Muslim
countries. Unless, it is adopted at a large scale in the nook
and cranny of the Muslim world and plays a significant role
in mobilizing large scale savings in Muslim economies, not
much advantages may be expected to flow out of the Islamic
banking.

Zakah Institutions

Zakah is another important Islamic institution that has the
potential of transforming the present Muslim societies.
Zakah redistributes income and stimulates aggregate
demand. It will increase the demand of wage goods in the
economy and have positive influence on the production
structure, A proper and efficient Zakah system would not
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only increase the quantum of aggregate demand, it will have
beneficial effects on its very composition. Muslim
economists have also suggested that Zakah can also be used
as anti-inflationary and anti-cyclical measures. In fact, the
system of Zakah introduces elements of social insurance and
social security that do not become a drain on the productive
system of the economy.

Muslim countries need to discover the potential of Zakah
system. Excepting a few countries, there are not many Zakah
institutions in the Muslim countries. It is mainly left to
individual initiatives to disburse the Zakah among the Zakah
recipients. If collection and distribution of Zakah could be
institutionalized through a well - administered organization,
its many advantages shall be reaped by Muslim countries. It
shall reduce the demands of social security on their public
budget and on the other hand, which is more important,
could improve productivity per worker because of an
improved social care system.

The Waqf Institutions

The institution of Wagf has deep roots in the Islamic history.
It is a manifestation of the cultural tradition of altruistic
behavior of Muslim societies. The Awgaf have played a
great developmental role in the Muslim societies in the past.
Muslim philanthropists made Awgqaf for establishing and
running schools, colleges, hospitals, mosques, and caravan
sarais (places where travelers could stay to have rest). That
is a rich tradition, which can be used for future development.

Awqaf also have a great potential to perform a dynamic role
in the development process of the Muslim countries.
Provision of social services and merit goods has become
difficult in the modern societies. These goods can not be
provided adequately by the market alone. Modern

Economic Advancement of Indian Muslims: The Situation and Scope 176



economics found the solution to this problem in providing
subsidies and public provision of social services and merit
goods. However, the experience of welfare state during the
last 50 years has shown that welfare expenditure itself
becomes a burden on the state resources and contributes to
increasing budget deficit. The provision of welfare
expenditure through Awgaf will provide a solution in which
this expenditure shall take place outside the market and
pricing system and shall still be contributed by the private
sector.

There are hundreds of thousands of Awgaf in most of Muslim
countries. Property in the forms of buildings and land worth
billions of dollars is available under Awgaf in various Muslim as
well as some non-Muslim countries. Unfortunately, today, most of
these Awgaf properties are in a dilapidated and poor condition.*
Many of these properties suffer from total neglect, abuse and
misuse. Their earning profile is also too low. The properties need
reorganization and development to improve their flow of earning.
Some times, the management of Awgqaf is plagued not only with
inefficiency and mismanagement but also fraud, embezzlement
and corruption. This is a cause of concern. The ways and means
must be sought to improve the efficiency of Awgaf that this
institution can play a more important role in the betterment and
development of these societies.

The beneficial social and economic role of Awgaf is by no means
limited to Muslim majority societies. It may be useful to mention
here that in the Indian state of Karnataka, a good example has
been set by the development of Karnataka Waqf Development
Corporation which has been established under the Indian
Companies Act. The authorized capital of the Corporation is Rs.
10 million and the Government of Karnataka holds 25 percent of
the issued capital. The objectives of the Corporation as stated in
its memorandum of association, infer alia, are: (i) to take in lease
of the Waqgf properties and to develop them by constructing
shopping complexes, offices and accommodations, residential
apartments, hotels, tourist homes, marriage halls, industrial
estates, etc and to lease them out on rent; (ii) to assist the Wagf
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'institutions, Mutawallis, and the beneficiaries of the Wagqf
institutions in establishing housing cooperatives, industrial
cooperatives and farming cooperatives. Emulating the Karnataka
example, the Government of India also revised and adopted a
Central Wagqf Law, in 1995 through which a Central Council has
been created for undertaking Welfare and developmental works
under the aegis of Awgaf and providing resources generated from
the Wagf properties

In order to raise resources for the development and
modernization of Awgaf properties, a novel financial
instrument has been developed in the form of Mugaradah
bonds in Jordan.** If the idea of Mugaradah bonds issued by
the Awgaf supervisory organizations under the general
control of the government could spread to other Muslim
countries, it could go a long way to improve the present
dismal performance of the Awgaf.

The Islamic institutions of Zakah and Awgaf are still
capable of playing a wuseful role in the economic
development of Muslim countries and communities
provided that these institutions are reorganized along the
modern lines, using techniques of modern administration
and management and are rejuvenated with vigor to play a
new role. However, this shall require intimate knowledge
about their working in the contemporary Muslim societies
and reorganization.

V. CONCLUSION

In conclusion, it may be said that Islamic economics has
made a contribution in bringing out a more comprehensive
concept of development. However, on a practical plane, the
performance of Muslim countries in the field of social and
economic development leaves a lot to be desired. The
Muslim economists have traced the reasons for this
non-performance in the adoption of Western models of
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development and in development strategies that do not go
hand in hand with the societal values and goals.

However "the Islamic strategies" suggested by the Islamic
economists also reveal an idealism of highest degree that
does not go hand in hand with the ground realities. Hence, it
is suggested that development policies in the Muslim
countries may draw heavily from the historical experience of
development elsewhere and assign a developmental role to
Islamic institutions present in the society, although some of
these instituitions may require great deal of reform and
reorganization before they could be able to deliver the
goods. However, it is heartening to note that in some
Muslim countries some headway has already been made in
this direction. Iran, Sudan and Pakistan have adopted, in
varying measures, Islamic banking in their respective
economies. Malaysia is trying to develop a dual banking
system catering to the banking needs of its multi-racial
population. Iran tried to assign a role to Mosques in
development process. Sudan integrated Zakah system into
its financial structures. A Zakah system is also operational
in Pakistan. However, these experiments need to be
followed carefully and evaluated meticulously. This may
constitute the future research agenda for the Muslim
economists who wish to assign a developmental role to these
institutions.
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Role of the Figh Academies
Towards Strengthening the Islamic
Economic System

Dr Khursheed Ashraf Igbal®

People devotedly attached to the Islamic learning are well
aware of the fact that, in the mid of the twentieth century,
the Islamic Figh witnessed a revolution which resulted in the
beginning of exploration of a hitherto unexplored area of the
comparative Figh.

Many Figh academies and research institutes were
established in many countries of the Islamic world; and a
considerable number of the noted men of Islamic learning
attached with them. The problems and issues faced by the
Ummah were referred to those academies and institutes
which initiated deliberating on those problems and issues.
This development ushered in a golden era of collective
ijtihad in the premises of these academies and the seats of
Islamic jurisprudence, and there appeared many scholarly
dissertations and authentic contributions. Moreover, this
changed academic environment provided a congenial
atmosphere  for conducting satisfactory, collective
discussions and the oral exchange of views, and many
decisions and resolutions were passed from the platforms of

° An expert on Islamic Finance
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the same academies. This humble paper intends to throw
light on a few resolutions and the decisions concerning the
Islam’s financial system adopted and passed by some
outstanding Figh academies.

A cursory look at the works and resolutions passed by many
Figh academies in relation to the financial system of Islam
speaks of that the Jeddah Islamic Figh Academy has
discussed a comparatively larger number of such issues, and
naturally, the number of its resolutions and decisions
exceeds those passed by other similar institutions elsewhere.
Then follows the Islamic Figh Academy of India. Despite
being in a country like India, it has successfully held a
sizeable number of seminars to discuss many burning issues
germane to the financial scheme of Islam, and from its
platform a good number of decisions have been passed.
Interestingly, the issues discussed by almost all the Figh
academies and institutions are largely similar and share very
much in common. It is perhaps because of the fact that the
issues and problems faced by Muslims throughout the world
irrespective of the countries where they are from, the
decisive majority or those where they live in minority, are
almost alike.

A deliberate study will establish it beyond doubt that there is
a good number of such issues which have been discussed by
all Figh academies and decisions have been taken on them.
Few of them are mentioned here.

1. Insurance (al-Tamin). The problem of insurance and
its various aspects have been discussed by the Jeddah
Islamic Figh Academy, Makkah Figh Academy,
Islamic Figh Academy of India, the European
Council for Ifta and the World Figh Academy; and
resolutions and decisions vis-a-vis the insurance
have been passed by the aforementioned institutions.
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2. Stock Exchange/Share Market, in Arabic Borsatul
Awragqil Maliah. This issue too has been discussed
by the above mentioned Figh academies.

3. Interest- involving business and the bank interest,
whether related to the traditional banking system or
to the Islamic banks. This problem too has been
discussed by all the mentioned Figh institutions.

In the second category comes the issues and problems which
have been discussed by most of the Figh academies existing
throughout the world. Such ones include: the legal position
of the currency notes and their exchangeability, immaterial
rights and the related issues, and the sale and purchase on
installments. On such problems decisions have been issued
by the Jeddah Islamic Figh Academy, Makkah Figh
Academy, Islamic Figh Academy of India and the European
Council for Ifta.

The third category of the Fighi problems include those ones
which have been discussed by one or two Figh academies.
There is a large number of such problems. A few of them are
mentioned here:

(1) business and trade through modern means of
communication,

(2) modes of taking possession of the object of sale,
(3) contract of partnership and mudharabat,

(4) contract of murabaha,

(5) credit card,

(6) sale of credit,

(7) contract of manufacturing and its existing modes,
(8) limiting the profit for the trades community,

(9) the problem of pagri (arbun),

(10) Lease contract ending in the ownership of the
lease.
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I will try to shed light only on two of these important issues
rather elaborately. That is, insurance and stock exchange.

(1) Insurance:

As far as the problem of insurance is concerned, almost all
the Figh academies invariably hold that the insurance is
haram and completely illegal, for it involves unlawful things
like interest, gambling and risk. Also because of the fact that
the concept of insurance is primarily based on defined
installments to be paid regularly according to the timeframe,
and for that it matters not at all whether the insurance
provider company is reaping the benefit of its business or
incurring losses.

The Jeddah Islamic Figh Academy and the Makka Figh
Academy declared all modes and types of insurance as
unlawful due to the reasons mentioned here in above. Both
the said prestigious academies have answered the questions
raised by those Ulama who tend to hold it lawful.

The Islamic Figh Academy of India, contrarily, holds the
insurance as lawful in certain cases, taking into account the
special conditions of India and other similar countries. It
premises its view on the following well- known principles of
the Islamic law like

ol shadl bl 5yl Necessity knows no
laws

e Removal of hardship and;

e The extraordinary importance accorded by the
Shariah to life and property.

e The European Council for Ifta too holds almost the
same view, and for the Muslims living in the
European countries under different conditions it
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permits them to get themselves insured. Such
conditions may be like the following ones:

1. The insurance is legally compulsory, e.g. of the
vehicles, machines, equipments, life insurance of the
employees, of health and education, etc.

2. The conditions when the hardship and impediment
cannot be removed without resorting to the
insurance, like the insurance of the masjids, Islamic
centres and institutions, Muslim business and
industrial institutions, and insurance of health and of
the treatment of illnesses. It is because of the fact
that in Western countries the medical services are
extremely expensive, almost beyond the means the
masses do possess.

It is to be noted here that the co-operative insurance
programmed and managed in lines with the Islamic norms
has been held lawful by all the said Figh academies. Further,
these academies strongly urge the Islamic countries to make
endeavours to introduce and establish such institutions
which may offer Muslims the facility of insurance in
keeping with the norms and principles of Islamic Shariah.

(2) Stock Exchange

This issue too has been addressed by the Jeddah and
Makkah Figh academies. Both the prestigious Fighi
institutions permit the sale and purchase of shares of the
companies whose corporate activities mainly revolve round
the lawful products and in no case they deal in the interest -
involving matters. As for the companies and financial
institutions which chiefly deal in lawful corporate activities
but occasionally indulge in the interest-involving activities,
the sale and purchase of their shares is not permissible. The
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Jeddah Figh Academy’s wording in this regard, however, is
comparatively less severe.

Islamic Figh Academy of India, on the other hand, looks at
the problem with a different angle. For the Muslims who
find it impracticable to make investment in companies of the
Islamic character, the Academy permits to make investments
in such companies the corporate activities of which are
chiefly interest free but due to some legal compulsions
involve in interest-involving matters.

The European Council for Ifta holds a view broader still. For
the Muslim minorities living in European countries where
the Islamic financial and corporate institutions are not
available, the Council permits to deal in the shares of such
companies which primarily are meant for lawful purposes.
This permission, however, is subject to the following
provisions.

a) The loans sought from the interest-based banks must
not exceed a one-third of the company’s total assets.

b) The total interest on those loans must not exceed the
5% of the total income.

¢) The unlawful portion must not exceed the 10% of the
total assets; and the unlawful income should be
disposed of by doing away with it in the acts of
goodness, and charity.

As far as I think, such provisions hold no weight in the eye
of the Shariah. As long as the interest continues a basis of
business, the position of the Shariah on it will remain
unchanged, its muchness or lightness makes no substantial
difference.
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Sub -Theme: Islamic Banking
& Finance: Some Issues
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Islamic Banking — Theory and
Practice:
Indian Banking in the Light of Laws

Ehsanul Haq*

Conventional banks provide such economic facilities that are
the backbone of modern economy. Even one cannot think of
modern economy without them. The institutions work as
agents in the transaction of loans on the basis of interest
between the parties. Islamic experts have offered an
alternative banking concept, free of interest. They also
claim that this system is based on partnership and profit
sharing.

The Contour of Islamic Banking:

Islamic economic experts have produced some outlines of
Islamic banking system; on the basis of these outlines, the
following characteristics of this banking emerge.

Apart from liabilities, there are two types of accounts (1)
current deposit account, (2) investment deposit account.
The current deposit accounts can also be divided into two
groups on the basis of the endorsement of money. Under

* Former Senior Manager, Punjab National Bank.
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one category the bank has to have 100% deposit. Because,
the depositors aim to keep their money safe in the bank. The
bank cannot offer interest free loan (Qarz-e-Hasan) to
others. Under the second category bank need not keep
money in safe deposit. The money received under this
category a portion there of is to be given as interest free
loan/investment. Under the two groups of current deposit
accounts, money is to be paid on demand and no profit is
distributed to the depositors while bank may impose service
charges upon the depositors.

The fixed deposits/investment accounts are also of two
types, one is based on profit sharing the other one is on
partnership, under Mazarabat accounts the bank acts as a
business partner of the depositors. Keeping a particular
share of profit with it the bank distributes the profit among
the depositors as per the ratio of their invested amount. In
case of loss, bank share no responsibility of loss and the
depositors have to pay from their deposits on the basis of
assets. Apart from building in use, motor car, etc there are
two types of accounts (1) interest free loan (2) fixed
deposits. For profit share investment, the bank provides
money while the partner in business (Mazarib) holds the
responsibility of and rights to business. The profit is shared
between the two on the basis of agreed ratio. But in case of
loss, the bank has to bear the loss.

In the case of partnership investment (Musharkat), the bank
and the partner both invest money in business. The bank has
the option to join business activities with the partner. But
banks usually abdicates themselves from this option. The
profit is shared between the bank and the partner as per the
agreed ratio. In case of loss both have to bear it as per their
share money. Partnership and profit sharing are the basic
aspects of Islamic banking. Islamic experts have allowed
Islamic banks temporarily or for an intervening period to opt
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for monopoly and profiting (Marabiha) where
partnership/Mazariba is not feasible.

A critical study of the concept of commercial banking and
its Islamic alternative makes it explicitly clear that the
former is based on interest while the latter on commercial
project.

For understanding how far Islamic banking is feasible in
India, we will have to find out a positive answer to the
following questions:

1. Are banks allowed to take up business under the
prevailing laws?

2. MI. Nanotavi’s answer is in the negative. To assess the
informal banking activities in India, we will have to turn to
the period when Calcutta Agency House companies and
other commission agencies started banking services for their
consultants. Among them leading names are Alaxender and
Company and M/S Furgosan & Co. These companies took
part in commercial activities along with their banking work.
These were recognized as the precursor of the primary joint
stock banks. The Bank of Hindustan and accessory of the
former was the first bank functioning on European norms.

Joint banking system/commercial activities - negative out
come, so far banking system is concerned, none of its branch
has any concern with commercial activities. Commercial
perlition of 1928-32 is a glaring stance of it. Banking
system functions with care and concern. While business and
its branches like industrial activities are open to adventure.
Irresponsible estimates, ignoring safety consideration and
reckless profiteering was mainly responsible for the collapse
of these companies and their banking branches also suffered
due to it. The Bank of Hindustan withstood the stampede of
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its clintal thrice but in 1932 the failure of its firm was the
last straw on the camels back and it finally collapsed. The
same was the reason of the collapse of Sharapur Bank in
1918. Apart from general banking activities, this Bank had
also been authorized to work as agent or proprietors in
market. The then chief Justice of Bombay High Court had
severely critized this sort of practice (case Govind Vs Ram
Nath 132 Bombay ERI1-232), and suggested that legal
prohibition on commercial activities with banking makes it
very much difficult if not impossible. Indian laws,
therefore, recognize banking and the principle of specific
commercial activities.

The above analysis shows that Indian legislation had
inadvertently taken a negative stand against the concept of
Islamic banking even prior to its coming into existence. So
the two important conditions of decisions under Banking
Regulation Act 1949, Reserve Bank of India Act 1934 and
Reserve Credit Policy stand in the way of Islamic banking.
Some suggestions have been offered here concerning
amendment to Indian banking system and Islamic banking to
have conformity between the two.

Business that a Banking Company may Undertake:

Section 6(1) reads any banking company may opt for any
business activity as mentioned under paragraph (A to N)
along with its banking service.

No banking company would be allowed to undertake
commercial activities other than that mentioned under sub
section (1); comments: under the paragraph A to N of
section 6 sub section (1) different commercial activities have
been included, a banking company may involve itself
besides banking work. But it does not include asset selling.
But under the paragraph (0) of section 6 (1) it has been
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provided some other commercial activities as allowed by the
central government by an official gazette notification,
banking companies may undertake such enterprises.

Ban on Trade Activities:

Notwithstanding any condition in an agreement or under
section 8-6, a banking company may convert its bond into
cash only or direct/indirect sale/ purchase on its basics and
in no case otherwise. It will carry out its commercial
activities only in accordance with the specifications enlisted
under section 6 sub section (1) paragraph (i). But it will not
cover any such trade as has been mentioned under section 6
sub section (1) paragraph (0).

Explanation: Under the requirement of this section, asset
means all kinds of movable properties other than that could
be ad judicable, stock share, capital gold and silver (not in
the shape of currency) and the documents mentioned under
section 6 sub section (1) paragraph (a).

Comment: The above legal explanations of this section are
opposed to the basics of Islamic banking like partnership,
profit sharing, sale etc but are detrimental to its concept;
under these fundamental functions, Islamic banks have to
undertake sale purchase of assets directly, indirectly or
through exchange.

Similarly, the law has no provisions under which bank may
accept deposits in investment accounts. These deposits are
like capital while in other banks these are like debts. Even if
a book does not pay interest on these deposits it will be the
debtor of its account holder (Refer to official liquidator
Hanuman Bank Ltd VS. KPT Nadar and others, 26 Comp.
Case 81).
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Suggestions: The central government may remove this
impediment by including Islamic banking’s basic such as
Marabaha, Mazarba etc under section 6 sub section (1)
paragraph (0) through a notification in the official gazette.

It does not require any legal amendment. The full text of
section 6 section (1) paragraph (0) has been reproduced on
the later pages of this paper. But such a notification by the
government will not be proper because of two points (1) As
stated above, commercial activities with banking services
have proved to be disastrous (2) the Islamic banking services
of Musharka /Muzarba or not practically feasible.

Sale of Non Banking Assets:

Section 9: Notwithstanding the provision under section 6,
no banking company will acquire immovable property
except for its use, acquired through any means, for more
than seven years from the date of enforcement of this Act or
the extended period which is later. The acquired property
shall be disposed of within this period.

Comments: Islamic bank is expected to acquire immovable
property in its name for more than a specified period, Indian
laws on banking in this way restrict the expansion of Islamic
banking as regards leasing. But it does not require
amendment to the law as remedial steps have been provided
under section 19.

Reserve Fund: Section 17 (1) Every banking company
constituted as per the relevant law in India, will maintain a
Reserve Fund. Every year in the balance sheet prepared
under section 29, a 20% amount from the dividend as
declared by the Bank, will transfer to it fund prior to the
distribution of dividend. Now, Reserve Bank has directed
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the banks to transfer 25% of the actual profit to the Reserve
Fund on 31st March every year.

Under 1A sub section (1) the central government on an
advice of the Reserve Bank, through a notification may
exempt any banking company from the provision of sub
section (1) for the period specified in the said notifications.
It would be in view of the solvency of the company on the
basis of paid capital and reserve fund. But no such order
could be issued if the amount of reserve fund as under sub
section (1) with amount of share premium is less than the
paid capital of the company.

Comments: The said provision on the one hand restricts the
dividend which is the only mean of earning for an Islamic
bank through investments on the other it strengthens the
fragile financial position of the Islamic bank. Therefore, no
need to demand an amendment to this provision. It is worth
mentioning here that the government of Malaysia has also
added a section in the relevant law to provide Islamic banks
to transfer profit money to reserve fund.

Ban on the Nature of Subsidiary Companies:

Section 19(1) A banking company will not set up any
subordinate company other than the purposes given under
that:

(A) To undertake a business permissible under section 6
sub section (1) paragraph A to 0.

(B) To take up foreign commercial enterprises with prior
written permission from Reserve Bank.

(C) To undertake a commercial business with prior
written permission from central government/
Reserve Bank to promote banking in India or is in
public interest or from other such aspect.

Economic Advancement of Indian Muslims: The Situation and Scope 201



Explanation: Under section 8 (its objectives) if a banking
company is involved in the formation of a subsidiary
company or otherwise it would be deemed that it is
indirectly involved in the business of that company.

In 1991, Reserve Bank has already permitted the
commercial banks that they may constitute subsidiary
companies for the purpose of leasing. But RBI has also
imposed a condition that leasing could not be for more than
10% of the total loan amount. Ostensibly this condition
aims at securing the deposits of the account holders.
Reserve Bank may exempt Islamic bank from this restriction
as Islamic Bank will not invest the deposited money for
other purposes.

Taking into consideration the provisions relating to leasing it
appears that this law will also be flexible under the Islamic
banking for leasing, as it is in the case of existing banks.

As stated under sub section (1) no banking company will
have shares in another company whether as proprietor
mortgaging more than 30% of the paid capital and users
which ever is less.

Comment: This is the last limit for a company to invest in
shares but it does not mean that the banking company cannot

invest more than 30% in shares.

In view of diversification in investment such restriction is
not improper so it does not need any amendment.

Reserve Bank’s further Powers and Functioning:

Reserve Bank under section 36 (1) (a) may direct a banking
company in a particular case/matter or warn it.
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Comment: In exercise of its power/authority the Reserve
Bank may issue formal directions to banks. Some of its
direction may be against the Shariah. In such an eventuality,
the case may be resolved through mutual dialogue.
Therefore, no amendment is called for in the Act.

Ceiling on exposure to capital market: Under the modified
direction by the Reserve Bank of 11-5-2001, 5% of the total
debits is the limit for investment in the capital market. It
applies to the total exposure of the banking companies share
in the market, including money advanced to invest as shares
of companies, stock brokers, dentures, etc.

Comment and suggestion: Islamic banks are not supposed to
invest their deposits in the capital market. Reserve Bank
may exempt them from the abuse restriction. It is a policy
matter and no amendment is called for in the law.

Urgent nature of the laws, noted here under and to force
banking companies to be involved in the business based
on interest

The following two sections of the banking laws force the
banking companies to undertake interest based business.

Statutory Liquidity Ratio:

Section 24. To main ratio percentages of assets.

(A), (A) Notwithstanding to provisions of sub section (1) or
(2) the banking company (amended law 1962) from
enforcement to 2 years later.

(1) A scheduled Bank apart from the dainty reserved ratio,
as it is supposed to maintain under the cash resume, it is
required to maintain under section 18.

(A) In the form of cash or
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(B) In gold having no value more than current market value
or in the form of non guaranteed approved bonds which
have the value as noted below, market ratio, recorded value,
actual value, as notified by the Reserve Bank from time to
time.

Note: The Reserve Bank has full authority in Statutory
Liquidity Ratio.

2. Cash Reserve Ratio: Indian Reserve Bank Act 1934

Section 42: Depositing CRR of the scheduled banks with the
Reserve Bank.

(1) Under Schedule 2: every bank will deposit an average
daily saving with the Reserve Bank. This amount should not
be less than the amount shown in the schedule 2 of the bank

(not less than 3% of the current and periodical deposits of
the bank).

The Reserve Bank may enhance this limit to a higher level
as shown in the notification published in the central
government gazette. But this limit will not be more than
15% of the current and periodical deposits.

The Reserve Bank has the power to pay or not to pay
interest on the enhance limit. Under the act enforced with
effect from 12 January 1981, the Reserve Bank may enhance
the limit up to 20%. The CRR is 25% from 19 July 2008.

Balances with Reserve Bank or any other Bank:
If a depositor bank pays any interest on the balance it may
be deemed that Islamic bank is directly involved in the

interest dealing. If no interest is paid on the amount, the
depositee bank will invest it in interest based business. It

Economic Advancement of Indian Muslims: The Situation and Scope 204



mean that Islamic bank will be indirectly involved in the
interest based marketing or at least is cooperating in it.

Various Opportunities of SLR:

It is not safe to keep the cash. If it is invested in gold it’s
security would be in jeopardy and other market perils are
also there. To block the circulation of this money in the
form of cash deposit or gold comes under the kind which is
prohibited under the Shariah. Interest is paid on government
bonds. So amendment to the relevant section is necessary to
make the functioning of Islamic bank reconcile with the
working of the conventional banks. These two regulations
aim at ensuring short term and long term availability of cash
(liquidity). It could be ensured through 100% cash Reserve.
It has explicitly been laid down in the Islamic banking.
Islamic bank should have the option to deposit that instead
of depositing this amount with the Reserve Bank or any
other bank, it may deposit with the scheduled bank of the
government, Reserve bank or any other bank.

Islamic bank should be allowed to operate its own account
for the deposit/withdrawal of its cash. The balance available
under current account may be utilized by the government in
repayment of its interest liabilities, in the upliftment of the
weaker sections of the society, extending interest free loan
to those below poverty line (BPL) and other Islamic
financial activities. The central government should provide
free risk insurance to Islamic banks on their cash deposits at
their branches and the money in circulation Islamic banks
should be exempted from the proposed condition of 100%
Cash Reserve under Reserve Bank Act 1934 Section 42 (1).
Section 42 (1) should be amended and its amended text
should be as under:
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Section 42 Depositing cash reserve of the scheduled banks
with the Reserve Bank.

A (1): This section will not apply to the interest free
business by the banks.

Every scheduled bank will deposit with the Reserve Bank its
daily average balance which will not be less than 3 % of the
amount shown in the sub section 2 of its schedule (current
produced liabilities). The Reserve Bank may enhance its
limit through a notification published in the official gazette.
But it would not be raised from 15% of the current deposit
and periodical deposits.

Similarly the Banking Regulation Act 1949 should be
amended. Its amended text should be as under:

Section 24 Maintaining Ratio of assets.

A (2A) sub section (1) or 2, Banking Company (Amendment
Act 1962) from its enforcement and subsequent to two
years;

1) Every scheduled Bank required to deposit its daily
average balance under the Reserve Bank of India Act 1934.

2) Every banking Company, apart from the amount it is
required to deposit.

A) In the form of cash or

B) In the form of gold, the value of which has been
estimated more than of its current market price, or in the
form of non governmental approved bonds, the value of
which has been estimated on market, book value or the rate
the Reserve Bank may announce from time to time.
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It will keep the amount that is not more than 25% or 40% of
other ratio of the total deemed and periodical liabilities as
notified by the Reserve Bank from time to time.

Every Bank engaged in interest free business will have to
deposit 100% amount of its interest free liabilities solvency
with the subsidiary account under government of India,
Reserve Bank or a bank authorized by it.

Thus, the deposit with the bank will be utilized for national
welfare instead of individual interest. At the same time it
will check the banks claim to make deposits many fold. It
will go a long way in checking the inflation, so Islamic
banking is not only in the interest of Muslims but in the
interest of the entire nation. As Faridi has commented,
Islamic economy is not a limited or communal ideology. It
should not be termed as Muslim economy or deem it as
such. It does not aim at separating Muslims from other
people, to add to their problems it is not like the economic
prosperity of labourers as per the communist approach,
Islamic economy aims at Universal prosperity of mankind.

To declare 100% deposits as cash reserve by the banks is not
the specific theory of Islamic banking. Some economic
experts including Milton Fhad Man are worth mentioning,
have already favoured this system.

RBI’s Stringent Conditions to Open New Banks in
Public Sector:

The Regulations enforced by the RBI in 1993 and their
subsequent amendments provide a hurdle in introducing
Islamic banking system in India. So we suggest appropriate
amendments in these laws. Paid capital for a bank to start its
business is Rs 2000 crores. It should become Rs 3000
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within three years subsequent to the business activities of the
bank.

Paid capital for the promoters of the company necessarily to
be 40% which may be raised to 74%.

Comments: such a high limit of paid capital for banks and
for their promoters is in their hypothentical position while in
case of Islamic Banks, this hypothentical position will not be
based on facts. In view of Muslim’s financial backwardness
and their nominal pressure in the capital market, such
stringent regulation would stand in the way of promoting
Islamic banking in India.

Suggestion: Islamic banks should be exempted from the
above regulations.

It is therefore suggested that Islamic banks should be
governed by the company law and Security Exchange Board
of India (SEBI). Moreover, these concessions should not be
deemed as exclusive to Islamic banks. Local area banks are
not much exposed to risk factor, so they enjoy the
concession. Rs 2500 lakh is made compulsory for their
debit while prior to September 2003 it was Rs 500 lakh.

A new bank is not allowed to set up any subsidiary company
or introduce mutual fund within 3 years of its functioning.
After this period when a subsidiary company is constituted
and mutual Fund is introduced, investment in these accounts
cannot be more than 20% of paid deposit capital of the bank.

Comments: These regulations have been promulgated to
ensure safety to the deposits of the account holders and
banks find new fields for their business experience. We may
again submit that Islamic banks will not use the money of
the depositors in their business. Instead of working as
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financial agents, Islamic banks would like to function as
Merchant banks or Investment banks (Definition of this
system would be given later)

Restriction on forming subsidiary company or starting
mutual fund goes against a particular objective of Islamic
banking.

Suggestion: It is therefore suggested that Islamic banks
should be exempted from the application of these
regulations. The SEBI rules will however be applicable to
these banks. 3. The Reserve Bank has notified following
regulations pertaining to investment in other companies.
New banks will also come within the preview of these rules.

A. As has been explained under Banking Regulation Act
1949 that 30% of the banks total capital or the capital of the
company in which investment is made, which ever is less.

B. 15% of the total annual growth in deposits.

Comment and suggestion: No objection to A above.
However, it is submitted concerning (B) above that there
should be no restriction on Islamic banks in investing to
capital or reserve cash in the share market.

These proposed amendments to the Indian banking law and
the rules of the Reserve Bank should not be termed as
appeasement of a particular community in a secular country
but a necessity to promote banking system and public
welfare.

The entire society cannot financially participate in the
system unless amendments are introduced to the law.
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Now, we have to deliberate upon the model of Islamic
banking. Confining ourselves within the limits of the
Shariah, we will have to propose amendments so that the
model is compatible to the banking laws. But before
moving ahead we will have to first analyze various
formational points of the Indian banking law, their nature
and the concept of banking in the eyes of the law.

The constituents of banking law: The banks are also
governed by the law of contract, law of tort and other civil
laws. But Bankers Book Evidence Act 1897, Reserve Bank
of India Act 1934 and Banking Regulation Act 1949 are
specifically enacted for the banking system.

Bankers Act and its nature: In England the Bankers Act was
drafted by the Judges. It was the first act after the industrial
revolution. It was based upon conventions of some
European countries. In India European laws were invoked
for the registration of sale/purchase if the parties happened
to be European. In case of Hindu/Muslim parties, the case
was to be registered as per their respective personal laws.

It is to be noted here, that having regard to the conventions
of various communities while enacting a law, must not be
taken as a communal act.

Banking concept in the eyes of law: New banks have taken
upon themselves so multifarious functions that legal
luminaries fail to define a satisfactory interpretation of
banking. Even English law has not offered proper definition
of the terms like Banker or Customer.

The English Law: Dr. Herbert L Hart, the well known
writer on banking has defined a banker, the one who makes
payment against cheques to those who have deposited their
money with him under current account.
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Under this definition, the term Bank will include the
institutions that have deposited their money with the bank as
a part of their business transaction, under the current
account, to withdraw money on the basis of cheques.

Halsbury has defined the Bank as an individual, company or
a corporation that receives deposits under current account as
its business to pay this amount to the depositors through
their cheque.

Indian Law: Banking Regulation Act 1949:

Definition of Banking: Section 5 (b) Banking means to land
money or accepting capital on credit for investment. The
withdrawal of the amount may be through cheques on
demand, bank draft, pay order or through any other mean.

Definition of a banking company: It means a company that
is involved in banking business in India.

Section 6: What business a banking company can transact?
A banking company, apart from its banking business, may
enter in the field of any one of the following businesses:

(a) To borrow money, receive deposits, to extend money on
security or otherwise on loan or as advance, bill of
exchange, demand draft promissory note, coupon, draft,
railway receipt, debenture, permit, certificate, serum or other
documents, bonds, whether transferable or not for
sale/purchase, to draft, to formulate or to issue on
commission sale/purchase there of, dealing in letter of
attorney, travelers check, circulatory note, accepting and
issuance there of sale purchase of gold not in currency,
foreign currency, sale/purchase of foreign bank notes to
accept funds, shares, debentures, bonds and all kinds of
stand security for them to deal in them, bond scarp or other
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securities on behalf of its own person or others,
sale/purchase there of.

To negotiate advances, deposit bonds, valuables cash in safe
custody, to provide lockers, deposit/payment of money and
document.

(b) To work as an attorney for a government, or local self
government or for any other group or individual or dispatch
stock through attorney ship. To issue receipt, clearance or to
work as attorney in other cases. But working as managing
agent, secretary or treasurer does not come within its
purview.

(c) To negotiate and sign agreement for public/private loans.
(d) Provincial, local body or other company, corporation, or
association, issue of shares, stock, debenture issuance on
their behalf and insurance and ensuring their safety, under
writing for them. To take part in their maintenance and to
accomplish them to extend loan for such an issue.

(e) To deal in all kinds of security, compensation for losses.

(f) To acquire, manage dispose of a property occupied in
lieu of the clearance of companies does fully or partly.

(g) To have a right or interest in a property, that has been
acquired as a security against loan/advances.

(h) To undertake a Waqf and accomplish it.

(1) To undertake charge as Mutawalli (Trustee) executive or
in any other capacity of the properties.
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() Employees/ex-employees of the company, or their
dependents, to work for their welfare, to maintain and
augment the activities of such societies, funds. Awqaf, to
pay pension, stipend and payment of ensured amount. To
pay contribution for a welfare scheme to stand security for
such a scheme of deposits.

(k) Possession, construction, repair or guarding of a property
that is beneficial for the company or is in its interest.

(1) To take up repair, addition, alteration, management of all
the properties owned by the company, their sale/disposal,
etc.

(m) To take up fully or partly the business of an individual
or sale section.

(n)To do all such things that are in the interest of the
company or conducive to promote company’s business.

(o) Any other business specified by the central government
through a gazette notification and it is permissible for the
company to indulge in it.

(2) No banking company will involve in a trade that is
different from what has been specified under sub section (1),
accepting deposits under current account.

The Foremost Working of a Bank:

If we analyze the provisions under section 5 (1) of the
Banking Regulation Act, it would be clear that accepting
deposits from customers under current account and then
making payment is the main characteristic of a bank. To
explain this fact the following quotes from a case is
reproduced below:
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Karupam Chityar Vs. Soma Sundaram, the Judge Jagdison
had observed, “Relationship between a bank and its
customers lies in their dealing concerning facilities provided
by the bank for the withdrawal of their money through
cheques, this is the primary characteristic of a bank, as is
known and acknowledged under the British Law. Otherwise
there is no banking transaction”.

Extending Loan is not a Specific Aspect of a Bank:

This is what we conclude from section 6 (1) of the Banking
Regulation Act 1949. This section elucidates a banking
company, besides its banking business may opt for a
business as provided under section 6 (1) and it is the various
paragraphs there under. It also means that there is such
specific banking business that has been provided under
Section 5 (1). But banking companies have been allowed to
involve themselves in some other trades also. These various
businesses are infact the subsidiary or associate business of a
bank. So extending loans on interest and to borrow money
on interest is considered main business of a bank. But it is
not the main characteristic of a bank. Gupta has rightly
commented ‘“extending loans may be an aspect of banking
service, but it is not the important or specific aspect of it”.

Profit Motive not Necessary for Banking:

This fact has been determined in a court case. Injali Khud
Bank Ltd Vs Poruthussary Panchayat, Justice Subramanium
Patti of Kerala High Court observed, “I don’t think that
profit making theory is in accordance with the contemporary
concept of banking. English cases on which Madras High
Court has relied upon don’t support this theory that banking
is for profit making”.
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The learned judge ruled in his verdict that public treasury is
also a banker as it deposits/holds the accounts of some of the
Panchayats (1970) 40 com case 767.

Apart from it as per the Negotiation Instruments Act 1881,
every one who works as a banker is covered under the
category of banker. Post Office Saving Bank is also a
banker. Money may be withdrawn from postal saving banks
under certain conditions.

Banking Company’s Name under the Law:

The Banking Regulation Act 1949 prohibits a non banking
companies to use the word Bank, banker or banking. It is to
distinguish banking companies from other companies.

Section (1) restricts companies from adding this word
(bank/banker) as prefix or suffix with their name. In India,
no company can deal in banking business unless it adds this
term bank/banking) with its title.

Effects of Section (f) and Section (1) on Islamic Banks:

As stated above, real banking business is to accept deposits
under current account. It will be mandatory for an Islamic
Bank to use one of the above noted term with its name for
having a licence to accept current account deposits. This
business is one of the functions of an Islamic Bank.

Other Banking Services and Islamic Bank may
undertake:

Beside the above noted banking business, the Indian
Banking Act provides a long list of the services to be
rendered on payment for it. These services could be
provided by abiding to the Shariah norms. For example,
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issuing letter of credit backed by 100% cash reserve or letter
of guarantee backed by 100% cash reserve deposit of
documents and valuables, recovering bills, Hawala, lockers,
management of properties, inheritance, industry, share
marketing, go security, etc. These services may be provided
without amending any law/Act.

The likely Islamic Financial Services, Government may
provide:

The Islamic banks, on behalf of the government may extend
interest free loans to the weaker section of the society on the
condition of recovery of actual cash under Bai Salam,
Islamic bank may pay the cost of agricultural product in
advance to the farmers on behalf of the state, that will be
sold in open market on minimum price.

Islamic Bank is a Source of Income to the Government:

The government may purchase from the reserve fund of
Islamic bank, agricultural product for the announced two
rates for delayed product/crop a lesser rate while the ready
crop at a higher rate. The difference between the two rules
would mean income for the state, so larger part of money
spent on commission to the banks on current accounts and
free insurance to them, would be reimbursed.

Challenges confronting Islamic Banks in opting for
Shirkat and Muzarabat:

To have a direct financial dealing on the basis of agreed
profit or as an alternative to the financial agent, Islamic bank
offers mutual Mazarbat but the Indian Banking System does
not explicitly provide conditions under which a bank may
accept capital for investment and then to offer this money as
loan for Shirkah (partnership), and Mazarbah (profit
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sharing) to those desirous of doing this business. Because
under these agreements business is directly/indirectly carried
out, which is prohibited to the banks under the laws we may
suggest amendment to the law to make it feasible to start this
business under these agreements. The reasoning for the
amended rules will follow.

The coordination of Islamic Bank in Shirkat/Mazarbat trade
that is offered by the Model Islamic Bank is just an assertion
having no sound argument. Even after many dicades we do
not have a single precedent of the sources of Islamic
Banking under those agreements. Islamic economic experts
also acknowledge this fact.

Mohd. Taqi Usmani writes, “It is a fact that there are certain
practiced difficulties to use Masharkat as a means for
financial dealings particularly when Islamic bank is
functioning in an alien surrounding without government
patronage. But the fact is that Islamic Banks have to move
gradually forward in the field of minimum in its financial
transaction. Unfortunately, Islamic banking ignored this
basic requirement of its system. Specific efforts are not
insight in this regard”.

It would not be out of place to mention here that in
Malaysia, Musharakah could not become a key factor in
Islamic banking.

In this connection Dr. Ausaf Ahmad writes: “The basic
hurdle in the way of Islamic finance on ideological stage is
that the western world’s modern financial affairs are based
on real/factual condition but the Islamic ideology talks of a
world that is not in existence. Apart from it there is
contradiction in theory and practice under Islamic finance.
Theory relates to an ideal world while practice has its
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concern with the real world, where function goes beyond the
usual ideological mode”.

As stated this ban on banks to involve in business has been
imposed for the disasterous out come of this coordination.
Supporting Islamic banking as an assertion not backed by
arguments, it can not be supported against facts.

At present in USA also such dealings which have share in
profit and loss take Shirkat/Mazarbat cannot be put to
practice as banks are not allowed to take part in business or
to invest money in Share.

In UK, Islamic Bank of Britain receives deposits on the
basis of Shirkat/Mazarbit and securities but it utilizes the
capital on the basis of Murabaha, Ijara and Tawarruq. Under
the scheme it has to maintain ...amount in safe deposit and a
further amount in fixed ratio deposit. This is against one of
the Shariah principle of profit and loss liabilities.

Wilson has interpreted like this, “Those who collect money
for investment to have conformity to the legal provisions are
asked to forego this right for the sake of the Shariah and to
sign a letter of this effect. They cannot be forced to do so.
But majority of them will sign this letter to forego their
right.

It would be worth mentioning here that in India in case of a
major Islamic financial institution in financial crisis, such
document could not be put into practice. As Haseeb Dani
has commented that the legal impediment in the distribution
of loss in practice among the depositors.

The similar situation may arise among the depositors with

the Islamic Bank of Britain in regard to letter of foregoing
their claim at the time of distribution of loss.
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The Effect of Masharkat and Muzarbat:

These two are very effective financial instruments in a
limited society. Because, such agreements define the
confines of rights/ liabilities between the parties. A partner
in the attorney of the other partner. Every partner has
unlimited responsibility. The condition of a successful
partnership is that the parties should know one another fully.
Every partner has the right to reject the decision in
partnership so it is necessary that all partners should agree to
the terms of agreement. Every partner has the right to
withdraw from the agreement and as a result of it the
partnership collapses. Such agreements are successful for a
particular project or for a temporary business in which many
partners join hands. But a long term project with larger
investment and the partners not acquainted to one another
and also with partners who invest smaller sum of money,
modern marketing has provided limited companies for such
enterprises.

In the light of the above, Indian law provides that at a firm
with maximum number of partners for banking, may be 10
and for other traders it may be up to 20. In a private
company maximum number of members may be up to 50
but for a public company there is no restriction on it (Section
11 of the Indian companies Act 1956).

Provision for Musharka and Muzarba under the existing
Banking System:

It does not mean that under the prevailing banking system
there is no room for Musharka and Muzarba agreements.

Even today these are the essential parts of modern banking

system. All the business investment may be divided into
two categories, capital and debt.
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Capital stands for Musharkah or Muzarbaha. It is the
essential part of investment. But banks have a limited
direct/indirect role in such transactions. A bank may
provide contacts among the investers and those who utilize
this money on the basis of Shirkat and Muzarbat. Making
available such facility is called Investment banking or
Merchant banking.

Merchant Banking:

To provide capital to the companies and to render divergent
services in the capital market is called “Merchant Banking”.
The activities of merchant banks are not confined within the
country only but they collect capital from abroad to invest
capital in foreign markets also. Commercial banks have
their own capital which they collect as deposits. They
borrow it and collect it through every commercial means.
They lend this money or invest themselves.

But merchant banks have no such capital. They use various
means to provide capital to their customers. ABN Amro,
BNP, Parihas and Ductch banks are among the leading multi
national banks that combine commercial banking with
merchant banking. There are certain multinational banks
that exclusively deal in merchant banking (like Goldman
Sachs, Merrill Lynch, Morgan Stanley, etc).

In India, Kotak Mahindra Bank Ltd, ICICI Bank Ltd and

State Bank of India are active in this field through their
subsidiary companies.
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Interest Free Transaction by Indian Banks, a Source of
Income to Islamic Banks:

After the half century of 1990, Indian banking has adopted
global norms. They are therefore transacting their business
that they may earn from various interest free resources also
as business on payment of wages, income from financial
services, bonds, foreign exchange transaction, etc. No doubt
these are the main source of their income. But the income
from interest free transaction is fast growing as compared to
interest based business.

The following schedule shows the average of interest free
income and its growing trend:

Interest free income as a percentage of the total income:

Bank-Year 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

Nationalized | 12 11 13 17 20 16 14
Bank

SBI and its | 14 13 13 17 17 18 17
partners

New Banks | 23 19 23 19 19 23 24
or Private
Sector

Foreign 21 22 26 26 26 31 29
Banks

It is something interesting that foreign banks that have less
deposits have excelled in interest free transaction than the
local banks. Similar position is that of the new banks in
private sector as compared to the scheduled banks.

In view of the above analysis it can be said that Islamic
banks, not depending on deposits for their income would
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successfully compete with other banks in interest free
income.

Islamic bank can provide merchant banking service in
India:

Modern banking work as an agent between lender and
borrower in the transaction based on interest. Islamic banks,
contrary to this practice, may provide various services under
their merchant department/section like project counseling,
technological tie up, collection of funds from capital market,
portfolio management mutual funds, venture capital funds,
private equity funds. Gold exchange traded funds, real
estate funds, collective investment, schemes of collective
investment companies, by out deal, rehabilitation of sick
units over the counter (OTC) merchant operation, merger
and acquisition, etc. All the above noted activities have
been provided under Banking Regulation Law 1949, section
6 subsection (1) Paragraph (A) to (n). All these transactions
under various trades may be covered under the Shariah
rules.

Dispelling a misunderstanding:

There is an apprehension in regard to 100% equity based
company that it is against capital policy and in favour of
debit. So the power to compete of debt based company
suffered vis-a-vis 100% equity based company. It is true
only when this rate of capital invested in business is higher
than the rate to be paid on debt. In fact many commercial
units earn less profit than the interest they pay on their
borrowings. In such a case a 100% equity company is better
in transaction than the company that combines capital and
credit. It must not be ignored that extreme borrowing in
business often results in insolency.
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A brief outline of Islamic banking institutions:

Banking law, Reserve Bank Act, credit policy and in the
Islamic banking contour a brief outline for Islamic banking,
suggested in the light of the above amendment (1). It may be
an Islamic banking company based on profit.

It would be active only in those fields as permissible under
the Shariah.

2- It may be a company established under section 20 of
Indian Company is Act that does not have earning profit as
its objective. Its main objective would be to add to the
activities of capital and to facilitate Muslim participation in
the capital market.

3- The Islamic Banking company to the extent of such
saving account that forgo 100% interest on the deposits,
these deposits will be kept in government securities, such an
investment could be through post offices as well. Islamic
bank products may be sold through post offices also.

4- Islamic banking activities may also be carried out through
existing national/foreign banks and their branches as an
additional business provided the funds deposited are kept in
government securities. Commercial banks, through their
merchant sections, produce Islamic financial products and
sale them in accordance with the Shariah norms.
Cooperative bank may also sale Islamic financial products
and may accept deposits under current accounts as per the
procedure noted above on the basis of what has been stated
above, we may say that Muslim MPs in their memorandum
submitted to Dr. Manmohan Singh and the UPA Chair
Person, have asserted that Islamic banking in no way cause
any loss to the basic Indian financial infrastructure.
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Analysis:

The most important role of modern banking system is to
work as an agent between the borrowers and lenders on the
basis of interest. But the Islamic economic experts assert
that Islamic banking system may be introduced on the basis
of Shirkat, Muzarbat on interest free basis.

An analysis of commercial banking as its Islamic alternative
shows that the former is based on interest income while the
latter depends on commercial profit but mixing business
with banking activities has proven disasterous to these
banks. So Indian legislation has un intentionally decided to
keep business away from banking activities even before the
emergence of the concept of Islamic banking.

So the provisions of Indian banking laws are a stumbling
block for the Islamic concept of Shirkat and Muzarbat. The
central government may remove these legal impediments
without resorting to amend the law. The central government
has the powers to declare a trade permissible for a bank to
indulge in it. But we are not recommending inclusion of
Shirkat and Muzarbat in the official notification, for two
reasons (1) Mixing banking with business has proved to be
ruinous (2) we don’t have a successful instance of banking
on the basis of Shirkat and Muzarbat.

So a suggestion without experimental/ empirical backing
cannot be put forth.

But there are two provision of the banking law that force a
banking company to involve directly or indirectly in interest
based transactions, section 42 of the Reserve Bank of India
Act 1943 and Section 24A of the Banking Regulation Act
force a banking company to deposit part of its liabilities in
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interest accounts bonds, so amendment to these sections is
quite necessary.

These provision are meant to ensure availability of funds to
the banks for short term and long term project. The
provisions under these sections partial reserve may be
successfully fulfilled by Islamic banks through 100%
reserve.

It is therefore recommended that these sections of the law
should not be applied on interest free transaction. It is also
recommended that in interest free business 100% funds
reserve (A) cash (b) against the liabilities should be kept in
Reserve Bank under the current account of the Central
government. The central government in response to it will
ensure that these funds will be utilized in the liquidation of
interest based liabilities and all other permissible trade
activities. = The government should provide free risk
insurance to the banks in this field and pay higher rate of
payment against service charges. Islamic banking also
needs some amendment to make it acceptable to the Indian
banking law. But before recommending these amendments
we should first identify the following specific aspects of the
banking law.

1. The main function of a bank is to accept deposits in
current account.

2. To extend loan for business is not a specific exclusive
aspect of banking.

3. The objective of profit is not essential for a bank in view
of the above noted characteristics of banking particularly
that lending money is not an exclusive aspect of banking, the
experts of Islamic economy should not insist that Shirkat
and Muzarbat is essential for Islamic banking.
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It does not mean that Indian banking law has no place for
Shirkat and Muzarbat. The point is that bank cannot directly
or indirectly involve themselves in such transactions. But
banks, can play a significant role in the coordination
between the lenders of money and the borrowers. For this
purpose the banks may provide merchant banking services
to make funds available in share market, mutual funds,
private equity funds, Real Estate Funds venture capital fund,
Real estate investment fund, Gold Exchange traded funds,
port folio management, etc.

So with minor changes in Indian Banking law, and Islamic
banking system, to accept money in current accounts
providing permissible banking services particularly under
Shirkat and Muzarbat equal to merchant banking services,
Islamic banking system may be introduced in India without
any hindrance.
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Road Map to Create Space & Scope
for Islamic Banking in Indian Legal
& Regulatory System

H. Abdur Rageeb’

Introduction

GRAIL Research, a US based management consultancy,
market intelligence and data analysis provider says:

“India can be significant market for Islamic Banking
provided there is a favourable change in the regulatory
environment and increased awareness among Muslims
and Indian as a whole.”

Explaining ‘The Dawn of Islamic Finance’, in the
prestigious India Business Law Journal, Ben Frumin
summed up the opinions of several international legal and
Islamic finance experts of conventional and Islamic
institutions in these words:

“Simple regulatory changes could transform India into
a regional hub for Shariah-compliant finance and clear

* Convener, National Committee on Islamic Banking, General Secretary,
INDIAN CENTRE FOR ISLAMIC FINANCE (ICIF)
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the way for a much needed wave of investment into its
infrastructure”.

Therefore, to introduce Islamic Finance and Banking in
India, we have to:

1. Create an awareness among Muslims and Indians as a
whole and

2. Undertake regulatory changes in the Indian Banking Acts
— either simple or substantial.

At the outset the latter aspect will be dealt with.
Regulatory Changes

While analyzing the regulatory changes, two important
DOCUMENTS of the government and two important
DEVELOPMENTS from the public-private participation
have to be studied in detail and analyzed in depth.

Among the documents, one is the report of the Working
Group of Reserve Bank of India constituted “to examine
financial instruments used in Islamic banking” and the
other is “the report of the Committee on Financial Sector
Reforms (CFSR)” by the Planning Commission,
Government of India.

Among the two important developments, one is the report
of the Parliamentary Committee headed by K Rahman Khan,
Deputy Chairman, Rajya Sabha, to create a Shariah
Compliant Mutual Investment for Hajj Pilgrimage Fund
and the other is the formation of the Islamic Financial
Institution launched by Government. of Kerala recently.
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Working Group Report of RBI

This is the only serious attempt by RBI on the feasibility of
the Islamic Banking in India. 51 pages report titled “Report
of the working group to examine financial instruments
used in Islamic Banking” prepared by Reserve Bank of
India, Department of Banking Operations and Development,
Central Office, Mumbai in July 2006. It was headed by Mr.
Anand Sinha, Executive Director, RBI.

According to RBI, this report is an internal research work
for their own consumption and done in routine way to
enhance the knowledge level within the organization, and
report of such groups are generally not placed in the public
domain. The group was constituted in June 2005 and within
a year, in July 2006 it submitted its report.

After two years of correspondence with the RBI, we were
able to get it for the first time in April 2009 through Right to
Information Act, 2005.

The report is structured into 5 parts. After reviewing the
philosophy and principles of Islamic banking, in the 5t
Chapter entitled “Legal Opinions” - RBI outlines its stand
on the instruments of Islamic finance and Islamic Banking in
India. which is reproduced below.

Legal Opinion

“The Group also sought legal opinion from the Legal
Department of Reserve Bank of India.

The Legal Department has observed that Islamic Banking
has different modes of financing and in most of these kinds,
the bank involves itself in the trading or business activities
of the borrower or will be based on equity participation of
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the bank, which is very much unlike the conventional
banking. In Bai'-Mu'ajjal, the bank resorts to purchase and
resale of properties, which is not permissible as per the
provisions of Sections 8 & 9 of Banking Regulation Act,
1949. The equity participation in the form of joint venture is
one of the major forms of financing (Musharaka) whose
permissibility will have to be examined in each case in the
light of restrictions contained in Section 19 (2) of Banking
Regulation Act, 1949. Further, risk sharing forms the basis
of all Islamic financial transactions in the place of charging
interests on loan amount.

In terms of provisions of Section 6 of Banking Regulation
Act, 1949, in addition to the business of "banking", banks
are permitted to engage in business as prescribed under
clauses (a) and (o) thereof. In the case of Islamic banking,
the very business of "banking" itself involves the bank in
active trading, purchase and resale of properties and
investment etc., which is not permissible under the Banking
Regulation Act, 1949.

Section 5(b) of the Banking Regulation Act, 1949 defines
"banking" to mean '"the accepting for the purpose of
lending or investment of deposits of money from public,
repayable on demand or otherwise". Thus, "banking',
contemplates inter alia, lending of deposits of money from
public, but in Islamic Banking, the bank accepting deposits
of money from public is not engaged in lending or the pure
financial activity in the conventional manner, but is
engaged in equity financing and trade financing
(bMusharaka & Mudaraba), i.e. taking risk of sharing
profits or losses as against lending (where there is no risk
of loss and only profit in the form of interest at a specified
rate). Therefore, the banks doing Islamic banking would not
be doing "banking", to that extent, as contemplated in
section 5 (b) of Banking Regulation Act, 1949.
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As regards the regulatory aspects, there may be constraints
as the bank rate, maintenance of CRR and SLR as per the
provisions of Banking Regulation Act, 1949 etc., involve the
concept of interest. The issues of liquidity shortage or
surplus may have to be handled differently in the case of
Islamic banking, since ban on interest rules out resort to the
money market and the Central Bank.

All these bring out to the fore that the concept of Islamic
banking should be dealt with as an absolutely different
sector with separate norms to address the specific structure
and contents of the financial instruments in Islamic
banking.

In view of the above, if the banks in India are to be allowed
to do Islamic banking, appropriate amendments are
required in Banking Regulation Act, 1949 and separate
rules and regulations may have to be framed to permit them
to do the business in view of the special characteristics of
financing they adopt.

As regards providing an Islamic banking window by
branches of an Indian bank in Islamic countries, such
branches may be able to undertake only those activities,
which are permissible to a banking company in India as per
the provisions of Banking Regulation Act, 1949, apart from
"banking" as per clause (b) of Section 5 of Banking
Regulation Act, 1949, subject, of course, to the regulatory
regime of the host country. Since, "Islamic banking" does
not fit into "banking" as contemplated under Section 5 (b) of
Banking Regulation Act, 1949 and for other reasons as
stated above, it may not be appropriate for branches of
Indian banks abroad to open an Islamic banking window
there.
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The Group concluded that if the banks in India are to be
allowed to do Islamic banking, appropriate amendments are
required in Banking Regulation Act, 1949 and separate
rules and regulations may have to be framed to permit them
to do the business in view of the special characteristics of
financing they adopt. The taxation implications of the same
would also have to be examined at that stage.

As regards providing an Islamic banking window by
branches of an Indian bank in Islamic countries, such
branches may be able to undertake only those activities,
which are permissible to a banking company in India as per
the provisions of Banking Regulation Act, 1949.

Thus, in the current statutory and regulatory framework, it
would not be feasible for banks in India to undertake
Islamic banking activities in India or for branches of Indian
banks abroad to undertake Islamic banking activities
there.” (Page No. 47, 48 & 48A)

To sum up the RBI Working Group has made two
observations

1. Appropriate amendments in Banking Regulation Act,
1949 and separate rules and regulations.

2. Taxation implications have to be examined
AMENDMENTS IN BANKING REGULATIONS:
Analysing the legal opinion of Anand Sinha Working Group

report, ten observations are submitted from eminent legal
and Islamic finance experts.
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1. Observation of Dr. Monzer Kahf

In a letter addressed to Ministry of Finance, Government of
India, RBI has listed 5 main points regarding Islamic
financial instruments in Islamic Banking. Dr. Monzer Kahf,

a California based Islamic financial consultant,
a senior economist

formerly worked as

who
in Islamic

Development Bank (IDB), Jeddah, Saudi Arabia compared
and commented on these 5 points in the light of Islamic
banking experiences which is given below:

Observation of Anand
Sinha working group of
RBI

Comments of Dr. Monzer Kahf

Para 1: Section 5(b) of

the Banking Regulation
Act, 1949 defines
"banking" to mean "the

accepting for the purpose
of lending or investment of
deposits of money from the
public, repayable  on
demand or otherwise".
Thus, "banking"
contemplates inter alia,
lending of deposits of
money from public, but in
Islamic Banking, the bank
accepting  deposits  of
money from public is not
engaged in lending or the
pure financial activity in
the conventional manner,
but is engaged in equity
financing and trade
financing (Musharaka &
Mudaraba), i.e. taking risk
of sharing profits or losses
as against lending (where
there is no risk of loss and
only profit in the form of
interest at a specified rate),

(a) In Islamic finance we accept
deposits like other banks on loan basis,
and we also accept deposits on
investment basis. This does not
contradict or violate the text quoted in
paragraph 1. All we need is change the
“conventional manner” of banking not
the text because the text in fact
accommodates Islamic banking too.

(b) It is incorrect to quote Islamic
finance as equity finance (Musharaka
and Mudaraba). Most Islamic finance
is provided on  Murabah and
lease/purchase. Both only change the
form of providing finance but not the
substance of financial intermediation
because we only buy in both on request
from the customer not on initiative from
the bank. It is in fact financing through
Murabaha and Lease/purchase. The
Islamic bank is not therefore involved
in any “trading” activities of goods
and services.
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therefore, the banks doing
Islamic banking would not
be doing "banking", to that
extent, as contemplated in
Section 5(b) of Banking
Regulation Act, 1949.

Para 2: Risk sharing
forms the basis of all
Islamic financial
transactions in place of
charging interests on
loan amount. Islamic
Banking has different
modes of financing and
in most of these kinds,
the bank involves itself
in the trading or
business activities of the

borrower or will be
based on equity
participation of  the
bank, which is very
much unlike the
conventional banking.
In Bai' Mu'ajjal, the

bank resorts to purchase
and resale of properties,
which is not permissible
as per the provisions of
Section 8 and 9 of
Banking Regulation
Act, 1949.

The equity participation
in the form of joint venture
is one of the major forms
of financing (Musharaka)
whose permissibility will
have to be examined in
each case in the light of
restrictions contained in
Section 19(2) of Banking
Regulation Act, 1949.

(a) The buy and sell of Islamic banks is
not for the purpose of trading. It is only
and purely a form of providing
financing to customers, it does not
violate the purpose and objectives of
preventing banks from trading.

(b) The risk taken by bank is purely a
finance risk. It is not a risk of buying
equities and holding on to them. This
risk, we call it risk of ownership, is
necessary to justify earning by the
finance provider. We add several
methodologies  of  mitigating it
including investment risk provision,
profit  equalization  provision and
adding a very small percentage to
capital adequacy (It is in fact
compensated by the fact that investment
depositors also bear risk with the bank,
so that the final result is that Islamic
banks do not need higher -capital
adequacy based on this point).
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Para 3: In terms of
provisions of Section 6 of
Banking Regulation Act,
1949, in addition to the

business of "banking",
banks are permitted to
engage in business as

prescribed under clauses
(a) and (b) thereof. In the
case of Islamic banking,
the very business of
"banking" itself involves
the bank in a active
trading, purchase and
resale of properties and
investment etc., which is
not permissible under the
Banking Regulation Act,
1949.

Para 3 is absolutely incorrect because
Islamic banks are purely based on the
principle of financial intermediation.
There is no involvement in “active
trading and investment” because every
financing transaction is done on
request and promise from a customer.

Para 4: There may be
constraints as  regards
Regulatory aspects as the
Bank rate, maintenance of
CRR and SLR as per the
provisions of Bank
Regulations Act involves

concept of interest.
Similarly the issue of
liquidity shortage or

surplus can not be dealt
with since ban on interest
rules out resorting to
money market and Central
Bank.

Para 4 is absolutely incorrect because
whatever applies to interest rate of
regulations can apply to rate of mark

up.

Para 5 & 6: As regards
providing an  Islamic
banking window by
branches of an Indian bank
in Islamic countries, such
branches may be able to
undertake  only  those
activities, which are
permissible to a banking
company in India as per

Conclusions of para 5 and 6 are based
on the previous erroneous
understanding. In brief it seems that the
report is based on hostile mis-
understanding and may be mis-
representation of Islamic banking as it
is applied in the world today.
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the provisions of Banking
Regulation Act, 1949.

In the current statutory and
regulatory framework it
would not be feasible for
banks in India to undertake
Islamic Banking activities
in India or for branches of
Indian banks abroad to
undertake Islamic banking
outside India.

According to Dr. Kahf, a new law explicitly allowing
Islamic Banking is not absolutely necessary, instead, he
believes that existing laws simply needed to be interpreted.

2. Observation of Kurshid Najmi:

Kurshid Najmi, a former legal advisor of Reserve Bank of
India, argues:

“The Banking Regulation Act and the directions issued there
under allow interest on deposits and lending. Despite these
requirements there are a large number of products and
services carried out by banking companies which qualify as
products complying with the Islamic Jurisprudence. It is also
possible to make deposit and lending activities Shariah
compliant or at least near Shariah compliant, without
violating the provisions of Banking Regulation Act, 1949 or
the regulations framed there under”.

He believes that it is possible to introduce Islamic Banking
Window in a conventional banking company within the
extant laws and regulations. Such windows may be opened
by adding a public counter or specific desk to cater needs of
customers seeking Shariah compliant banking. Under
present banking regulations, many may be found ready to

Economic Advancement of Indian Muslims: The Situation and Scope 236



cater as Shariah Compliant products and services at Islamic
Banking windows.

The Banks may form Trustee Company to raise deposits and
deploy funds in prescribed trade / industry on specified
conditions in accordance with customer’s need.

“It is strange but true that banks and financial institutions
have always believed that the BR Act and the regulation
framed there under, do not allow Islamic banking activity as
such, no institution has so far tried to verify the truth or
otherwise of the assumption. Since such an assumption is
not true, it is worthwhile taking a step forward and
introduces products under Islamic window which meet the
requirements of Law and Shariah.” Says Mr Najmi

The banks with experiences in dealing with PARA
BANKING activities can come out with a large number of
products acceptable under Shariah.

About CRR / SLR calculated on the basis of demand and
time liabilities for deposit accepted by Islamic counter may
be invested in Zero Coupon Bonds or Deep Discount Bonds
issued by the Government. An Islamic window in a bank of

reasonable size has a good chance of success comments Mr.
Khurshid Najmi.

“I may also add that it is a question of how one looks to the
restrictions imposed by the Banking Regulations Act and the
Shariah. The question is whether the glass is half full or half
empty. The report finds the glass half empty. I see the glass
as half full. Both the statements are correct. Hence no fault
can be found either way. By holding that the glass is half full
I do not deny RBI’s version and in fact comply with all that
is said in the BR Act and the regulations / directions issued
there under.” says Mr. Najmi.
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3. Observation of Mohammed Anwar Batki

Mohammed Anwar Batki, former legal advisor, RBI,
provides 5 options towards ROAD MAP FOR ISLAMIC
BANKING IN INDIA which are as follows:

OPTION-I:

The Central Government to Notify business of "Islamic
banking / products" by banks in India / abroad in terms of
Sec. 6(1)(0o) of the Banking Regulations Act, 1949. The
Reserve Bank of India has to issue directions and
administrative guidelines to further implementation of the
GOI Notification.

OPTION-II:

GOI/RBI to allow business of Islamic banking/products
through SUBSIDIARIES OF BANKS pursuant to policy
decision to be taken in accordance with Sec 19(1)(c) of the
Banking Regulations Act, 1949.

OPTION-III:

GOI/ RBI to promote amendments to the BR Act / RBI Act
by way of insertion of a SEPARATE CHAPTER
exclusively dealing with all aspects of Islamic banking
business/products, as was done in respect of
COOPERATIVE BANKS in 1969 and for DEPT OF NON-
BANKING COMPANIES / DNBC in 1997 (RBI
Ordinance).

OPTION-IV:

GOI/RBI to have an exclusive SUBSIDIARY OF RBI to be
known as BHARTIYA INTEREST-FREE BANKING
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COMPANY LTD with branches/offices, agencies etc. under
the Companies Act, 1956 for the purpose.

OPTION-V:

GOI to set up a PUBLIC SECTOR BANKING
CORPORATION through an ACT of PARLIAMENT to be
known NATIONAL INTEREST-FREE BANKING
CORPORATION for the purpose.

4. Observation of Ahsanul Haq

Ahsanul Haq, Retired Senior Manager, Punjab, National
Bank, an analyst, prepared an exhaustive and elaborate
paper titled “Theory and practice of Islamic banking in the
light of Indian Banking law” which was sent to several legal
and financial experts for comments through ICIF. He
suggests certain amendments in the model of Islamic
Banking as well, to make it compatible with Indian banking
law and observes that as lending of money is not a
distinguished phase of banking, Islamic economists should
not make Musharakah and Mudarabah obligatory (Fard) for
Islamic Banking. But he concludes “practicing of Islamic
Banking, subject to minor amendments in the law and in the
model of Islamic Banking in India is possible by accepting
on current account providing all Halal auxiliary banking
services, most important through merchant banking products
akin to Musharakah or Mudarabah without disturbing the
main financial fabric of the country”.

5. Observation of Dr. Nejatullah Siddiqi and Abdul
Hasib:

Dr. Nejatullah Siddiqi, father of Islamic Economics and
Abdul Hasib, former Executive Director, RBI, are
unanimous that in order to convince the authorities about the
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introduction of Islamic finance and banking system in our
country, we should prepare a pointed technical memo which
addresses the technical and legal problems showing that it is
possible to open avenues for Islamic / Interest-free banking
and finance without any change in the relevant rules and
regulations of the banking act. In that memo advantages of
interest free Islamic Banking also be elaborated in economic
terms in broad national perspective and briefly referring to
the benefits to the Muslim community as well. In the first
stage the authorities can be requested to open an Islamic
window in the conventional banks.

6. Observation of Abu Bakr Falahi:

According to Abu Bakr Falahi, Shariah Analyst, Dar Al
Shariah, Dubai Islamic Bank, for Islamic banking to be
accommodated, a simple addendum / amendment is required
providing the scope, functions and regulations relating to the
Islamic banking. This is the way the UAE banking laws
deals the matter and may be some other countries laws as
well. Dubai Islamic Bank, under Dr. Hussain Hamid Hassan
has advised several governments in Middle East and CIS
countries to convert conventional banks into Islamic in this
simple way.

7. Observation of Mohammed Hussein Khatkhatey:

Mohammed Hussein Khatkhatey, senior advisor, TASIS,
Mumbai, says that, there are alternatives which Muslims can
fall back up to a limited extent in the absence of Islamic
Banking. While we continue our efforts to get regular
Islamic Banking, we should strive in other directions as
well, like cooperatives, investment companies, leasing
companies, mutual funds, etc. The objective has to be the
financial intermediation, let not focus on a single issue but
work in various fronts to achieve the end, we cherish. He is
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of the opinion that it can be possible to run an Islamic bank
in India by making changes in the relevant notification. But
it would be immensely better to introduce the concept
through proper enabling legislation.

8. Observation of Raj Maiden:

Some of the prominent players of Islamic finance and
banking like Raj Maiden, founder and CEO of Five Pillars
Associates, a Singapore based Islamic finance consulting
firm, argues that piece-meal adjustment is not proper and
plead for a separate set of rules for Islamic Banking and say
that as the rules of cricket are not good for adjudicating
football match, the rules of conventional bank are not fit for
Islamic finance. For instance, Malaysia has two different
Acts for Islamic and conventional banking. This is in
conformity of the legal opinion of Anand Sinha Group
which observes: “the concept of Islamic banking should be
dealt with as an absolutely different sector with separate
norms to address the specific structure and contents of the
financial instruments in Islamic banking and amendments
are required in Banking Regulations Act, 1949 and separate
rules and regulations may have to be framed to permit them
to do the business in view of the special characteristics of
financing they adopt”.

9. Observations of Lovells:

Lovells — An international legal firm, has recommended a
concerted and coordinated effort between the RBI, the
financial services industry and Islamic financial experts with
a view to amend the Indian banking regulations and brought
to the attention the experiences of other jurisdictions such as
of the United Kingdom and Singapore where the regulators
have amended their current regulatory framework in order to
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enable a level playing field for Islamic financial institutions
and conventional interest-based institutions.

10. Observation of Prof. Rodney Wilson:

Prof. Rodney Wilson, an Islamic finance expert at Durham
University, UK has suggested that the RBI should get
involved with Malaysian based Islamic Service Board
(IBFS) which has been given the mandate to address the
unique challenge of designing prudential norms for Islamic
banks and other Islamic financial institutions that would
complement similar standards set by Basel Committee for
Banking Supervision (BCBS) for conventional bank.
Singapore is now a member of IBFS and sixth annual
summit of IFSB met at Singapore on May 11, 2009. Hong
Kong is now an associate member of IBFS.

Three Kinds of Islamic Banking:

To sum up, there are essentially three kinds of Islamic
Banking:

. Pure Islamic banking that offer only Shariah
compliant products

. Fully Islamic diversions or subsidiaries of
conventional banking

. Islamic windows of conventional banks where

Shariah compliant products are sold along with
traditional ones.

Raghuram Rajan Committee Report

Let us turn towards the report of the Committee on Financial
Sector Reforms (CFSR) of the Planning Commission, GOI
to prepare a report on the next generation of Financial Sector

Reforms. The Committee consisted of twelve members, who
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were called by Dr. Raghuram Rajan. “Some of the finest
financial and legal minds of the country” and the report was
an awesome display of true public-private partnership.

The committee had consulted 16 virtual members and 38
relevant players in the financial sector arena. A preliminary
draft report was placed in the public domain (website) for
comments. The committee received a large number of
comments directly and through the press. Several
individuals and institutions both within and outside the
country placed the comments as well as submitted
personally to the committee for including Islamic Finance
and Banking in the report. Upon these submissions and
representations the following recommendation was included
in the final report of the CFSR which is as follows:

“Another area that falls broadly in the ambit of financial
infrastructure for inclusion is the provision of interest-
free banking. Certain faiths prohibit the use of financial
instruments that pay interest. The non-availability of
interest-free banking products (where the return to the
investor is tied to the bearing of risk, in accordance with
the principles of that faith) results in some Indians,
including those in the economically disadvantaged strata
of society, not being able to access banking products and
services due to reasons of faith. This non-availability
also denies India access to substantial sources of
savings from other countries in the region.

While interest-free banking is provided in a limited
manner through NBFCs and cooperatives, the
Committee recommends that measures be taken to
permit the delivery of interest-free finance on a larger
scale, including through the banking system. This is in
consonance with the objectives of inclusion and growth
through innovation. The Committee believes that it
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would be possible, through appropriate measures, to
create a framework for such products without any

adverse systemic risk impact.” (Chapter 3: Broadening

Access to Finance, page: 35)

Comparison of the Two Documents:

Let us compare the conclusion of Anand Sinha and the
observation of Raghuram Rajan Committee report on
Financial Sector Reforms (CFSR):

Anand Sinha Working Group
Report Conclusions
on Islamic Banking

Raghuram Rajan Committee on
Financial Sector Reforms
Recommendation on Interest Free
Banking

The Group concluded that if the
banks in India are to be allowed
to do Islamic Banking
appropriate amendments are
required in Banking Regulation
Act 1949 and separate rules and
regulations may have to be
framed to permit them to do
business in view of the special
characteristics of financing they
adopt. The taxation implications
of the same would also have to be
examined to that stage.

(Page 48A of WG Report Legal
Opinion July 2006)

While interest-free banking is
provided in a limited manner
through NBFCs and cooperatives,
the Committee recommends that
measures be taken to permit the
delivery of interest-free finance on
a larger scale, including through the
banking system. This is in
consonance with the objectives of
inclusion and growth through
innovation. The Committee believes
that it would be possible, through
appropriate measures, to create a
framework for such products
without any adverse systemic risk
impact.”

(Chapter 3: Broadening Access to
Finance, Page: 35)
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Anand Sinha committee concluded that to do Islamic
banking activities appropriate amendments are required in
the Banking Acts. Raghuram Rajan Committee
acknowledges this need and said that the committee believes
that it would be possible, through appropriate measures to
create a framework for such products without any systemic
risk impact. It is incumbent on the Bankers and Regulators
to create a suitable framework for Interest Free Banking as
recommended by Raghuram Rajan Committee which
consisted some of the finest financial and legal minds of the
country”.

TAXATION IMPLICATION

Anand Sinha group report had concluded that for the Islamic
banking activities, not only appropriate amendments are
required in Banking Regulation Act 1949, but also taxation
implications of the same would also have to be examined at
this stage.

For example, conventional mortgage transactions in which
the borrower secures a loan from a financial institution to
buy a property has to pay stamp duty only once, but if the
same transaction was conducted according to Shariah
principles, the financial institution would buy the property
itself and then sell it to the customer for the slightly higher
price, normally taking payments in installments and the
stamp duty for the transactions is doubled.

It is extremely interesting and informative to learn, how
Britain had addressed taxation related to Islamic financial
products. The first taxation legislation catering specifically
for Islamic finance arrangements came in Finance Act 2003,
in the area of Stamp Duty Land Tax (SDLT). With the
formation of Tax Technical Working Group (TTWG), the
British government is continuously engaged regularly on
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taxation issues relating to Islamic financial products for
ensuring level playing fields with conventional equivalents.
In the Financial Act 2005, Government legislated for
Mudarabah, in 2006 for diminishing Musharaka and in 2007
to facilitate SUKUK.

Similarly, Monetary Authority of Singapore (MAS) also
made significant improvement in taxation laws and it has
done the following amendments and enactments:

1. Removal of double stamp duties in Islamic transactions
involving real estate.

2. GST and Income Tax Act have been amended to cater
for Islamic finance transactions.

3. SUKUK enjoys similar concessionary tax as bonds.

4. 5% concessionary tax rate for qualifying Shariah
compliant financial activities.

TWO DEVELOPMENTS:

Two important developments in the Islamic finance and
banking in the country have to be seriously taken note of.

Shariah Compliant Investment Product for Hayjj
Pilgrimage

The recommendations of a high level committee set up by
Prime Minister’s Office, chaired by K. Rahman Khan,
Deputy Chairman Rajya Sabha is under the consideration of
Government. of India favouring a Shariah compliant mutual
fund to provide investment option to the Muslim community
was submitted in July 2006. The PM has constituted a
Committee of Secretaries headed by the Cabinet Secretary to
look into the suggestion of this high level committee. The
Committee had specially recommended a Shariah Compliant
Investment Scheme to fund Hajj Pilgrimage as in Malaysia.
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Malaysia had set up a pilgrimage fund and formed a board
called TABUNG HAIJIL Now the board has a corpus of $ 5
billion in the mutual fund that provides facilities for Hajj
pilgrims, their stay, accommodation, traveling and so on.
According to Mr. Khan, if a Shariah-compliant fund with the
similar institution is set up in India also as a test case, and if
it succeeds, then full fledged Islamic banking can be
introduced.

Kerala shows the Way

Recently, the Government of Kerala has launched a Shariah
compliant financial institution and wish to establish it by
2010 with the objective to grow into a full fledged Global
Islamic Bank. This institution will be started with a share
capital of Rs.1000 crores and the Kerala State Industries
Corporation will have 11% share and remaining 89% from
private investors. Already Ernst & Young has given a
feasibility report and the financial institution will be set up
on the basis of recommendations of that report. Additional
study is being done through Ernst & Young to analyze
implications of the Central, State and Municipal taxes for
this Islamic financial institution. The Government of Kerala
and the core group formed for this institution is confident
that the Central Government and the RBI will be obliged to
amend the regulations to accommodate this institution to
grow into an Islamic bank very soon.

Awareness

As mentioned earlier, increased awareness among Muslims
and India as a whole is very essential as reported by GRAIL.
The need and necessity of interest free Islamic finance and
banking has to be spread among the Muslims, common
people, religious scholars, businessmen, bankers, politicians,
and other stakeholders.
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® Among Muslims, criticism has been raised against
the banking approach itself. Some allege that it is
nothing but the change of nomenclature only. Some
others question its capability to meet all the financial
requirements of modern day economy. Some go
further to say that the whole exercise is futile, with
the macro level money creation process remaining
the same, what is attempted through the so called
innovative products is nothing but a cosmetic touch
and even in the international arena, Islamic banks
have to price their investments on global standards
like London Inter-Bank Offered Rate (LIBOR)
which are essentially interest based. These issues
have to be addressed properly by the Islamic
scholars, finance experts and those who campaign
for Islamic Finance and Banking.

e Justice Mufti Mohammad Taqi Usmani mentions in
‘An Introduction to Islamic Finance’:

“Islam, being a practical way of life, has two sets of
rules: one is based on the ideal objectives of Shariah
which is applicable in normal conditions, and the
second is based on some relaxations given in
abnormal situations. The real Islamic order is based
on the former set of principles, while the latter is a
concession which can be availed at times of need,
but it does not reflect the true picture of the real
economic order.

Living under constraints, the Islamic banks are
mostly relying on the second set of rules; therefore,
their activities could not bring a visible change even
in the limited circle of their operations. However, if
the whole financing system is based on the ideal
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Islamic principles, it will certainly bring a
discernible impact on the economy”. (Page 24)

e In a plural and secular country, misunderstanding
among majority community has to be addressed; that
Islamic banking is not just for Muslims. It is only a
mechanism for financing business without providing
debt. It is also to be focused that it is based on ethics
and Socially Responsible Investment (SRI). It has to
be showcased that 40% customers in Islamic banks
in Malaysia are Chinese or of other communities and
also in UK, 20% customers are Non Muslims.

Perrine Fiorina of CELENT, strategy consulting for
financial institutions, talks of ‘Promising Future of
Islamic Banking’ thus:

“In addition to the large and untapped Muslim
population, Islamic Banking is currently beginning to
attract Non-Muslim customers, who are interested in
alternative way of banking. Indeed, a growing
number of Non-Muslims are turning to Islamic
Banking as customers spooked by turmoil in the
western banking system increasingly see the sector
as a safe and more connected to the real economy.
In my opinion, Islamic banking will benefit from this
new customer’s interest and grow even more quickly
than it recently did.”

Even Vatican has offered Islamic Finance principles
to Western banks as a solution for worldwide
economic crisis. “The ethical principles on which
Islamic Finance is based may bring banks closer to
their clients and to the true spirit which should mark
every financial service” the Vatican’s official
newspaper, L’ Osservatore Romano said.
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Recently, France has amended its laws to issue
SUKUK of one Billion Euro.

e Post 9/11, oil money has stopped being invested in
U.S and is looking for a safe investment destination,
and India could well be that destination given its safe
economic scenario, huge market, skill and educated
labour and good growth rate.

e Among the intellectuals, scholars and politicians, a
doubt is lurking in the mind whether banking
operations are feasible without the base of interest.
As Dr. Hussein Hamid Hassan, Chairman, Shariah
Board, Dubai Islamic Bank has said “Conventional
banks have since inception, had only one product,
that is loan with interest, Shariah has unlimited
products to suit every customer and every project
under any circumstances”.

Various products with Arabic words have to be
suitably presented in the prevailing banking terms
and the reasons why they are preferable to the
conventional banking products and practices
provided as they are based on real economy rather
than financial engineering in conventional banking
has to be suitably highlighted.

Modern, secular and industrialized countries like
Britain, Singapore, Hong Kong and Japan have
become hub of Islamic finance and banking. If
London, Tokyo, Singapore and Hong Kong can
become hub and house of Interest free Islamic
finance and banking, why not Mumbai and
Cochin?
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Should we insist on the Name of Islamic Banking?

Raghuram Rajan Committee has described it interest free
banking, Britain legislation uses the term Alternative
Finance Arrangement rather than specifically referring to
Islamic finance, Nigeria Central Bank calls it Non-Interest
banking and Turkey as Participatory Banking and some
other’s call it as ethical banking. Any name other than
Islamic would be acceptable with the products being Shariah
compliant.

Interaction with Deputy Governor, RBI

When it was learnt that RBI is considering discussion on a
few recommendations of Dr. Raghuram Rajan Committee
on Financial Sector Reforms (CFSR), ICIF contacted the
Governor RBI and sought an appointment to plead for the
case of the recommendation of CFSR regarding Interest-free
banking. Accordingly a delegation of ICIF met the Deputy
Governor Dr. K.C Chakrabarty on September 11, 2009 and
presented a memorandum along with the following
important documents.

e [IMF Working Paper — Introducing Islamic Banks
into Conventional Banking Systems by Juan Sole

e Lovells: Islamic Finance Regulations in Non-OIC
Jurisdiction

¢ HM Treasury’s — “The Development of Islamic
Finance in the UK — The Governments Perspective”

e FESA’s Islamic Finance in UK : Regulations and
Challenges

® MAS’s Risks and Regulations of Islamic Banks : A
Perspective from a Non-Islamic Jurisdiction

According to the Deputy Governor: RBI, which has plans to
increase the reach of banking system to more people, will
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welcome to introduce interest-free banking, provided the
government takes a decision.

Conclusion

To make ‘Interest-free-Islamic-banking’ dream come true in
our great country, it requires a multi-dimensional as well as
multi-directional plan of action such as awareness campaign,
intervention of regulators, political will, development of
human resources, creating space in financial market and
support to the efforts undertaken by various individuals and
institutions and their coordination.

The High Level Committee on Financial Sector Reforms has
recommended Interest Free Banking in the main banking
sector and believes that it can be possible through
appropriate measures to create a framework without any
adverse systemic risk impact. Now, we have to throw the
ball into the court of the Government and Regulators to
involve market participants and Islamic financial and legal
experts to prepare a fruitful and feasible regulation that will
accommodate Islamic Banking / Interest Free Banking along
with the conventional banking rules and regulations.

To sum up, in the field of banking, we can recommend the
Government of India for opening at least Islamic windows in
the conventional banks to begin with, as suggested by the
legal luminaries and Islamic financial experts as mentioned
in their observations, simultaneously pressing for a full-
fledged Islamic / Interest Free Banking with separate rules
and regulations as suggested by Anand Sinha Working
Group and recommended by Raghuram Rajan Committee
saying that it can be possible through appropriate measures
to create a framework without any adverse systemic risk
impact.
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Islamic Banking in Non-Muslim
Countries and It’s Possibilities
In India

Dr. Waquar Anwar’

The topic of discussion may be approached by two mutually
exclusive methods. One is to study the current growth of
Islamic Banking in the world, particularly the non-Muslim
world, and assess the effectiveness of the move to introduce
the same in our country, India, and interpolate the actual
growth to assess whether it is possible in this country or not.
Another approach is to study the suitability or otherwise of
the Islamic Banking as it is practised today and opine
whether it is feasible for non-Muslim countries, particularly
for India, or not; and if there is any aberration in the area of
feasibility whether that can be corrected or not. In this paper
we are not approaching from the viewpoint of zealous
propagators of the idea for whom any question-mark on the
feasibility may be a taboo! We shall be more critical in our
approach here. We shall classify the non-Muslim countries
for the purpose in hand and see what is making Islamic
Banking popular and shall try to understand whether these
apparently positive aspects are actually desirable or not.
After describing in brief the present financial conditions of
the non-Muslim countries we shall conclude on the

* Free lance Writer and financial practitioner
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adjustment and changes that should be effected in the
Islamic Banking as it is practised. In our total analysis we
shall approach from the basic idea that the word Islam in the
Islamic Banking should not be a misnomer and so our
guiding principle shall be the higher principles of law in
Islam — Magasid-e-Shar’iah.

Non-Muslim Countries

The term non—Muslim countries are in vogue, generally, for
non-OIC (Organisation of Islamic Conference) countries
where Muslims are in minority. Muslims in these countries
are in minority with respect to the total population in those
countries severally. Otherwise, if we consider the case of
total Muslim population on the globe, the situation will be
much different. Relatively, in a number of these so-called
non-Muslim countries Muslims reside in greater number
than many of the so called Muslim countries. Executive
summary of the report of The Pew Forum on Religion and
Public Life published in October, 2009, has highlighted this
phenomenon. Following quote from the report is self-
speaking:

“While Muslims are found on all five inhabited
continents, more than 60% of the global Muslim
population is in Asia and about 20% is in the Middle East
and North Africa.... More than 300 million Muslims, or
one-fifth of the world’s Muslim population, live in
countries where Islam is not the majority religion. These
minority Muslim populations are often quite large. India,
for example, has the third-largest population of Muslims
worldwide. China has more Muslims than Syria, while
Russia is home to more Muslims than Jordan and Libya
combined.”
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Among the non-Muslim countries we may classify as the
one with sizeable Muslim population and the other with low
Muslim population. India falls in the first category.

The importance of the classification based on size of Muslim
population within a Muslim minority country is that
anything that is concerned with Islam is concerned both with
the four fifth of them residing in Muslim countries and the
one fifth ‘residue’ living in the other areas. Islamic Banking
draws its strength from its prefix Islam and almost all
Muslims residing in any part of the globe are watching the
developments with interest and concern, if not with
commitment and involvement. This is the basic strength of
the system that a sizeable number of persons are looking at it
with favourable opinions. Further, a sizeable section of this
‘sizeable’ population is also yearning for its success.
Muslims can be rightly considered to be the first clientele
base of an Islamic Bank in a new place. Its benefits once
becoming obvious, other communities will not shy away as
is evident from the participation of Christian and Buddhist
Chinese businessmen of Malaysia who are dealing with the
Islamic Banks there in good numbers.

The development of any system on communal lines is
basically not undesirable provided its benefits are open to all
and everyone else is free to adopt the same. Things that are
good for the humanity at large may emanate from any place
or group. Their technical viability or financial feasibility or
legal standing or moral worth will be judged on their
methods, operations and the benefit or otherwise to the
society. Islamic Banking, the writer believes, has passed
these litmus tests. However, one may discuss how to make it
more useful and relevant in a particular set-up.

The set-ups for which we are presently concerned is the non-
Muslim countries both with sizeable Muslim population and
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relatively less Muslim population. A feature of these
countries is that Muslims are relatively lower in financial,
educational and social status as compared to other
communities in most of these places. This is true about India
too. (One may refer to the Sachar Committee Report.)
Another characteristic feature is that Islam bating or
Islamophobia is present in a vocal section of the society.
Higher the Muslim population higher may be the
phenomenon of hate-Islam. As far as India is concerned
there is obviously a committed social activists group that
supports Muslims and their affairs and a silent majority that
has good neighbourly feelings but the political and
administrative establishment comprises a dominant group of
communalists, be hard-Muslim-haters or soft-Muslim-
haters.

Popularity of Islamic Banking

In the backdrop of the above discussions let us discuss that
despite all what makes Islamic Banking popular and
acceptable, we often come across the dubious situation that
Islam-haters too have a soft corner for this system. Islam is
not acceptable, even the tiny piece of linen on the heads of
Muslim women is not acceptable but the so-called system of
Islamic finance that is presented by its die-hard propagators
as an alternative to the present economic and financial
system of the world is not only tolerated but is welcome.
This dilemma needs to be understood; the quiz should be
answered. We cannot afford to close our eyes to the uneasy

query.

Some possible reasons of the popularity and acceptability of

the Islamic Banking are as under:
1 Evils of interest based system have become so
obvious that men are in search of an alternative
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and Islamic economics, banking and finance have
been accepted to be the much needed panacea.

2 The performance of Islamic Banking as practised
in many countries has become so much attractive
that the world is now craving for it.

3 Islamic Banking will add to the reach of banking
activity, making a significant chunk of population
bankable.

4 It will attract petrodollars.

The first reason cited above has an element of truth that the
interest based economic and financial system of the world
has caused havoc and that Islamic system has the ability to
prevent the recurrence of the global financial crisis and
resolve all related issues. But the world is not ready to do
away with the system it is following. The recent declarations
of G-20 countries prove that the nations are not ready to
discard the capitalistic system in vogue and all attempts to
overcome the problems are based on continuity of the same
old and existing methods. This is a separate topic and the
scope of this paper does not allow us to delve further upon
the topic. The truth is that the Islamic system has not been
fully and effectively introduced, presented and popularised
in the world to merit any worthwhile attention towards it.
Further, mere Islamic Banking is not the solution to the
problems. An elaboration of the Islamic economics along
with addressing other related issues is called for.

The second reason described above is also not true. The
system will not be noteworthy till it gets full support of
central banks and governments and its performance
outweighs the conventional banking to such a degree that
they are made redundant if not replaced by the onslaught of
the new idea. The governments and central banks of most of
the countries where Islamic Banks have any presence have
not till date committed them seriously to the core idea of
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interest free banking. Conventional banking continues to be
the basic system in most of these places inter alia Iran,
Pakistan, Sudan and Bangladesh. Islamic banks in these
nations are in the “can-also-exist” mode or the system is
accepting the fallacy of Islamic banking window/counter in
conventional banks — like Rooh Afza available in a beer
shop! For example one may study the fate of Usury-free
Banking Law and Islamic Banking System that became
effective from 21% March, 1984, under Bank Markazi
Jamhouri Islami Iran (Central Bank of Iran). It does not
prove that there is any question mark on the commitment of
these governments in introducing the Islamic Banking. It
simply shows that system has not yet fully developed to take
the world head on.

The third point noted above is relevant. The reach of
banking activity in many of the non-Muslim countries like
that in the Muslim countries is very poor and a vast majority
of population is not bankable. For example, it is estimated
that not more than 15 per cent of Indians have any bank
account. In other words the overwhelming majority of
Indians, say 85 per cent, are outside the net of banking
activities — they are not bankable. This is a precarious
situation for any country because normally when a person
becomes bankable he also brings his savings in the main
stream of economy. As Islamic Banking is genuinely
expected to attract savings of Muslims living in non-Muslim
countries it will increase the bank ability in a country and
will have direct positive effect on the economy of the
countries. There are many devout and practising Muslims
who are averse to conventional banking because they want
to avoid interest. Islamic Banking will be a boon to them
and this will benefit both them and society.

It is said that introduction of Islamic Banking in any country
will serve as the drain through which petrodollars will flow
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through. As the economy of the members of Gulf
Cooperation Council (GCC) countries in particular and other
members of Organization of Petrol Exporting Countries
(OPEC) in general is rentier based, the fund saved in these
countries are mostly invested outside their own respective
countries. Till 9/11 a major portion of those savings were
being invested in the USA and other Western countries. But
now the situation has changed and the Arab investors have
started looking around for other possible opportunities. If
Islamic banks are opened in non-Muslim countries,
including India, such funds will be attracted and this will
ultimately give a boost to economy and a fillip to the overall
welfare of the states.

The whole word it appears is vying for the savings available
in GCC countries. The American and other Western
countries are also encouraging these Arabs to provide them
the much needed liquidity in order to ease them out of the
global financial crisis. A new method to attract these funds
is to assure that these can be invested in their countries in a
manner that is Shari’ah compliant. Here we find a
justification for the popularity of Islamic Banking and its
sukuk schemes. There is no love lost for Islam or its
Shari’ah but a gold rush to muster the funds in this manner.

Case for Islamic Banking

The Islamic Banking should be built upon its own ingrained
features. At this stage when the non-Muslim countries are
also interested in the idea there is a need to assess the past
developments and adjust the system and make its appeal
suitable to these countries. We are hereunder describing
some such issues with the suggestion to consider the same
before preparing a project profile of the case for non-Muslim
countries.
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1) Islamic Banking in a non-Muslim country,
including India, cannot grow on the strength of
Muslims alone. It has to be made attractive for
others too. The whole justification of Islamic
Banking emanates from denunciation of Riba
(interest). The original blueprints of the system
as proposed by scholars like Dr. Nejatullah
Siddiqi and Dr. Umer Chapra were prepared on
the basis of replacing profit for interest. So we
find that shirkat (partnership) and mudharabat
(fleeping partnership) plays the vital role in those
proposals. The later development whereby
murabaha (cost plus contract), ijara (leasing) and
istisna (hire purchase), etc. took the place of
murabaha was not any improvement of the
original proposition but a dilution of the core
idea of riba being replaced by profit. Instead of
approaching the challenges head on, the
practitioners of Islamic Banking have chosen the
easy route. It is reported that the share of mark-
up financial instruments of Islamic Banks is
between 70 per cent and 86 per cent. (The
Politics of Islamic Finance; Oxford University
Press; P65-6). Such mark-up financing
documents include trade finance by murabaha
and investment finance by leasing. The
overwhelming reliance on these financing
instruments goes against the profit and loss
sharing (PLS) system of Islamic economics.
(Dialogue in Islamic Economics by Dr.
Nejatullah Siddiqi; Institute of Policy Studies,
Islamabad, and The Islamic Foundation,
Leicester; P 320). There is the need to address
this fallacy at the earliest and present the case of
Islamic Banking with blemish free and
unimpeachable theoretical stand.
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2) The focus of Islamic Banking should be serving
the magqasid-e-shari’ah (higher goals of law in
Islam) of preserving Faith, Life, Intellect,
Posterity and Wealth. We may add on the list of
our concern in this regard and add Poverty
Alleviation and Preservation of Environment for
Quality and Continuity of Life on Earth. There
can be no other justification for introducing any
branch of the Islamic system if these basic
concerns are not addressed properly. This is
particularly true when we talk about Islam and
project any derivative therefrom before the non-
Muslim world. The Islamic Banking as practised
till date has not to report home about in this area.
Following excerpts from an article of Dr.
Nejatullah  Siddiqi  highlights the dismal
performance. (Obstacles to Islamic Economic
Research; www.siddigi.com/mns)

“Consider the current focus of Islamic
economics on Islamic finance and dearth of
Islamic economic literature on poverty
removal, inequality and development. Among
the billion plus Muslims of the world how
many are bothered about banking and
finance? How many of the over six billion
inhabiting the planet care about Islamic
finance, considering the fact that Islamic
economics is for all? ....

“We have already noted the anomaly of
Islamic economic research relegating poverty
removal to the backburner and bringing
investing rich peoples’ surpluses for making
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them richer to the fore. That is how the
essence is overwhelmed by the peripheral.”

3. The economy of GCC countries is mostly
rentier based whereas in the majority of non-
Muslim countries the Islamic Banking will
have to deal with production based economy.
The developments of systems are more
towards the concerns of the former economy
than towards the latter. Solutions for
problems like equity participation, term
lending, working capital finance, and cash-
credit accommodation shall have to be
addressed afresh. The solutions available till
date are not sufficient for a vibrant economy
like India.

4. Banking is a part of total economy and the
concerns of economy like justice, equity and
growth should also be its concern. In other
words banking should have its human and
social face. Serving merely the interest of the
investors will not suffice. For example the
need in India today is to percolate economic
activities to the masses. Schemes like self
help groups and microfinance are the buzz
words. Incentive for savings, arrangement of
collecting tiny deposits, providing expertise,
information, guidance and credits for
entrepreneur development and taking care of
persons in need like garz-e-hasan (good loan)
for emergencies and insurance coverage for
contingencies are required under a single
window. Islamic Banks in non-Muslim
countries should provide that single window.
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Feasibility of Islamic Banking
in India

Dr. M I Bagsiraj*

Today Islamic Banks are operating in most of the Muslim
countries as well as in some of the secular countries.’
“Islamic Finance is now a big industry that is truly world
wide. There are over 90 Islamic Banks spread across 35
countries, excluding those in Pakistan, Iran and Sudan.” In
India too public demand for Islamic Banking is growing.
This paper deals with the ways and means of starting Islamic
Banking in India. It is divided into three sections. In section
I we build the case for Islamic Banking. In section II we deal
with the provisions that will facilitate Islamic Banking in
India. In section III we take note of alternative institutional
set-ups that can operate and promote Islamic Banking in
India.

* Darul Umoor, Sri Rangapattan, Karnataka.

1 Encyclopedia of Islamic Banking and Insurance, 2000, Country wise
List of Islamic Banks, Institute of Islamic Banking and Insurance,
London.

> Dr. Mohamed Arif, “Islamic finance under Globalization” a research
paper presented at Delhi Seminar 18&19 February 2006.
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Section I
The Case for Islamic Banking

Why Islamic Banking in India? Islamic Banking because
almost 300 million Indians are still living below poverty
line*. Another 300 million are living around poverty line.
First social control and later nationalization of banks, both
have proved inadequate in eradicating poverty (remember
Garibi Hataao! that some time remained a political slogan
in the country), bring about development with equality and
render social justice. Further, the direction in which our
economic governance is headed, liberalization, privatization
and globalization in short ‘extended capitalism’, is an
economic model that develops only the creamy layer at the
top and leaves the vast majority at the mercy of trickle down
effect to languish at the bottom. The 40% of lending to
priority sector by our banks consistently over long period at
differential interest rates has not been helpful either in
poverty alleviation or balanced economic growth. It is time
that our government and bankers take a look at the
alternative banking model available in the form of Islamic
Banking. Do we need to remind our planners that the mixed
economic approach serves the interests of a multicultural
society better? The value neutral capitalistic financial and
banking model has led to 2% of world’s richest people
owning over 50% of world’s wealth, and the bottom 50% of
world’s people owning only 2% of wealth’. If this is the end
product of capitalistic development we must tread this path
very carefully. Our multilingual and multicultural society
can neither absorb nor tolerate such economic injustice.
Unless we introduce the value based economic and financial
systems we cannot escape the fate of developed capitalistic

4 Planning Commission Report, Hindustan Times, Mumbai Edition, 23-
03-07, p 8.
SUNO Report, Times of India, Mumbai edition, 27-01-07.
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countries, who are struggling to attain positive growth rates
with the help of extended capitalism and enforced
globalization.

Islamic Banking provides value added finance like value
added services. The values added by Islamic finance have
universal demand, e.g. interest free finance for poverty
alleviation, profit sharing finance for growth with equality
and PLS finance for economic justice. Islamic financial
values also prohibit financing of those activities that are
injurious to the social health.

At a recent NDC meeting in his opening address our Prime
Minister observed, “growth to be real, must bring about
equity.” Growth that excludes disadvantaged and vulnerable
sections of our society is no growth at all. Hence, any
economic growth that is brought about by Indian banks must
address the problem of ‘financial exclusion’ as “markets by
definition tend to exclude some as they include others” said
Dr. YSP Thorat, Chairman NABARD at the Banking
Conclave 2006 in his presentation on “Indian Banking:
Shaping an Economic Powerhouse.” The most recent report
of Justice Rajendra Sachar on ‘Social, Economic and
Educational Situation of Indian Muslims’ has made it
abundantly clear that the market forces have by and large
excluded Muslims from financial services whether offered
by banks or various government schemes. Thus, exclusion
of Muslims and other minorities as well as backwards and
deprived section including SCs and STs will have to be
addressed to not only by the inadequate and ill administered
PM’s 15 Point Program, but also by a suitable banking
policy including provisions for interest free Islamic
Banking. Because Islamic Banking is very much for growth
with equity and justice®. If Britain the mother of all secular

% Refer International Seminar proceedings “Justice and Equity The
Message of Islamic Banking 18-19 Feb
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societies can permit Islamic Banking for financial inclusion
of 2% Muslim minority, then why not India the home of
14% Muslim minority and another 30% of the deprived ones
who are living below the poverty line? Thus, the term
Financial Inclusion needs to be broadened and redefined to
include not only marginal farmers, oral lessees, share
croppers, workers in unorganized sectors, etc but also
minorities with access to interest free financial services.

If Financial Inclusion is defined as the delivery of financial
services at an affordable cost to vast sections of
disadvantaged and low-income groups including minorities
than provision of Islamic Banking services can yield the
most desirable results. Dr. YSP Thorat rightly says that
cultural and attitudinal constraints of Bank managers as well
as commercial banking ethos of funding and profitability or
lower NPAs is responsible for Financial Exclusion of
weaker and disadvantaged sections of society including
minorities. Therefore, the provision of interest free Islamic
Banking is necessary for addressing market anomalies and
facilitating equal and proper distribution of the fruits of
globalization.

The facilitation of Islamic Banking leading to Financial
Inclusion of Muslims is expected to boost Indian banking
and economic operations by bringing in huge idle funds.
According to Bindu Vasu7, “the assets controlled by
Muslims are estimated to be $1.5 trillion and growing at
15% annually. In Kerala alone it is reported that this money
could be above Rs. 40000 crore. Research reveals that a
handsome bulk of money in India owned by the believers
(Muslims) is lying idle, which if invested on profit sharing

2006 Delhi”, Published by JIH,Jamia Nagar, New Delhi 25.
7 “Islamic Banking — Banking For A Change” by Bindu Vasu, Legal
Officer RBI; RBI Legal News And Views — Journal Section, April-June
2005/vol.10 issue no.2.
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basis and utilized properly, can have a major impact on the
Indian economy.” Besides the monetary assets of Indian
Muslims, the introduction of Islamic Banking in India is also
most likely to bring in huge amounts of petro-dollars from
the Gulf that are awaiting permissible investment
opportunities in nearby shores rather than risking them in
increasingly insecure and unfriendly socio-political
environment of USA and Europe. It will further boost our
investments and growth rate, may be to the level of China’s
growth rates of 12-15%. Thus, Islamic Banking has great
potential to deliver growth with equity and justice.

We are not going into the details of the virtues and USPs of
Islamic Banking because that is not the subject matter of this
paper. Suffice is to say that Islamic Banking is very much in
tune with and complimentary to the conventional Banking
and socio-economic objectives of our government. By
promoting the value and asset based banking it establishes
sound linkages between finance and real economic growth.
It shuns dealing with speculative economic projections that
makes the whole economy vulnerable to undesirable
manipulations including supply bottlenecks and demand-pull
inflation. To quote Bindu Vasu again “....banking without
interest can take care of any kind of financing which the
conventional banks are indulging in .....This may also serve
thousands of needy people to come forward to borrow from
banks without the fear of facing menace of high interest
being charged by banks, especially the small borrowers. It
can also free the banks from the clutches of rising Non-
Performing Assets to a large extent....”

For Islamic Banks to become a reality in India it is people at
large as well as existing financial institutions that will have
to make out a strong case. The Islamic Financial Institutions
that are functioning in India, whether as Societies or NBFCs,
will have to acquire financial prudence and write to central
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ministry of finance for provisions to undertake Islamic
Banking operations. People at large including bankers,
financial professionals, economists, entrepreneurs and
activists will also have to be after the government for
facilitating Islamic Banking in India. They can send
requests, memorandums, and applications, etc. to the
ministry of finance as well as the RBI.

Section 11
Provisioning of Islamic Banking in India

Islamic Banking in most of the Muslim countries has been
introduced because of the Quranic injunctions against
interest. However, in most of the secular and non-Muslim
countries including USA, UK, Australia etc, it has been
introduced because of the demands of financial institutions
and financial exigencies. Some of the MNCs and
International Banks or their branches have also started
Islamic Banking Windows because of its higher growth rates
and profitabilityg. Chase Manhattan, Citibank, ANZ Amro,
Grindlays and HSBC are offering Islamic financial products.
In India too, some Islamic Financial Institutions in the
formats of Charitable and Co-operative Societies, NBFCs
(Non Banking Financial Companies) etc have been
established’. However, they have not been able to fulfill the
interest free banking needs and aspirations of the people;
hence, they have not been able to register satisfactory
growth. In order to facilitate Islamic Banking the central
Finance Ministry will have to initiate following measures:

8. Dr. Munawar Igbal, “Islamic and Conventional Banking in the
1990s:A Comparative Study”, in “IslamicBanking and Finance: Current
Developments in Theory and Practice”, Islamic Foundation, UK 2001.
® “Islamic Financial Institutions of India: Progress, Problems and
Prospects Dr. M I Bagsiraj, King Abdul Aziz University, Jeddah, 2002.
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Take a policy decision in favour of Islamic/
interest free banking.

Develop/select model/models of Islamic
Banking and specify the same for the benefit
of people and institutions.

Formulate necessary rules and issue
guidelines for promotion of Islamic/interest-
free Banking.

Develop a regulatory mechanism by making
appropriate changes/additions/amendments in
the Banking Regulation Act of 1949 and
monitor growth of Islamic Banking through
the RBIL.

Concerned tax laws that govern Company
and Profit taxation that are more in favour of
debt finance may have to be changed to
provide a level playing field for Profit and
Loss Sharing financial institutions including
banks.

To facilitate Islamic Banking, following basic changes are
required in the Banking Regulation Act of 1949 that governs
the growth of banking in India and enables the RBI to
monitor and regulate their growth.

1.

Interest wherever it occurs whether on the
debt or investment instruments will have to
be alternated with profit and loss sharing
(PLS) ratios.

RBI will have to suitably adjust its monetary
policy instruments of Bank Rate and SLR
(Statuary Liquidity Ratio) whenever applied
to Islamic Banks. May be it can use PLS
ratios here too.
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3. In addition to the existing provisions of
Current Account, Savings Account and Fixed
or Time Accounts: one more account Viz.
Equity Deposit Account may be permitted.
The funds mobilized through Equity Account
may be allowed to be invested in equities of
small, medium and large industries/business
ventures, subject to the guidelines and
regulations of the RBIL.

4. Banks may be permitted to finance trading
operations for enabling them to undertake
Leasing and Hire Purchase finance and Mark
up Pricing i.e. Murabah.

4. The Government/Treasury may have to
develop PLS Bonds and Securities as well, so
that Islamic Banks can buy and sell or hold
them whenever required without violating
their basic principle.

If Islamic Banking facility is to be provided along with the
conventional banking system, a provision has to be made for
replacing interest with Profit and Loss Sharing ratio that can
be utilized for making payments to depositors as well as
receiving income from users of funds of Islamic Banks. The
RBI not only regulates all banking activities of the country,
it also implements the Monetary Policy of the Government.
It does so mainly through the instruments of Bank Rate,
SLR and purchase and sale of government bonds and
securities, all of which are interest based. Hence, they too
will have to be given the profit sharing base. The RBI is also
the lender of last resort to all the other banks. However, it
lends them at an interest. Either RBI can lend to Islamic
Banks at the average rate of their profit and enhance their
liquidity or give them interest free distress loans on
reciprocal basis. The liquidity of Islamic Banks can also be
increased or decreased by the RBI by acquiring or returning
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the stocks of Islamic Banks as well as by selling and buying
the PLS Government Bonds and Securities.

The introduction of Equity Deposit Account for those
depositors who want to invest in stocks through their banks
and earn profits or losses can be a revolutionary step for the
banks as well as economic development. Even low and
middle income groups which do not generally invest in
stocks because they lack its knowledge, can get an
opportunity to participate in economic progress of the
country and also reap its fruits. The banks will have access
to additional funds as well as income generating source. The
higher risks of investment in stocks will be restricted to only
Equity Deposit Accounts, who will bear the burden of losses
if any. In this era of banking liberalisation the focus of bank
activities has gradually shifted from financing commodity
production to lubricating trade and financing personal
consumption. For instance according to CP Chandrashekhar,
personal credit off take has increased from Rs.50000 crore
in the year 2000 to Rs. 160000 crore in 2003'. This
growing imbalance can be corrected by promoting Equity
Deposit Accounts that will also be helpful in strengthening
the investment climate in the country as well as better spread
of the gains of galloping stock values led by the
globalisation of our economy. With the Universal Banking
gaining momentum, acting as financial supermarkets they
are offering a range of products including debt products,
investment opportunities in equity, debt and commodity
markets and insurance products of different kinds. In this
growing environment of virtual banking services provision
of IBPs including Equity Deposit Accounts should not
remain a dream for Indian banks and their depositors for
long. So far leasing and hire purchase activities are allowed
for only NBFCs. For the Islamic Banks world over it is an

' C P Chandra Shekhar “Whatever is Happening to Indian Banking”,
March 15, 2006.
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important source of earnings along with Murabaha. Hence,
Banks too need to be allowed to do so. Without the
development of PLS Public Bonds and Securities, Islamic
Banks can not invest in them as trading in interest bearing
instruments is prohibited for them. Another special problem
of Islamic Banks in India will be non-availability of an
Islamic money market wherein they can invest their excess
cash profitably over shorter periods. This problem can be
taken care of to some extent by inter bank borrowing and
lending between Islamic Banks on the PLS basis. Islamic
Banks can also have similar arrangements with Islamic
NBFCs and Islamic Insurance (Takaful) companies, such as
Bajaj Alliance Insurance Company that has recently started
a health linked Takaful investment scheme especially for
Muslims. Islamic Insurance or Takaful products that are
already feasible in India as demonstrated by Bajaj Alliance
needs to be further developed by Indian Muslims.

In order to make Islamic Banking acceptable to all political
parties and the secular constitution and Government of
India, Muslims must consider adopting secular nomenclature
like Interest Free Banking, Alternative Banking or PLS
Banking. Let us remember that our objective is to persuade
Government of India and the parliament to accept and
permit Islamic Banking in India along with conventional
Banking. Our objective is not the replacement of
Conventional Banking with the Islamic Banking. Another
related issue is that of constituting Shariah Boards for the
guidance of Islamic Banks. Lot of Shariah approved Islamic
Banking Products (IBPs) have been developed and adopted
by banks all over the world. The same can be adopted by
Indian banking system as well. However, wherever possible
we can have Shariah Boards so as to develop new IBPs and
practices. It is reported by an official of foreign bank in
India that drastic step may not be required to introduce
Islamic Banking in India “a product can be introduced
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having similar features that Islamic Banking offers. Since it
18 a transaction between the client and the bank, there is little
regulatory role required.”!! Further, according to Mr. Jaspal
S Bhindra, general manager South Asia and South East Asia
Standard Chartered Bank, “the concept (of Islamic Banking)
is not restricted to a subject, but is a viable proposition for
the rest of the population as well. We see this as a fast
growing area.”'?

Section 111
Alternative Institutional Set-Ups for Islamic Banking

Once the policy decision is taken by the Ministry of Finance
and the RBI to permit Islamic Banking in India there can be
several options to set up Islamic Banking. Following are
some of the important ones.

A. Only Nationalized Banks to operate Islamic
Banking Windows (IBWs)

B. Only selected Foreign Banks to operate IBW's

C. Only private Indian Banks to operate IBWs

D Private Banks in collaboration with Foreign
Banks to operate IBWs or even full fledged
branches of Islamic Banks.

E. Only Scheduled Urban Co-operative Banks to
operate IBWs/ full fledged branches of
Islamic Banks.

F. All Banks to operate IBWs/Islamic Bank
branches.

"“Islamic Banking a Non-starter in India”, A Report by Priti Patnaik,
Economic Times dated 22-05-06.
"Ibid.
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Universally speaking, there are 3 models of Islamic Finance
including banking.'” In the first model there are banks,
financial institutions, investment companies, leasing
companies, mutual funds, etc all in the private sector trying
to operate without interest. Second model consists of the
three Islamic countries that have decided to eliminate
interest from the entire banking system. They are Pakistan,
Iran and Sudan. However, they are still in different stages of
interest elimination. Third and final model consists of
conventional Banks co-existing and competing with Islamic
Banking. Malaysia and Britain are the key examples of this
model, wherein Islamic Banks, Islamic Financial Institutions
and Islamic Banking windows are operating simultaneously
along with conventional banks. In Malaysia for instance 14
conventional, 10 local and 4 foreign banks have 1335
branches operating Islamic counters, compared to 122
branches of the Islamic Banks. Thus, it is the 3" model that
is most suitable for Indian conditions.

To begin with, however, there are several options as
mentioned above from which we must carefully choose.
Option A and F are but a distant possibility as lot of
preparation has to be made before Islamic Banking could be
introduced on mass scale. Different accounting practices
have to be developed, banking and supervisory staff has to
be trained, regulatory norms and regime have to be in place
and so on.

Option B is an immediate possibility, once the policy
decision in favour of Islamic Banking is taken and its broad
parameters are defined. Those MNC Banks that are
operating Islamic Banking Windows elsewhere have the
wherewithal to operate IBWs in India too. However, why
allow only MNC Banks to reap the harvest of huge Islamic

"2 Khurshid Ahmad, “Islamic Finance and Banking: The Challenges and
Prospects” ,The Islamic Foundation, Leicester, UK,2000.
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Banking deposits and investments? Another problem of
Foreign MNC Banks is that they may introduce only those
IBPs that are most profitable for them leaving out other
products of Islamic Banking that are socio-economically
more relevant and desirable. Moreover, Foreign MNC Banks
do not have a broad based net work of banking in India.
Hence, it may not serve the purpose of facilitating Islamic
Banking for all people of India.

Option C is also feasible. Private Indian banks are recently
registering faster growth than public sector banks. ICICI
Bank has become the leading private sector bank. ICICI
Bank along with State Bank of India are said to have
received permission from the Gulf monetary authorities to
establish their branches in the region that will also provide
Islamic Banking facilities". Thus, ICICI and other private
banks like Jammu and Kashmir Bank can start either IBW's
or even full-fledged Islamic Banks. However, the reach of
the private Indian banks is limited and restricted mostly to
cosmopolitan Indians. Moreover, apart from ICICI Bank,
other private banks of India may not be in a position to
launch Islamic Banking operations at short notice as they
have had no such exposure. Therefore, Option D appears to
be more realistic wherein private Indian banks in
collaboration with those Foreign Banks that have had
experience of operating IBWs or full fledged Islamic
Banking operations can be given the responsibility of
initiating Islamic Banking operations in India. It is learnt
from the officials of Gulf Islamic Banks'* that they have
already approached the RBI for permission to start branches
in India. Perhaps they may do well to collaborate with an

" Javed Ahmad Khan, Research Paper, Academy of Third World
Countries, Jamia Millia Islamia, February 2006.

4 Mohammad Talha, First Manager, International Banking Services,
Qatar International Islamic Bank, 2006.
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Indian private bank and apply to the Indian banking
authorities for permission.

Option E 1is an interesting and viable option too.
Ideologically Islamic Banking is much more closer to Co-
operative Banking. In fact some Islamic Co-operative
Societies are already functioning in India since pre-
independence days'’. But they do not enjoy the status or
facilities of a bank. However, there are several conventional
Urban Co-operative Banks managed by Muslims. Some of
them have even attained the status of Scheduled Banks.
Given the permission they would very much like to operate
the IBWs. Given the opportunity some of them may even
wish to convert fully to Islamic Banking. Subject to their
financial prudence most of the Urban Scheduled Banks and
some of the Urban Co-operative Banks can be given
permission to operate IBWs. In such a case in addition to the
central Ministry of Finance and the RBI, the Co-operative
Department officials of the respective state will have also to
be approached for permission.

F is the ultimate and ideal option, whereby any bank that
desires to operate IBWs or Islamic Bank branches in India is
given the go ahead, subject of course to their financial
prudence.

The Last Word
The way in which Islamic Banking has been developed

elsewhere in the world and will be Insha-Allah sooner than
later adopted in India is for universal consumption.

' E.g. Patni Co- Operative Cedit Society Ltd. at Surat, Gujarat that was
registered in 1942 and is still functioning successfully.
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Islamic Banking and Poverty
alleviation among Indian Muslims

Syed Zahid Ahmad®

Interest is such a bigger sin in Islam that the Creator has
announced War against those who indulge in interest. In
Islam, the receiver, the giver, the witness, and the accountant
of interest have been put in the same category as far as
involvement of interest based transaction is concerned. They
would be in fire forever after death. There could be different
types of interests, depending on the nature of transactions.
Interest is just not meant for additional amount charged over
principal sum of deposit or lending, but could be defined as
a practice to extorting the needy by extending conditional
support. Such practices could be found in trade, industry and
financial sector activities. Interest is a weapon to demean
humanitarian approach and promote capitalist forces in the
economy. Enabling someone to take undue advantage over
someone’s need is indirectly getting involved into interest.
So, those who deposit their savings in interest based banks,
be kindly attentive because their savings help the banks
(capitalist) provide financial strength to capitalist forces earn
interest on lending because in capitalist economy, lending on
interest is a business not a sin; and this practice has gained

* Assistant Secretary General AICMEU, Mumbai — 400003
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such a deep root in our economy that one cannot afford to
think about interest free lending.

Indian Muslims are not allowed to practice their religious
rights in banking sector because Indian Banking Act 1949
does not allow opening of an Islamic Bank in India. The
community being in minority could not raise a voice against
it and even if sometimes tried to raise the demand for
Islamic banking in India, it being denied with diplomatic
approach. The latest example could be drawn from the
incidence how the Justice Sachar Committee (a gift to
Muslim community) denied doing justice with Indian
Muslim Community! The demand of interest free banks for
Muslims as raised by a few community leaders before the
Committee was not only denied but diverted with just the
following three sentences.

“Some felt that it was desirable to create separate financial
institutions for Muslim entrepreneurs. Others argued that
the existing minority financial institutions have been a
failure and a decentralized micro-credit schemes through
self help groups (SHGs) is the most viable option. Some
existing SHGs for Muslim women entrepreneurs that have
been successful were cited as examples that could be
emulated.”

In the first sentence the committee instead of quoting that
Muslims have the demand for interest free bank just said
that “Some felt that it was desirable to create separate
financial institutions for Muslim entrepreneurs”. In the next
sentence, to crush the demand by reporting other’s
argument, that the “existing minority financial institutions
have been a failure” (means minority do not have the
caliber to operate their own bank). And in the same
sentence, instead of continuing the demand of Islamic bank,
the committee diverted the demand agenda by quoting that
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“a decentralized micro-credit scheme through self help
groups (SHGs) is the most viable option”. This way instead
of asking for Islamic banking, Muslims would now focus on
micro-finance, where they have to pay even higher rate of
interest as compared to the rate of interest in SCBs. The
third sentence strengthens this attempt by quoting that
“Some existing SHGs for Muslim women entrepreneurs that
have been successful were cited as examples that could be
emulated”. This way without citing the taboo word ‘Islamic
Bank’, the government officials denied their demand and
disallowed the community exercise the religious right to
transact interest free banking in India; resulting financial
loss of the community.

At present Interest Free Financial Institutions (IFFIS) are
only allowed to operate as Cooperative Credit Societies or as
Non-Banking Financial Companies (NBFCs). Since, the
important banking instrument like cheques, drafts, Smart
Cards, etc are not allowed to be instrumented by these IFFIs,
the scope of such IFFIs is very limited. And therefore, the
business groups in general need to have accounts in
commercial banks to take advantage of modern banking
services. Only those poor, who could not afford to open an
account in commercial banks, open their accounts in such
IFFIs and their total deposits are not even equivalent to the
amount the SCBs earn as interest over amount deposited by
Muslims. With limited financial resources, Indian IFFIs are
neither capable to provide adequate credit support to the
community, nor making any impact on national money
market.

IFFIs in India started with charitable nature in 1960s and
could not gain strong financial base even after 1990’s. Due
to some weaknesses, even after gaining some market, the
failures of some IFFIs in India, off course not only gave a
big jolt to the movement of interest free banking in India,
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but it also destroyed the confidence of general depositors of
other IFFIs as well. Considering the financial sickness and
limitations of IFFIs, the capitalist group of Indian Muslim
community never paid due attention towards these IFFIs,
especially when the failing IFFIs were in dire need of capital
support to meet the financial crisis. Does the failure of some
IFFIs, relieve the prohibition of interest upon us? Certainly
not! Contrary to that, on the Day of Judgment it would be
asked to the believer of Islam, that what they did to get rid
of from interest or to promote IFFIs, or at least to help
failing IFFIs to remove their weaknesses? In this regard 99%
of us would have no answer.

Islamic ethics and systems could not be realized in practice
with wishes only. We all wish to see Islamic banking in
operation, but let us gauge our practical contribution in this
regard. What have we done? Probably not even 1% of the
practical contribution, we were supposed to render for
successful operation of Islamic banking in India. Also it may
not be wrong to say that not even 1% Indian Muslims are
conscious about this issue, especially among those who were
supposed to act for its inception and development. Islamic
financial system could not be developed by those who are
financially sick, whereas in reality majority of account
holders at IFFIs are financially sick and the group with
financially better off were non-participant in IFFI’s
business. It was the Muslims, who led the closure of some
IFFIs by withdrawing their deposits in a nightmare fashion
at the time of slight financial crisis in some IFFIs. The virtue
of sacrificing wealth for Islam was practically proved to be a
matter of writing and speeches only. How many of us
sacrificed their wealth to protect falling IFFIs at the time of
their financial crisis? While there is no real urge for Islamic
Banking by Indian Muslims, and interest based banks are
financially exploiting Indian Muslim’s financial resources, it
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is yet to be seen, how we could economically uplift Indian
Muslims from the level of distress? That —

e Around 31% of Indian Muslims are living below
poverty line.

® 97% Muslims are working in the unorganized sector
with no socio-economic securities.

* Not even 20% Muslims in urban areas afford to spend
over national expenditure level.

® 394% Indian Muslims are self-employed in
unorganized household sector.

® 19% Indian Muslims do not have any specific place
to work.

¢ 20% Indian Muslims work with no remuneration on
family enterprise.

o  26% Indian Muslims are casual workers, and

¢  When 14% Indian Muslims are totally unemployed.

The community need special financial arrangements to meet
the credit requirements for economic development in the
unorganized sector because 92.6% workers of the
community are associated with this sector and could hardly
fulfill their requirements of availing credit from SCBs and
specialized financial institutions like SIDBI, NABARD, etc.
We need to study our current financial strengths and
weaknesses to arrange channel for proper allocation of
financial resources for community development.

The most alarming situation of the community’s economic
status is that 31% of the community is living below poverty
line. It means around 5,00,00,000 Indian Muslims are living
below poverty line. The government never paid due
attention over this section of the community, nor we as
community members did anything for this population.
Neither the community has any specific development plan
for this population, nor the government is going to do
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anything because even the latest effort of Multi Sectoral
Development plan intend to focus upon boosting the
infrastructure facilities in minority concentration districts
would not benefit more than 25% Indian Muslims. Now, if
we really mean to develop the community, we do have to
work upon this portion of our community’s population.

Now, if we think to uplift this 31% Indian Muslims above
poverty line, we may at least need to have financial resource
worth Rs. 43,000 crores. The community does have this
much amount in terms of individual savings in banks, but
the fact is that, we are not allowed to use this financial
resource for desired purpose. The Sachar Committee Report
suggests that Muslims have 7.6% share in number of saving
deposit accounts at SCBs with 7.4% share in saving deposit
amounts with SCBs in 2005. They had just 4.7% share in
PSA outstanding amounts. Considering the same ratios of
deposits and credits for Muslims in aggregate Deposits and
Credits at SCBs in 2008, Indian Muslims would have the
following aggregate figures.

Deposits / Credits and Payable Zakat Estimates Rs. Crores

Aggregate Deposits of SCBs 31,96,939
Muslim’s Aggregate Deposits with SCBs 2,36,573
Total Credit by SCBs 23,61,914
Estimated Credits from SCBs to Muslims 1,11,010
Amount liable for Zakat by Muslims 1,25,563
Estimated Value of Zakat payable by Muslims 3,139

So according to the above estimates, annual payable Zakat in
India is approximately Rs. 3,139 crores as only 57% Muslim
households are expected to have access to SCBs for deposits.
Against this estimate of Zakat, there are approximately 5 crore
Muslims (31% of Muslim population) living below poverty line
who need immediate assistance from Zakat Fund. We cannot
change the fate of the community only through Zakat funds
because Zakat per Muslim living below poverty line is under Rs.
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650/- per annum, which is quite insufficient. And, projecting all
community development plans on Zakat is quite irrational.
That’s the reason why Indian Muslims are consistently falling
behind other communities.

If Zakat is insufficient, then what else is there for Community
Development? We have to find the allocation and utilization of
community financial resources to ensure its best use. If we
analyze the financial flow of community resources, we may find
that community is careless about protecting its financial
resources, though bit selfish and conscious on personal issues.
This ignorance is pouring all water out of tank and the
community remains thirsty.

The report by RBI for 2007-08, shows that the total credits by
SCBs is Rs. 23,61,914 crores which is 73.88% of Aggregate
deposits, while total credits by SCBs to Indian Muslims is Rs.
1,11,010 crores against aggregate deposits worth Rs. 2,36,573
crores at SCBs. It means, for Muslims the credit, deposit ratio
maintained by SCBs is 46.92% against credit, deposit ratio of
73.88% for all communities. This indicates net loss of Rs.
63,770.13 crores for Muslims because as per general credit
deposit ratio maintained by SCBs in 2008, Muslims should
have got credit worth Rs. 1,74,780 crores while they got just
Rs. 1,11,010 crores; means 26.96% savings of Indian
Muslims are availed as credits by other communities. If we
succeed diverting this credit among Muslim household
living below poverty line, this stands for Rs. 86,118/~ per
household among 74,04,993 Muslim households living
below poverty line, which might help to economically
empower the poorest brothers among us.

It is not wise to keep loosing annual credits worth over Rs.
63,770 crores and distributing Zakat worth Rs. 3,139 crores
in arbitrary manner. Unless we protect our financial
resources through, we may not be able to change the status
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of the community. We should not blame the government /
political parties or to SCBs for this discriminatory practice
against Muslims because we ourselves do not make attempt
to resolve our problems.

Have we ever seriously thought about reviving the Baitulmal
which could well ensure optimizing the available financial
resources for the Community? We cannot achieve success in
our approach if we keep on declining the practices of Prophet
Muhammad (SAW). Baitulmal is a religious obligation
practiced by our Prophet Muhammad (SAW) and we have to
abide by that. Our negligence towards Baitulmal is creating
all sort of problems for us. The community status will keep
on declining and may fall below the poorest among all
communities in India. By that time it would be too late to act
because that extent of poverty will certainly reduce the level
of faith among those poor; and we might just loose brothers in
faith despite our Zakat payments. Unless we intend to support
the concept of Baitulmal, we may not be able to change the
condition of the poor and vulnerable Muslims.

The degree of financial exploitation at specialized financial
institutions like NABARD and SIDBI is more acute.
Muslims not even getting more than 4% loans granted by
NABARD under production and investment finance,
whereas the percentage share of Muslims in total loans
granted by SIDBI is 00.47% only. If this is the intensity of
financial exclusion of Indian Muslims, why not India
Muslims should look for separate financial institutions?

Why not Indian government asks the Indian Muslim
Community organizations suggest some means to help the
community itself. Despite being in minority, Indian Muslims
have right to religion in all practices, except practicing
interest free banking. The Banking Regulation Act 1949 is
not allowing India Muslims to open Islamic banks in India.
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This is a matter of fundamental right, which need some
special attention by concerned Indian legislative and
executive departments. India certainly needs some policy
initiative to allow Indian Muslims open and run Islamic
banking institutions and manage their financial resources to
uplift the community. Community based financial
management system is the dire need to uplift Indian
Muslims, because credit alone could even make the
economic status worse off for Indian Muslims. They have
1/3™ population as illiterate and 85% are unskilled. So credit
alone could hardly do any favour for economic development
of the community, except creating chances of falling in debt
trap by loosing credit due to poor financial management in
wait of qualification and skill required for successful
implementation of entrepreneurial development schemes or
projects.

In these circumstances, it is desired that the community
based NGOs should take lead in framing special community
development plans with focusing upon counseling and
guidance support along with credit supply to help the poorer
and illiterate section of the community and get rid of from
vicious circle of poverty. The NGOs could have a separate
Community Development Bank based on interest free
banking principles along with organizations and institutions
providing counseling and guidance support for successful
implementation of economic development schemes or
projects.

In these circumstances the government needs to do the
following tasks to help Indian Muslims get rid of their
poverty. After all, Indian Muslims are part of the nation and
31% Indian Muslims constitute around 18% of the Indians
living below poverty line.
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¢ Amend Banking regulation act to allow Interest free
banking so that it could not be said that Indian
Muslims have no religious right in the field of
banking.

e Invite proposed draft plans from Indian Muslim
NGO'’s for community development.

e Frame board of experts to discuss and finalize such
draft plans and convert them into action plans for
economic development of Indian Muslims.

¢ Allocate basic financial resources to start Community
Development Bank with interest free mechanism of
savings, withdrawals and lending.

e Allow Community Development Banks to manage
commercially viable investment projects with the help
of community based NGO’s.

e Ensure representation of Muslim community in all
such bodies framed from time to time for formulating
and executing the economic and financial policies and
plans.

e Set up central board of Figh for advisory over interest
free finance and banking.

e Keep close watch over financial status of Community
Development Banks.

e Moderate the Central and State Waqf Boards to
optimize available assets.

On the other side, the community may need to do the
following tasks to remove the prevailing practice of
financial exclusions and develop scope for economic
development of the community with interest free banking
and finance.

e Appeal the government to amend the banking
regulation act suitably to allow opening and
managing Community Development Banks on
interest free basis.
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e Need to develop confidence level within the
community and system of counter checking.

e (Constitute network of Community Development
Banks in different districts.

e Frame national Board of Advisory for Shariah
Banking and Finance.

e Streamline a network of financial management expert
panels constituting, financial consultants, auditors,
managers and financial analysts to study, approve and
monitor projects for economic development.

e (reate network of institutions and organizations to
provide counseling and guidance for entrepreneurial
development and financial management for economic
development projects suitable to existing human and
capital resources.

To stop the financial exploitation, each member of the
community will have to take due part in restructuring the
community financial system. We just cannot stop after
discussion and look for any community leader to restructure
the community. It never works when we look upon others.
Every individual has a social responsibility in his/her part
because every individual is part of the community. We have
to deliver our community responsibility. Before concluding,
we have to answer the question that what we have done to
remove the financial exclusion of Indian Muslims?
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Islamic Banking in India: Problems
and Prospects

Dr. Mir M. Amin'®
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During the last two and a half decades, Islamic banking
system has made a significant headway as an institution.
Interest is the single most important device that transfers
income and wealth from society to a small group of capital
owners and privileged custodians of productive factors. The
gap between the mass of people and the creamy layer has
become the most miserable scenario of modern (capitalist)
economies. And, interest free banking plays an important
role in narrowing this gap.

This paper attempts to throw light on the role of interest free
banking system in narrowing down the gap between the rich
and the poor in the current scenario of liberalization,
privatization, globalization and industrialization. Besides
this, the proposed study analyses the following points:

e Rationale of Islamic banking;

e (Current scenario of Islamic banking in India;
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e The hurdles of Islamic banking in smooth
functioning and

e The Way Ahead

1. INTRODUCTION

In the present era of liberalization, privatization and
globalization (LPG), banking is the dominant segment of the
financial system and plays a pivotal role in the development
of a sound economy. Banking, being the backbone of the
economy, forms an integral part of the process of economic
development. A growing economy requires a progressively
rising volume of savings and adequate institutional
arrangements for the mobilization and allocation of savings.
In an economy, there is a need to transfer funds from savers
to investors because people who save are frequently not the
same people who have the ability to exploit the profitable
investment opportunities. This function is performed either
by means of direct finance through securities markets or
through the process of financial intermediation in the
financial markets. Financial intermediation enhances the
efficiency of the saving-investment process by reducing
transaction costs and eliminates the mismatches inherent in
the needs of surplus and deficit units of an economy.

The role and functions of banks are indeed highly useful and
socially desirable but unfortunately ‘Interest’ plays a central
role in all of its functions. Interest forms a major portion of
its earning. But in Islamic Banking, interest is prohibited.
Therefore, Islamic financial intermediation endeavors to
replace interest by other modes and instruments both for
mobilizing savings and for putting those savings to
productive use.
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2. RATIONALE OF ISLAMIC BANKING

Now-a-days banking services are essential in a country and
it does not matter whether the economy concerned is secular
or Islamic. Since the banking services are needed but
interest is prohibited, Islamic economies have to find
alternative ways of performing various banking functions.
This challenge provides the rationale of Islamic banking. It
is noteworthy here that all the major religions of the world
have prohibited interest. In Christian Europe, interest was
prohibited from 4™ to 15" century. The operation of interest
would accentuate economic inequalities, slow down
economic growth, dampen the diversification of the
economy and aggravate unemployment, inflation and
indebtedness. Institutions of interest are also perceived as
unjust, discriminatory and prejudicial to the social interest.
Therefore, the evils of interest could be got rid of by
developing ‘interest free banking system’.

Financial intermediation maintains a pivotal role in Islamic
banking and finance. Historically, the role of a financial
intermediary in the Islamic economy is found in the
principle of ‘Al-mudarib-udarib’: a practice which existed in
Islamic history since early centuries. It can be expressed as,
“the one who mobilizes funds, on profit-sharing basis,
extends these funds to the users on the same basis”. In the
early Islamic period, most caravan trades were financed by
‘Mudarabah (trust sharing)’. In trading, it is possible to
purchase something on order at a given price and resell it to
the orderer of purchase at a higher price. Islamic scholars
consider the earning of profits from an intermediary role as a
genuine occupation. It is, however, noticeable that this
concept of financial intermediation is interwoven with the
production and exchange of real goods and services.

The functions of Islamic banks and other financial
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intermediaries are similar to their conventional counterparts.
Theoretical studies have used alternative Islamic modes of
finance to build models through which those functions can
be performed. Some studies have shown that Islamic models
can perform these functions in a better way. Some of those
models are briefly discussed below:

Murabaha: Under Murabaha, the Islamic bank purchases
in its own name goods for an importer or buyer who cannot
afford to pay directly and then sells them to him at an agreed
mark-up. This is the sale of a commodity at a price which
includes a stated profit known to both vendor and purchaser
(a cost plus profit contract).

Let us take the case of bank client (C) who actually needs to
buy something for which he does not have funds to meet the
seller (S)’s demand for payment. Currently a bank (B)
comes in the picture as follows:

Loan Cash payment
B |2 » C > S

<

A

Repayment of Loan The thing
(Principal + Interest)

Interest-based solution: Bank as lender

The prohibition of Riba (interest) makes the loan option
economically infeasible for the bank. It can hire and still
play a meaningful role and help the client to tide over his
liquidity problems as follows:
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Deferred payment* (1) Cash Payment

d d
< <

(3) The thing (2) The thing
Islamic solution: Bank as trader (*cash price + bank’s margin)

The above picture will remain by and large the same if the
client needs something on lease basis. However, if usage of
funds involves several transactions at the clients end, Islamic
bank can share its resources with the client under partnership
arrangements.

Mudaraba: This implies a contract between two parties
whereby one party, the rabbul-mal (beneficial owner or the
sleeping partner), entrusts money to the other party called
the Mudarib (managing trustee or the labour partner). The
Mudarib is to utilize it in an agreed manner and then return
to the Rabbul-mal the principal and the pre-agreed share of
the profit. Here, the Mudarib (bank) keeps for itself what
remains of such profits. The division of profits between the
two parties must necessarily be on a proportional basis and
cannot be a lump sum or guaranteed return. The investor is
not liable for losses beyond the capital he has contributed.
The Mudarib does not share in the losses except for the loss
of time and effort.

Musharaka: This is a partnership, normally of limited
duration, formed to carry out a specific project. It is similar
to a western joint venture and is also regarded by some as
the purest form of Islamic financial instrument, since it
conforms to the underlying partnership principles of sharing
in and benefiting from risk. Participation in a Musharaka
can either be in a new project, or by providing additional
funds for an existing one. Profits are divided on a pre-
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determined basis and any losses shared in proportion to the
capital contribution.

Every Islamic bank has a committee of religious advisors
whose opinion is sought on the acceptability of new
instruments and who provides a religious audit of the bank's
accounts. In Islam moral and equitable values form an
integral part of the law governing contractual and financial
relations to such an extent that the relationship between
equity, law and religion is central to all business. The
following Table compares the Islamic financial instruments
and practices with those of conventional banking.

Characteristics Islamic Banking | Conventional
Banking

Nominal value guarantee of:

Demand deposits Yes Yes
Investment deposits No Yes
Equity-based system where Yes Yes
capital is at risk
Rate of return on deposits Uncertain, not Certain and
guaranteed guaranteed
Mechanism to regulate final Depending on Irrespective of
returns on deposits bank’s bank’s
performance/profits performance
from /profits from
investment investment

Profit & Loss Sharing (PLS)

principle is applied Yes No
Use of Islamic modes of Yes No
financing PLS and non-PLS

modes
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Use of discretion by banks Possible for Yes, always

with regard to collateral reducing moral
hazard in PLS
modes.
Yes in non-PLS

modes
Use of discretion by banks
with regard to collateral Yes No
Expected return (usually) 0%-100% 0%-10%

Source: Errico and Farahbaksh (1998)

3. SPECIAL FEATURES OF ISLAMIC BANKING

While Islamic banks perform mostly the same functions as
the conventional banks, they have their distinguishing
features. Some of these are given below:

» Risk Sharing

The most important feature of Islamic banking is that it
promotes risk sharing between the provider of funds
(investor) on the one hand and both the financial
intermediary (the bank) and the user of funds (entrepreneur)
on the other hand. By contrast, under conventional banking,
the investor is assured of a predetermined rate of interest.
Since the nature of this world is uncertain, the results of any
project are not known with certainty ex-ante. Therefore,
there is always some risk involved. In conventional banking,
all this risk is borne in principle by the entrepreneur.
Whether the project succeeds and produces a profit or fails
and results in a loss, the owner of capital gets away with a
predetermined return. (However, the owner of capital is
exposed to the "intermediation risk" which results from the
bank extending too many non-performing loans, leading to
inability to repay fund providers.)
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In Islam, this kind of unjust distribution is not acceptable
and hence in Islamic banking both the investor and the
entrepreneur shares the results of the project in a way that
depends on the supply and demand of funds. In case of
profit, both share it in a pre-agreed proportion. In case of
loss, all financial loss is borne by the investor and the
entrepreneur losses his labour (Some Islamic banks bear
voluntarily part of the loss through reducing their profit
share in order to keep their customers).

» Emphasis on Productivity as Compared to Credit
Worthiness

Under conventional banking, all that matters to a bank is that
its loan and the interest thereupon are paid to it on time.
Therefore, in granting loans, the dominant consideration is
the credit-worthiness of the borrower. Under Profit-Loss
Sharing (PLS), the bank will receive a return only if the
project succeeds and produces a profit. Therefore, an Islamic
bank will be more concerned with the soundness of the
project and the business acumen and managerial competence
of the entrepreneur. This feature has important implications
for the distribution of credit as well as the stability of the
system. Even under non-sharing modes such as Murabahah,
the financing is linked to a commodity or an asset. This
ensures the involvement of finance in the productive process
and minimizes speculative or wasteful use of funds.

» Moral Dimension

Conventional banks generally pay little attention to the
moral implications of the activities they finance. As against
this, in the Islamic system all economic agents have to work
within the moral value system of Islam. Islamic banks are no
exception. As such, they cannot finance any project which
conflicts with the moral value system of Islam. For example,
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they will not finance a wine factory, a casino, a nightclub or
any other activity which is prohibited by Islam or is known
to be harmful for the society.

4. GENESIS OF ISLAMIC BANKING

Imbued with a high level of concern for equity and justice, a
consciousness of differentiating the lawful from the
prohibited and a sense of responsibility towards the weaker
sections of society, Islamic banking began its modest
operations. In the early Islamic society financing was
provided with the motive of help (lending) and expectation
of profit. Ahmed-Al-Nazar of Egypt set up the first interest
free bank in the world in the 1960s in Mitgamur. The
working models of interest free banks started coming up
from the turn of the 1970s. In countries like Pakistan, Iran,
Sudan and Malaysia considerable headway has been made in
the interest free banking. Particularly Malaysia has made
serious attempt to develop a dual banking system in which
Islamic banking would exist and flourish side by side with
the usual form of commercial banking. Similar efforts have
been made in Bahrain which has emerged as a major
financial center in the Middle East. In addition to these
important developments, more than one hundred Islamic
banking and financial institutions, known as Islamic banks,
have appeared in the private sector in different parts of the
world and are reported working quite successfully.

In India, Islamic banks have been in the form of
cooperatives or trusts. Under the latter, the most popular
legal form adopted by Indian Muslims is that of the “Muslim
Funds”. The first of these was established in 1934. These
funds are mostly found in the belt of Muslims’ concentration
in the North of the country. According to the information
provided by the Federation of Interest Free Organizations
(FIFO), there are more than 130 Muslim Funds in the
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country. FIFO acts as their apex body in policy making,
liquidity arrangements, staff training and making
representation to the government. These Muslim funds,
cooperative credits and welfare societies are non-profit
institutions and were began either out of the need to rescue
people from the usurious moneylenders or out of a concern
for the economically backward and downtrodden.

In recent years, a few of the conventional banks
headquartered in the west have opened interest free counters
or Islamic windows to popularise the concept of Islamic
banking. The success and popularity led to the establishment
of Nassar Social Bank in 1971 in Cairo and Dubai Islamic
Bank with the establishment of Islamic Development Bank
(IDB) in 1975, which offered equity finance and technical
assistance and from there arose a mushrooming growth of
interest free banks in different parts of the world.

5. PROSPECTS OF ISLAMIC BANKING IN INDIA

In India, Islamic balancing activities are licensed under
‘Non-banking financial companies (NBFCs), Reserve Bank
Directives, 1997, RBI (Amdt) Act, 1997 and operates on
profit or loss basis on Islamic principles. Islamic financial
institutes are now operating in over 75 countries. Estimates
suggest that the overall Islamic finance industry, which
includes Islamic banking, non-banking companies, mutual
funds, leasing, real-estate investment and stock market
investment as well as charitable financial institutions, has
grown 40-fold since the 1980s. Taking into account 15 per
cent annual growth of the industry during the last two
decades, even a conservative estimate will put the Islamic
finance sectors size beyond $ 1000 billion.

Dow Jones Islamic Market Index, which tracks over a 1000
companies from all over the world, has launched over 40
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Islamic Indices catering to its Muslim clientele. Most of the
large western financial institutions have their own Islamic
subsidiaries or Islamic “windows” or products aimed at their
Muslim clientele. A large number of banks like ANZ
Grindlays, Chase, Citicorp, HSBC and Morgan Stanley are
offering Shariah complaint products and services. Statistics
from the International Association of Islamic Banks (IAIB)
suggest that assets managed by Islamic banks have grown
quite significantly during the last few years.

Besides being the world’s second most populous country,
India is also Asia’s third largest, one of the world’s fastest
growing economies (after China) and world’s second most
populous Muslim’s country. Its Muslim population is
estimated to be between 160-200 million. There are several
districts where Muslims constitute a majority and in a
number of industries Muslims have traditionally maintained
a larger presence. Since the last two decades, India has
continuously managed an average saving rate of above 20
per cent of the GDP. Considering their relative economic
backwardness even 15 per cent saving rate for Muslims
would place over Rs. 40 billion of investible resources with
them annually. Besides, there are properties worth billions
under the control of Awqaf (Endowments). Zakat (2. 5% tax
imposed on the wealth of rich people for distribution among
the poor and destitute) potential of the Indian Muslims still
remains largely untapped and underutilized. Indians working
in the Middle East in various establishments flush with
petrodollars can also be a good source of financial resources
for Indian financial institutions offering Islamically
permissible financial services.

6. PROBLEMS OF ISLAMIC BANKING IN INDIA

Islamic Banking is not explicitly prohibited by the Indian
banking laws but there are provisions that make Islamic
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banking an almost unviable option. Indian banks are
governed under the Banking Regulation Act 1949, Reserve
Bank of India Act 1934, Negotiable Instrument Act 1881
and the state and central Co-operatives Acts. Factors like
Cash Reserve Ratio (CRR) and Statutory Liquidity Reserve
(SLR) requirements make the operations of Islamic banking
difficult. It is estimated that CRR and SLR together eat up
about 30 percent of the banks total deposits. Besides this,
these two requirements, the other set of conditions which
banks (in general) have to meet are capital adequacy, assets
classification, provisioning for bad debts and income
recognition norms. Government also interferes by asking
banks to make provisions for priority sector lending and this
leaves little capital to invest in earning non-interest income.

THE ISSUE NOQO. 1 which is a permanent eye sore for
Islamic banks operating in the countries with interest based
banking is that they cannot function as banks unless powers
of issuing cheques are given to them. They cannot be
members of settlement clearing houses unless they accept
two conditions regarding their liabilities and assets.

Like conventional banks that have to keep fractional cash
reserve with the Reserve Bank and statutory liquid assets in
their assets. Thus, banks in India have to maintain deposit
account with the Reserve Bank over which they get interest.
The SLR includes Government and approved securities. A
bank licensed by the RBI becomes the part of monetary
system, which means it can create money by deposit
generation through deposit acceptance. Since these assets
are interest based, Islamic bank cannot hold them.
Consequently, the Reserve Bank cannot act as the lender of
last resort because such accommodation by the monetary
authority is also interest based. Islamic banks cannot interact
with conventional banks based on principles of interest. A
silver lining which is emerging today is that banks are being
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subjected to prudential norms like CRR and SLR. However,
SLR and CRR have been reduced. Interest rates have been
decontrolled. Interests on cash reserves have been
substantially reduced.

All Islamic financial institutions functioning on profit-loss
basis have developed knowingly or unknowingly a number
of deficiencies. First, they have not developed adequate
internal control system. As a result, their accounting system
is not very transparent. It should be remembered that
transparency is the directive of Islam.

A number of times, they are not able to follow the directives
of regulatory authorities pertaining to deposit acceptance
from public. For instance, they hardly go for credit rating.
They are not submitting required information and data to
Reserve Bank of India. Their monitoring system warrants
appointment of technical people familiar with reporting
system.

It is also observed that accounting practices needs to be
learned by the officials of these banks. Lack of skilled staff,
professionals and infrastructure frustrate their efforts to
expand and enlarge their operations. There has been very
little effort to provide training facilities. However, there is
good news that government would be permitting NBFCs to
accept foreign share holdings even on foreign partnership
basis up to 100 percent. This relaxation will enable Islamic
banks to augment their resources through foreign holding by
foreign investors, consolidate and formalize their operations.
Foreign partners bring with them improved standard of
disclosures and better management practices which will
ultimately be beneficial for the sound and smooth
functioning of Islamic banks in India.
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7. FUTURE PROSPECTS

In the conventional banking (interest based system), it is the
creditworthiness of the borrower and not the profitability of
the project which is the prime consideration of the banker
while granting credit. Interest system is unjust as it makes
enterprise bear the risk and guarantees owners of money
(capital) their principal as well as interest. Now-a-days,
Islamic banking is getting acceptance both from the Muslim
and Non-Muslim communities who have in recent years
realized its benefits, viability and potential market. Islamic
banking is considered as just and equitable because in
Islamic scheme of thought, which is the real source of the
economic problems is totally prohibited. For example, the
recent spate of large scale suicides by farmers in Andhra
Pradesh and Maharashtra who were under debt speaks
volumes about the burden, magnitude of injustice,
exploitation and destabilization caused by interest regime.

In addition to banking, India’s financial system also
comprises NBFCs, mutual funds, insurance companies and
developmental institutions. NBFCs, mutual funds and
insurance are the sectors where one can think of applying
Islamic principles of finance easily. However, considering
the initial capital requirements, NBFCs look like the best
option because of easier entry norms, lower -capital
requirements, lower regulation and flexibility in registration
and functioning.

The government of India on its part can allow some public
sector banks to come out with a scheme which, instead of
paying interest to its depositors, it will agree to share profits
earned out of actual investment in activities like trading in
equities, financing infrastructural projects and other core
business activities. At the same time, government can also
allow private mutual funds.
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8. CONCLUDING REMARKS

It may be worthwhile to mention that conventional banking
is the most important institution of the system of interest and
it cannot survive in the absence of money manipulation.
Interest and manipulation of money constitute the real
source of the economic problems that is resulting in
economic enslavement of the poor countries and is
threatening the existence of the have-nots. Ability of the
Islamic Banking to present efficient solution for the real
economic needs of society has the potential to free the world
from the clutches of these most inhuman and oppressive
carcinomas.

To conclude, we can say, “Getting rid of interest from
transactions is like keeping alcohol out of drinks. It is good
for whosoever does it. India can begin by issuing banking
licenses to a few companies to function without interest.
Alternatively or simultaneously it can allow reputed banks
to market interest free financial products or even open
Islamic Windows".
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An Empirical Study of Performance
of Islamic Banks in Bangladesh

Shah Abdul Hannan®
M. Fariduddin Ahmad®

Section — I
Banking Scenario in Bangladesh

When Bangladesh came into existence on the 16™
December, 1971, the banking sector of Bangladesh was in
total disarray. With the exception of two local banks
incorporated in then East Pakistan, all the bigger local banks
came in operation. Starting with such a humble condition,
the Banking Sector of Bangladesh has grown to a great
extent.

At present there are 49 Banks in Bangladesh. The structure
of Banking in Bangladesh is as under:

1. Nationalized Commercial Banks 4
2. Specialized Banks 5
3. Private Sector Commercial Banks
a) Conventional Banks 25
b) Islamic Banks 5

4. Foreign Commercial Banks

* Former Secretary, Ministry of Finance, Government of Bangladesh
* Deputy Executive President, Islami Bank Bangladesh Limited
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a) Conventional Banks 9
b) Islamic Banks 1
Total 49

Section — 11
Genesis of Islamic Banking in Bangladesh

In August 1974, Bangladesh signed the Charter of Islamic
Development Bank and committed itself to reorganize its
economic and financial system as per Islamic Shariah.

In January 1981, the then President of People’s Republic of
Bangladesh while addressing the 3™ Islamic Summit
Conference held at Makkah and Taif suggested, “The
Islamic Countries should develop a separate banking system
of their own in order to facilitate their trade and commerce”.

This statement of the President indicated favourable attitude
of the Government of the People’s Republic of Bangladesh
towards establishing Islamic Banks and financial institutions
in the country.

Earlier in November 1980, Bangladesh Bank, the country’s
Central Bank, sent a representative to study the working of
several Islamic Banks abroad.

In November 1982, a delegation of IDB visited Bangladesh
and showed keen interest to participate in establishing a joint
venture Islamic Bank in the private sector. They found a lot
of work had already been done and Islamic banking was in a
ready form for immediate introduction. Two professional
bodies Islamic Economics Research Bureau (IERB) and
Bangladesh Islamic Bankers Association (BIBA) made
significant contributions towards introduction of Islamic
Banking in the country.
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They came forward to provide training on Islamic Banking
to top bankers and economists to fill-up the vacuum of
leadership for the future Islamic banks in Bangladesh. They
also held seminars, symposia and workshops on Islamic
economics and banking throughout the country to mobilize
public opinion in favor of Islamic banking.

Their professional activities were reinforced by a number of
Muslim entrepreneurs working under the aegis of then
Muslim  Businessmen Society (now reorganized as
Industrialists & Businessmen Association). The body
concentrated mainly in mobilizing equity capital for the
emerging Islamic bank.

At last, the long drawn struggle to establish an Islamic bank
in Bangladesh became a reality and the Islami Bank
Bangladesh Limited was established on 30™ March 1983 in
which 19 Bangladeshi National, 4 Bangladeshi institutions
and 11 banks, financial institutions and government bodies
of the Middle East and Europe including IDB and two
eminent personalities of the Kingdom of Saudi Arabia
joined hands to make the dream a reality.

Later other 5 Islamic Banks were established in the country.

7 conventional banks have so far established Islamic
Banking branches in some major cities.
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Section — II1

Comparative Position of Islamic Banking &
Conventional Banking in Bangladesh

Deposits

Total deposits of the Banking Sector of Bangladesh stood at
Taka 1,415,877 million as on 30.06.2005 of which Islamic
Banks mobilized deposit to the tune of Taka 3031897
million, i.e. their share in total deposits of the Banking
system is 11.98%. A detail analysis of deposits of all Banks
vis-a-vis deposits of Islamic Banks by Type of Accounts is
given in the following Table:

Table -1
Deposits distributed by Types of Accounts

Amount in Million Taka
(US $ 1 =Taka 67.50)

S. Types of | All Banks Islamic Banks Share of Islamic
N Account Banks (%)
0 S
No. of | Amount No. of | Amoun | No. of | Amoun
Accounts Accounts | t Accoun | t

t

1 Current 2.994,299 144,098 440,327 9,797 14.71 6.80

Deposits

2 Savings 23,670,48 | 382,290 1,590,60 | 45,759 6.72 11.97
Deposits | 6 0

3 Fixed 973,356 514,195 134,371 66,108 13.80 12.83
Deposits

4 Other 4,874,926 | 375,294 866,599 48,027 17.78 12.80
Deposits
Total 32,513,06 1,415,87 3,031,89 169.691 | 9.33 11.98

7 7 7
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Other Current
Deposits Deposits
12.80%( 6.8
Saving
Deposits
11.97%
I
Fixed
Deposits
12.86%

Islamic Banks Share Deposits

Islamic Banks, upto 30-06.2005, mobilized 11.98% of total
deposit. This share crossed 12% as on 31.12.2003. The
growth of deposit of some of the Islamic Banks Particularly,
the Islamic Bank Bangladesh Limited, the first established
Islamic Bank in Bangladesh, is more than 30%.

Advances/Investments

Total Advances/Investments of the Banking Sector stood at
Taka 1,117,321 million as on 30.6.2005. Islamic Banks
Investments on that date reached to Taka 156,411 million i.
e. 14% percent of the total advances/investments of the
Banking Sector. A detail analysis of Advances/Investments
of all Banks vis-a-vis Islamic Banks classified by Securities,
Economic Purposes, Rates of Interest/Profit & Securities,
Size of Accounts, Geographical areas are presented in the
following Tables:
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Table -II

Advances / Investment classified by Securities

Amount in Million Taka
(US $ 1 =Taka 67.50)

Types of All Banks Islamic Banks
Accounts
No. of % of Amoun | % of total | No. of % of Amount | G, of
Accounts total t Account | total total
Gold & 7,492 0.09 522 0.44 12 0.00 18 0.01
Gold
Ornaments
Shares & 23,359 0.28 4,516 0.40 78 0.02 178 0.11
Securities
Merchand | 76,171 0.92 179,63 16.08 7,196 2.21 15,584 | 9.96
ise 2
a)Export 17,707 0.21 51,1173 | 4.57 1,568 0.48 2,311 1.48
Commodi 211,049
ties
b)Imported 19,697 0.24 106,59 9.54 2,925 0.91 9,953 6.36
Commodi 5
ties
¢)Other 38,767 0.47 21,988 1.97 2,703 0.83 3,319 2.12
Commodi
ties
Machineri | 67,802 0.82 135,50 12.13 9,320 2.86 33,259 | 21.26
es  with 5
other
fixed
assets &
Financial
Obligations
Real 1,013,692 12.24 | 379,27 33.94 91,196 28.00 87,075 | 55.67
Estate 1
with
financial
obligations
Financial 733,564 8.86 101,93 9.12 12,033 3.69 6,110 | 3.91
Obligatio 9
ns  only
(Insurance
Bank &
Deposit
etc)
Miscellan 5,693,718 68.75 292,33 26.16 194,453 59.70 13,785 | 8.81
eous 2
Unsecured 665,738 8.04 23,602 2.11 11,456 3.52 415 0.27
Total 8,281,536 100 100 325,744 100 156,411 | 100

Financing by Islamic Banks in the Real Estate is 55.67% of
total investments followed by 21.26% and 9.96% against
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machineries with the fixed assets and merchandise. This is
because of the fact that Islamic Banks have so far introduced
rent sharing & trading modes of investments.

Table — I11
Advances / Investments Classified by Economic Purposes:

Amount in Million Taka
(US $ 1 =Taka 67.50)

Type of | All Banks Islamic Banks
Accounts
No. of | % of | Amou | % No. of | % Amount | % of
Acc Total nt of Acc of total
total total
Agriculture, 5814134 | 70.21 106,746 | 0.55 | 31,530 | 9.68 | 655 0.42
Fishery,
Poultry
Industry
a)Long Term | 91,664 1.11 | 199,521 | 1786 | 2,073 0.64 | 26,966 | 17.24
Project
Finance
b)Working 50,196 0.61 | 220,689 | 19.7 | 8,073 248 | 33,320 | 21.30
Capital 5
Constructions | 100,643 | 1.22 | 74,562 6.67 | 8,613 2,64 | 115635 | 744
Water Works | 765 0.01 | 56 0.01 | 15 0.00 | 4 0.00
&  Sanitary
Services
Transport & | 11,294 0.14 | 13,837 1.24 | 3,841 1.18 | 4,013 2.57
Communicati
ons
Storage 10,922 0.13 | 7,793 0.70 | 47 0.01 | 165 0.11
Trade 759,298 | 9.17 | 394,935 | 3535 | 135426 | 4157 | 73290 | 46.86
Miscellaneous | 1442620 1742 | 99,180 8.88 | 136,126 | 4179 | 6360 4.07
Total 8,281,536 100 1,117,321 100 325,744 100 156,411 100

Due to small network, the Islamic Banks could not yet make
substantial amount of Investments in the Agriculture Sector.
However, Islami Bank Bangladesh Limited (IBBL), the
pioneer Islamic Bank, has introduced a Micro Investment
scheme in the Year 1995. Under this Scheme Islami Bank
Bangladesh Limited has so far provided finance to 1,64,116
clients in the rural areas. Islamic Banks Finance in
Industrial Sector is 38.54% of their total investment
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portfolio. This is very commendable as such, finance is

contributing a lot to real economy of the country.

Advances Classified by Geographical Areas
Amount In Million Taka
(US $ 1=Taka 67.50)

Table - IV

Geographical All Banks Islamic Banks Share of

Areas Islamic
Bank
(%)

Amount %  of | Amount %  of
Total Total

Urban 999,742 89.48 152,146 97.27 15.22

Rural 117,579 10.52 4,264 2.73 3.63

Total 1,17,321 100 156,410 100

Islamic Banks

B Rural  Urban [ ]
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Advances Classified by Geographical Areas

The Islamic Banks in Bangladesh could not yet make much
headway in providing finance to rural areas as their
operations are still limited to urban areas. The Islami Bank
Bangladesh Limited, the first established Islamic Bank in
Bangladesh, has reached to 4560 villages (out of 68,000
villages) of the country through their 101 branches and have
so far provided finance amounting to Taka 4362 million to
164,116 rural poor’s, the recovery rate of which is 99%.

Section -V
Operations of Islamic Banking in Conventional Banks

In Bangladesh 6 conventional Banks namely, Prime Bank
Ltd, Dhaka Bank Ltd, City Bank Ltd, Premier Bank Ltd,
South East Bank Ltd, Jamuna Bank Ltd have taken the
initiative of providing Islamic banking facilities within their
existing set up. They have established full fledged Islamic
branches and mobilized substantial amount of deposit,
making investment and providing all types of banking
services under Islamic modes.

A bank namely “Exim Bank” was incorporated in 2002 as a
conventional Bank but subsequently converted to an Islamic
Bank. More conventional Banks are contemplating to
establish Islamic branches in the near future. The above
Banks have formed Shariah Council to oversee the
operations of their Islamic Branches and they are also
member of the Central Shariah Board of Islamic Banks of
Bangladesh. The growth trend of deposit and investment of
Islamic branches of the above 6 conventional Banks is
highly satisfactory.
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Section -VI

Evaluation of Performance of Islamic Banks: Tools &
Instruments Employed

6.01 Concept & Definition of Islamic Banking:

General Secretariat of the OIC defined Islamic Banking as
“An Islamic Bank is a financial institution whose statutes,
rules and procedures expressly state its commitment to the
principles of Islamic Shariah and to the banning of the
receipt and payment of interest on any of its operations”.

6.02 Modes of Deposit:

Deposits are accepted by the Islamic Banks under the
following Modes:

6.02.1 Al- Wadeeah:

The word “Al-Wadeeah” has been derived form the Arabic
word “Wadyun” which means to keep/to deposit, to give up,
leave off, etc. In Islamic Banking, the principle of Al-
Wadeeah means, the Bank receives money from the clients
for safe-custody with the condition to return the money on
demand by the customer. Current Accounts are opened
under this principle. Depositors authorize the Bank to use
the money at Bank’s risk. The customer is not entitled to
receive any benefit from the Bank.

6.02.02 Al-Mudarabah:
The Word “Mudaraba” has been derived from the Arabic
word “Darb/Darbun” which means movement to earn

Rahmat (Munafa) of Allah. Mudaraba is a form of
partnership where one of the contracting parties called the
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“Shahib-al-Maal, or the ‘“Rabb-ul-Maal” (the financier)
provides a specified amount of capital and acts like a
sleeping or a dormant partner while the other party, called
the “Mudarib” (entrepreneur), provides the entrepreneurship
and management for currying on any venture, trade, industry
or service with the objective of earning profits. The
Mudarib is in the nature of a trustee as well as an agent of
the business. Profit is distributed as per preagreed ratio
while the loss is entirely borne by the Shahib-al-Maal.

6.02.3 Al Mudarabah deposit Products:

There can be many types of Mudarabah deposit products.
The following are the title of some of the Mudarabah
products so far introduced by the Islamic Banks in
Bangladesh:

Mudarbah Special Notice Deposit
Mudarabah Savings Deposit

Mudarabah Term Deposit

Mudarabah Savings Bonds

Mudarabah Special Savings (Pension)
Mudarabah Monthly Profit Deposit Scheme
Mudarabah Muhar Savings

Mudarabah Cash Wagqf Deposit

Mudarabah Hajj Deposit

6.03 Modes of Investment:

Investment can be made by the Islamic Banks under the
following Modes: However, the Islamic Banks in
Bangladesh have so far introduced Bai-Murabaha, Bai-
Muajjal, Bai-Salkam and Hire Purchase under Shirkatul
Meelk Modes.
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6.03.1 Profit & Loss Sharing Mode Shirkat/Musharaka:

The term refers to a financing technique adopted by Islamic
Banks. It is an agreement under which the Islamic Bank
provides funds which are mingled with the funds of the
business enterprise and others. All providers of capital are
entitled to participate in the management but not necessarily
required to do so. The profit is distributed among the
partners in pre-determined ratios, while the loss is borne by
each partner in proportion to his contribution.

6.03.2 Profit Sharing Loss Bearing Mode: Al Mudarabah:

The word “Mudaraba” has been derived from the Arabic
word ‘“Darb/’darbun” which means movement to earn
rahmat (Munafa) of Allah. Mudaraba is a form of
partnership where one of the contracting points called the
“Sahib-al-Maal” or the Rabb-ul-Maal (the financier)
provides a specified amount of capital and acts like a
sleeping a dormant partner while the other party, called the
Mudarib (entrepreneur) provides the entrepreneurship and
management for caring on any venture, trade, industry or
service with the objectives of earning profits. The Mudarib
is in the nature of a trustee as well as an agent of the
business. Profit in distributed as per preagreed ratio while
the loss is entirely borne by the Sahib-al-Maal.

6.03.3 Bai Mode (Buying & Selling): Bai Murabaha:

Literally, sale on profit. Technically, a contract of sale in
which the seller declares his cost and profit. This has been
adopted as a mode of financing by a number of Islamic
Banks. As a financing technique, it involves a request by
the client to the bank to purchase a certain item for him.
The bank does that for a definite profit over the cost which
is settled in advance.
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Bai Muajjal:

Literally, a credit sale. Technically, a financing technique
adopted by Islamic Banks. It is a contract in which the seller
allows the buyer to pay the price of a commodity at a future
date in a lump sum or in installments. 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.

Bai Salam:

This term refers to advance payment for goods which are to
be delivered later. Normally, no sale can be effected unless
the goods are in existence at the time of the bargain. But
this type of sale forms an exception to the general rule,
provided the goods are defined and the date of delivery is
fixed. The objects of this type of sale are mainly tangible
things but exclude gold or silver as these are regarded as
monetary values. Barring these, bai-salam covers almost all
things which are capable of being definitely described as to
quantity, quality and workmanship.

One of the conditions of this type of contract is advance
payment; the parties cannot reserve their option of
rescinding it but the option of revoking it on account of a
defect in the subject matter is allowed. It is also applied in
the agricultural sector where the bank advances money for
various inputs to receive a share in the crop, which the bank
sells in the market.

Bai-Istisna:
Istisna’a is a sale contract by which al-sani’ (the seller) on
the basis of the order placed by al-mustasni (the buyer) after

having manufactured or otherwise acquired al-masnoo (the
goods) as per specification sells the same to al-mustasni for
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an agreed upon price and method of settlement whether that
be in advance, by installments or deferred to a specific time.
It is a condition of istisna’a contract that al-sani should
provide either the raw material or the labour.

Bai Istijrar:

Istijrar means purchasing goods from time to time in
different quantities. In Islamic jurisprudence Istijrar is an
agreement where a buyer purchases something from time to
time; each time there is no offer or acceptance or bargain.
There is one master agreement where all terms and
conditions are finalized. There are two types of Istijrar:

1) Whereby the price is determined after all transactions of
purchase are complete.

i1) Whereby the price is determined in advances but the
purchase is executed from time to time.

The first kind is relevant with the Islamic mode of financing.
This kind is permissible with certain conditions.

a. In the case where the seller discloses the price of
goods at the time of each transaction; the sale
becomes valid only when the buyer possess the
goods. The amount is paid after all transactions have
been completed.

b. If the seller does not disclose each and every time to
the buyer the price of the subject matter, but the
contractors know that it is being sold on market
value and the market value is specified and
determined in such a manner that it does not vary
and it does not lead to differences of the contractors.

c. If at the time of possession, the price of subject
matter was unknown or contractors agree that
whatever the price shall be, the sale will be executed.
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However, if there is significant difference in the
market price and the agreed price, it may cause
conflict. In such a case, at the time of possession,
the sale will not be valid. However, at the time of
settlement of the payment, the sale will be valid.

Bai — Musawamah:

It refers to normal sale in which cost price is not known.
Bai —Surf:

It refers to the sale of gold, silver and currency.

Bai - Mugayada:

It refers to barter sale excluding currency sale.

6.03.4 Rent Sharing Mode: Ijarah (Lease):

The term [jarah has been derived from the Arabic words
(ajr) and (ujrat) which means consideration, return, wages or
rent. This is really the exchange value or consideration,
return, wages, rent of service of an ASSET. Ijarah has been
defined as a contract between two parties, the Hiree and
Hirer where the Hirer enjoys or reaps a specific service or
benefit against a specified consideration or rent from the
asset owned by the Hiree. It is a hire agreement under
which a certain asset is hired out by the Hiree to a Hirer
against fixed rent or rentals for a specified period.

Ijarah wa Iqtina (Hire Purchase):
This term refers to a mode of financing adopted by Islamic

Banks. It is a contract under which the Islamic Bank
finances equipment, building or other facility for the client

Economic Advancement of Indian Muslims: The Situation and Scope 319



against an agreed rental together with an undertaking from
the client to purchase the equipment or the facility. The
rental as well as the purchase price is fixed in such a manner
that the bank gets back its principal sum along with some
profit which is usually determined in advance.

Hire Purchase under Shirkatul Melk (HPSM):

Hire Purchase under Shirkatul Melk is a special type of
contract which has been developed through practice.
Actually, it is a combination of three contracts, viz: Shirkat,
[jarah and Sale. Shirkat means partnership. Shirkatul Melk
means share in ownership. When two or more persons
supply equity, purchase an asset, own the same jointly, and
share the benefit as per agreement and bear the loss in
proportion to their respective equity, the contract is called
Shirkatul Melk contract.

6.03.5 Production Sharing Mode: Mozarah:

It is a contract in which one person agrees to Till the land of
the other person in return for a part of the produce of the
land.

Musaqah:

A contract in which the owner of the garden shares its
produce with another person in return for his services in
1rrigating the garden.

6.03.6 Quard al Hasana:

A virtuous loan. A loan with the stipulation to return the
principal sum in the future without any increase.

7.00 Steps in the investment operations:
* Introduction of the client
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* Application

* Processing & Appraisal

* Sanction

* Documentation

* Disbursement

* Monitoring, End-use, Supervision & Recovery

8.00 Fixation of Sale Price of Bai-Murabaha Goods:

A. Purchase Price of the Goods

B.

C.

Plus (+)

Other expenditure incurred by the Bank in
connection with the purchase, transportation and
storage before sale of the goods to the client, viz:

1) Conveyance

ii) Commission, if any, paid to agent

1ii) Cost of remittance of Fund

iv) Transportation cost

V) Insurance

vi) Godown rent

vii)  Other expenses if any.

Total Cost Price (A+B)

D. Profit Mark up

E.

Sale Price

8.01 Fixation of Rent Under ‘“‘Rent Sharing Mode’’:

8.01.1 Diminishing Balance Method:

In this method the installments are not equal.

Principal installment remains equal.

Rent unequal, i.e. calculated on the outstanding principal.
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As at the initial stage principal outstanding remain higher so
rent is higher which make the installment size larger.

8.01.2 Equal Installment Method (Annuity Method):
In this method the installments are equal.
Principal & Rent are unequal.

Rent is calculated on the outstanding principal and the rest
amount of installment is adjusted against principal.

At the initial stage principal outstanding remains higher so
rent is higher and decreased gradually.

At the initial stage principal adjustment is less and increases
gradually. The main difference between the Diminishing
Balance Method and Annuity Method is that the Principal
adjustment is not equal.

As at the initial stage principal adjustment is less the total
rent in this method is more than the Diminishing Balance
Method.

8.01.3 Equal Installment Method (Equal Rent Method):
In this method the installments are equal.

Principal & Rent remain equal.

Rent is calculated for the whole period of investment
considering diminishing balance of principal & equally

distributed all over the repayment period.

Though the total rent on the investment in this case is equal
to that of Diminishing Balance Method but the effective R.
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R. is less due to opportunity loss on the calculated but not
realized rent for the 1* half of the repayment period.

9.0 Nature of Shariah Lapses generally occur in
Investment Operations:

9.01 Cash Facilities are allowed to the client instead of
investment through buying and selling of goods.

9.02 Fresh investments are allowed for adjustment of
previous liability of the client without proper buying
and selling of goods.

9.03 Letter of authority is not obtained from the client in
case of investment against Bai-Murabaha (Post Import)
and Bai-Murabaha under dealership license in the
name of Investment clients.

9.04 Rent/Profit is charged and recovered for the gestation
period under Hire Purchase under Shirkatul Melk
investment.

9.05 Pre-fixed profit is recovered in the pre-shipment
Musharaka Investment instead of actual profit.

9.06 Cash Memo obtained in the name of Client instead of
in the name of the Bank.

9.07 Cash Memo is not at all obtained.

9.08 Agreements are kept blank and undated.

9.09 Back dated/Post Dated Cash Memo is obtained.

9.10 The Application for Payment Order/Demand
Draft/T.T. etc. is signed by the client instead of signing
the same by the Bank.

9.11 The amount of disbursement does not agree with the
amount of Cash Memo.

9.12 Goods are received directly by the Client instead of
receipt of goods first by the Bank and then by the
Client.

9.13 Documents of receiving goods by the Branch are not
available in the Branch record:
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9.14 Bai Muajjal investment is allowed in case of Stock lot
items.
10.00 Distribution of Profit to Mudaraba Depositors:

The principles of calculation and distribution of profit to
Mudaraba Depositors generally followed by different
Islamic Banks are as under:

10.01 Mudaraba Depositors share income derived from
investment of their fund.

10.02 Mudaraba Depositors do not share any income derived
from miscellaneous banking services where use of their fund
is not involved, such as commission, exchange, service
charges and other fees realized by the Bank.

10.03. Mudaraba Deposits get priority in the matters of
investment over Bank’s equity and other cost free funds.

10.04 The gross income derived from investments during the
accounting year is, at first, allocated to Mudaraba Deposits
and equity & cost free funds according to their proportion in
the total investment.

10.05. The share of gross investment income of Mudaraba
Deposits as worked out in terms of principle shown against
serial No 10.04 hereinabove is distributed as under:

a) Bank retains a preagreed portion (say 20%) as
management fee for managing the investment.

b) Bank retains another preagreed portion (say 15%) for
off-setting investment loss or with a view to
maintaining a general level of return on Mudaraba
Deposits.

¢) The remaining portion (say 65%) is distributed to
Mudaraba Depositors applying weightages.
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10.06. Let us suppose that an Islamic Bank applies the
following weightages to Mudaraba Deposits.

a) Mudaraba Hajj Savings Deposit 110%
b) Mudaraba Term Deposits 36 Months 100%
24 “98%
12 “96%
06 “92%
03 “ 88%
¢) Mudaraba Savings 75%
d) Mudarab Short Notice

10.07. On the basis of the above principles, let us work out
the rates of profit using the information and figures given
below:
a) Total Investment Tk. 1000
b) Total Investment Income Tk. 150
¢) Total Fund Employed
i) Banks equity and Al-Wadeeah Deposits Tk. 200
i1) Mudaraba Deposits Tk. 800
Total Tk.1000

Therefore, the share of investment income of
Mudaraba Deposits will be (150+1000x800)

Tk. 120.00
Less:
a) 20%Management Fee Tk. 24.00
b) 15% Loss off setting reserve Tk. 18.00

Total Tk. 42.00
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Distributable Investment Income

S. Type of | Yearly Weightage | Weighted Share of | Rate of
No Mudaraba Product Product Distributable | Profit
Deposit Profit
1 2 3 4 5 6 7
1 Mudaraba 100 1.10 110.00 12.44 12.44%
Hajj
Savings
2 Mudaraba
Term
Deposit
36 Months | 150 1.00 150.00 16.97 11.31%
24 Months | 50 0.98 49.00 5.54 11.08%
12 Months | 100 0.96 96.00 10.86 10.86%
06 Months | 150 0.92 138.00 15.61 10.40%
03 Months | 50 0.88 44.00 4.98 9.96%
3 Mudaraba 100 0.75 75.000 8.49 8.49%
Savings
4 Mudaraba | 50 0.55 27.50 3.11 6.22%
Short
Notice
Total 750 689.50 78.00

11.00 Foreign Trade & Foreign Exchange business under
Islamic Frame Work:

Musharaka can be used for import financing as well. There
are two types of bank charges on the letter of credit provided
to the importer:

11.01 Import Financing:

a. Service charges for opening and LC.
b. Interest charged on LCs, which are not opened on
full margin.
Collecting service charges for this purpose is allowed, but as
interest cannot be charged in any case, experts have
proposed two methods for financing LCs:

a. Based on Musharakah/Mudarabah.
b. Based on Murabaha.
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11.01.1 Musharakah/Mudarabah:

This is the best substitute for opening the LC. The Bank and
the importer can make an agreement of Musharakah or
Mudarabah modes before opening the LC.

If the LC is being opened at Zero margin then an agreement
of Mudarabah can be made, in which the bank will become
Rab-ul-Mall and the importer Mudarib. The bank will own
the goods that are being imported and the profit will be
distributed according to the agreement.

If the LC is being opened with a margin then a Musharakah
agreement can be made. The bank will pay the remaining
amount and the goods that are being imported will be owned
by both of them according to their share of investment.

The bank and the importer, with their mutual consent can
also include a condition in the agreement, whereby
Musharaka or Mudarabh will end after a certain time period
even if the goods are not sold. In such a case, the importer
will purchase the Bank’s share at the market price.

11.01.2 Bai-Murabaha:

At present Islamic Banks are using Bai-Murabaha, to
finance LC. These banks themselves import the required
goods and then sell these goods to the importer on Bai-
Murabaha agreement.

Bai Murabaha financing requires the bank and the importer
to sign at least two agreements separately; one for the
purchase of the goods, and the other for appointing the
importer as the agent of the bank (agency agreement). Once
these two agreements are signed, the importer can negotiate
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and finalize all terms and conditions with the exporter on
behalf of the bank.

11.02 Export Financing:

A bank plays two very important roles in Exports. It acts as
a negotiating bank and charges a fee for this purpose, which
is allowed in Shariah. Secondly, it provides export-
financing facility to the exporters and charge interest on this
service. These services are of two types:

a. Pre shipment financing
b. Post shipment financing

As interest cannot be charged in any case, experts have
proposed certain methods for financing exports.

11.02.1 Pre Shipment Financing:

Pre shipment financing needs can be fulfilled by two
methods.

a. Musharaka/Mudaraba

b. Bai-Salam

The most appropriate method for financing exports is
Musharakah or Mudarabah. Bank and exporter can make an
agreement of Mudarabah provided that the exporter is not
investing; otherwise Musharakah agreement can be made.
Agreement in such a case will be easy, as cost and expected
profit is known.

The exporter will manufacture or purchase goods and the

profit obtained by exporting it will be distributed between
them according to the predefined ratio.
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A problem that can be encountered by the bank is that if the
exporter is not able to deliver the goods according to the
terms and conditions of the importer, then the importer can
refuse to accept the goods, and in this case exporter’s bank
will ultimately suffer. This problem can be solved by
including a condition in Mudarabah or Musharakah
agreement that, if exporter violates the terms and conditions
of export agreement then the Bank will not be responsible
for any loss which arises due to this negligence. This
condition is allowed in Shariah as the Rabb-ul-Mal is not
responsible for any loss that arises due to the negligence of
Mudarib.

11.02.2 Bai Salam:

Bai Salam is being used in Islamic Banks for export
financing. Banks purchases goods that are to be exported at
price that is less than the price agreed between the exporter
and the importer. It then exports goods at the original price
and thus earns profit.

Bai-Salam financing requires bank and exporter to sign at
least two agreements separately, one for the purchase of
goods and the other for appointing the exporter as the agent
to the bank (That is agency agreement). Once these two
agreements are signed, the exporter can negotiate and
finalize all the terms and conditions with the importer on
behalf of the bank.

Post Shipment Financing:
Post shipment finance is similar to the discounting of the bill

of exchange. Its alternate Shariah compliant procedure is
discussed below:
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The exporter with the bill of exchange can appoint the bank
as his agent to collect receivable on his behalf. The bank
can charge a fee for this service and can provide Quard-al-
Hasana to the exporter, which is equal to the amount of the
bill, and the exporter will give his consent to the bank that it
can keep the amount received from the bill as a payment of
the loan.

Here two processes are separated, and thus two agreements
will be made. One will authorize the bank to collect the bill
amount on his behalf as an agent, for which he will charge a
particular fee. The second agreement will provide Quard al
Hasana to the exporter, and authorize the bank for keeping
the amount received through bill as a payment for Quard-al
Hasana.

Section-VII

National & International Ratings of the Pioneer Islamic
Bank “Islami Bank Bangladesh Limited”

IBBL’s past performances have been evaluated by
Bangladesh Bank, several credit rating agencies home and
abroad and by the local press.

International Press:

“In the midst of the difficult Banking system known to be
plagued by high non-performing loans (NPLs), one could
easily conclude that it would be difficult to find a bank that
is different from norm. However, IBBL provides a
refreshing change and is, thus, a pleasant surprise. Although
it does not command the market share as the 4 public sector
banks, IBBI, which claims to have little interference in
lending from the government, has nonetheless, managed to
find a niche market of its own says the BANK WATCH a
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New York based international Credit Rating Agency in its
January 30, 1998 issue. ‘“As a market leader offering
banking services based on the Islamic rule of Shariah,
IBBL’s profitability trend has been quite impressive. The
Bank’s ability to keep its return on asset (ROA) well above
the industry’s average reflected its resilience to possible
shocks in the banking system. Concerns over massive NPLs
and under provisioning are common amongst local banks.
But this seems well resolved in IBBL. IBBL’s good
performance and solid capital base have indeed provided
refreshing change found within a banking system saddled
and held back by huge NPLs”, the above agency continued
to comment in the same issue.

National Press:

“It is one of a few local banks according to CAMEL
(Capital, Assets, Management, Earnings & Liquidity) rating
made by the Bangladesh Bank. It holds the highest amount
of liquidity among all banks and its ability to keep return on
assets at 1.07 percent is well above the banking sector’s
average of 0.33 per cent”. The Financial Express, Dhaka
commented in its issue of May 28,1998.

“The Holiday’ in its 29™ August 1997 issue carried out a
report under the heading “Setting a precedence of sound
banking” and commented “While the country’s banking
system is burdened with bad debt portfolios and also suffers
from a liquidity shortage, the Islamic Bank Bangladesh Ltd.
(IBBL) has created a unique precedence by improving its
reserve and deposit positions substantially, making
handsome profits, and offering attractive dividends to its
share holders and depositors”.
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IBBL’s World Rating

As per Bankers Almanac (2006 edition) Published by the
Red Business Information, Windsor Court, England, IBBL’s
World Ranking is 1620 among 3000+Banks selected by
them and the country rank is 5 among 49 Banks. CRISL, a
Joint Venture Credit Rating Agency, operating in
Bangladesh rated IBBL ST-I highest grade which means
highest certainty of timely payment. Short term liquidity
including internal fund generation is very strong and access
to alternative sources of funds is outstanding. Safety is
almost like risk free government short term obligations.

Success Stories of Islami Bank Bangladesh Ltd

The IBBL has many success stories of achievements. These
are summarized bellow:

1-IBBL is the pioneer institution for introduction of Islamic
Banking in Bangladesh.

2-The success of IBBL has imbibed other sponsors at home
and abroad to establish other Islamic banks in Bangladesh.
Four national, one international Islamic banks have since
been established in the country.  Six private sector
traditional banks have also established several Islamic
Banking branches. Several other existing traditional banks
have also expressed their intention to introduce Islamic
Banking.

3-IBBL has successfully mobilized deposits from a section
of people who hither to before did not make any deposit

with interest based banks.

4-The Islamic Banking products which are offered by IBBL
through its 169 branches located at important centers all

Economic Advancement of Indian Muslims: The Situation and Scope 332



over the country and spontaneous acceptance of those
products by the people proves the superiority of Islamic
banking.

5-IBBL’s market share of deposit investment and ancillary
business is steadily increasing.

6-IBBL, though still a tiny bank, handles more than 10% of
country’s export and import trade.

7-Among the contemporary commercial Banks IBBL’s
position is first in respect of mobilization of deposit,
deployment of fund and earning profit.

8-Investment in industrial sector occupies about 38% of
IBBL’s investment portfolio. This is a unique example of
industrial finance by a commercial Bank.

9-More than 2,00,000 workers are employed in the industrial
projects financed by IBBL. IBBL has thus made significant
contribution to solving unemployment problem of the
country.

10-Dhaka the capital of Bangladesh being a mega city has
acute transport problem. IBBL has joined hands with an
enterprising group to introduce a fleet of premium bus
service which has attracted the attention of all sections of the
people and mitigated transportation problem of the city to
some extent.

11-IBBL has introduced several other welfare oriented
investment schemes, such as small transport investment
scheme, small business investment scheme, agriculture
implements investment scheme, poultry investment scheme,
household durable investment scheme, housing investment
scheme, etc.
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12- IBBL launched a Rural Development Scheme for
providing finance to down trodden section of the populace,
an area where no other commercial bank has extended any
finance. IBBL’s mission is to reach to all 68,000 villages of
the country as early as possible.

13-IBBL has contributed 3000 million Taka as income tax to
the Government Exchequer on its net profit over the last 22
years.

14-At the initiative and drive of IBBL, several universities
in Bangladesh have introduced courses on Islamic Banking
and Finance.

15-IBBL has organized a good number of national and
international seminars on Islamic Banking and Economics.
Importantly, IBBL sponsored a Seminar at Dhaka with a
view to forming an Islamic Common Market.

16-IBBL has earned reputation in the country as a corruption
free institution.

17-IBBL is held in high esteem in the banking circle as a
good managed bank.

18-Under the leadership of IBBL, Bangladesh Association
of Banks (BAB) has been formed. This is a platform to
ventilate the stand points on banking issues of the private
sector banks.

19-IBBL has established a foundation called “Islami Bank
Foundation” for carrying out social welfare activities. The
foundation has taken up a number of schemes covering the
whole of Bangladesh. A sum of Taka 1000 million has so
far been spent in social welfare activities. Some important
schemes of the foundation are-
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Welfare Activities of Islami Bank Foundation
Income Generating Scheme

The objective of this scheme is to encourage unemployed
youths in nation building activities and to make them self
reliant. This scheme has been taken up to train rural health
workers and to fund poultry, pisci culture, cottage industry,
small trading, in addition to providing rickshaws, sewing
machines, etc for income and employment generation.

Educational Scheme:

Scholarship & stipend are awarded to the poor and
meritorious students under this scheme.

Health Scheme:

This scheme has been taken up to establish child and
maternity centers, charitable dispensaries, provide grants for
medical treatment of the poor, install tube wells for the
supply of pure drinking water and build sanitary latrines in
order to fulfill health needs of the rural people.
Humanitarian Assistance:

Humanitarian assistance are provided to the poor, disabled
persons, families affected by river erosion and for marriage
of poor girls.

Emergency Relief Operations:

Financial assistance to the people affected by natural
calamities is provided under this scheme.
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Service Centre:

The foundation has been establishing permanent service
centers in coastal areas and off shore islands to be used for
the purpose of integrated social development as well as safe
shelter during natural disaster.

HRD Program:

Under HRD program the foundation has established several
Technical Training Centers for imparting vocational training
and kindergarten schools. Projects like mosque based
income generating centers and prisoner rehabilitation
projects are expected to be established in the near future.

Assistance to Mosque:

Financial assistance for construction, extension and
renovation of mosques are provided under this scheme.

Sales Centre:

Foundation has established sales centers to encourage poor
women folk for self employment and for marketing home
made garments, handicrafts and other items produced by
them.

Islamic Bank Hospital:
The foundation has set up hospitals for providing modern
treatment to all sections of the people at reasonable cost. By

now, the Islamic Bank Hospitals have earned good
reputation in the society.
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Problems Specific to Islamic Banking in Bangladesh
1-Shortage of Supportive and Link Institutions:

Any system, however, well integrated it may be, cannot
thrive exclusively on its built in elements. It has to depend
on a number of link institutions and so is the case with the
Islamic Banking. For identifying suitable projects, Islamic
Banking can profitably draw the services of economists,
lawyers, insurance companies, management consultants,
auditors and so on. They also need research and training
forums in order to prompting entrepreneurship amongst their
clients. Such support services properly oriented towards
Islamic Banking are yet to be developed in Bangladesh.

2-Lack of Organizing Relationship with Foreign Banks:

Another important issue facing Islamic Banks in Bangladesh
is how to organize their relationships with foreign banks,
and more generally, how to conduct international operations.
This is of course, an issue closely related to the creation of
financial instruments, which would be simultaneously
consistent with Islamic principles and acceptable to interest
based banks, including foreign banks.

3-Long Term Financing:

Islamic Banks stick very closely to the pricing policies of
the government. They cannot benefit from hidden costs and
inputs, which elevate the level of prices by certain
entrepreneurs without any justification. On the other hand,
Islamic Banks as financial institutions are even more
directly affected by the failure of the projects they finance.
This is because the built in security for getting back their
funds, together with their profits, is in the success of the
project.
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Prospects of Islamic Banking in Bangladesh:

Despite the above problems and shortcomings the Islamic
Banks have the following further prospects to grow:

a)

b)

c)

d)
€)
f)

g)

h)

i)

Islamic Bank investment portfolio can be diversified
and extended for long term financing under
Musharaka and Mudaraba.

The clients of the Islamic Bank may be equipped
with knowledge of Islamic Banking through
seminars and symposia.

Islamic Banks can develop unanimous Shariah
Manual or guidelines for day to day consultation and
clientele motivation.

Islamic Banks can expand their network in the rural
areas of Bangladesh.

The research and development (R&D) for Islamic
Economics, Banking and Finance can be geared up.
Co-operation among Islamic banks can be extended
throughout the world.

Muslim countries, who have established Islamic
Banks if involve with international trade on Islamic
principles, that would contribute to grow
international transactions under interest free system.
This will further help developing an Islamic
Common Market.

The central banks of the Muslim Countries can help
creation of environment for Islamic Banking with
more responsibilities.

Uniform accounting systems and standards already
developed by the Accounting &  Auditing
Organization for Islamic Financial Institutions for
providing consistency in accounting treatment of
various operations and products of Islamic Banks
may be introduced by all concerned.
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j) New and Innovative products can be designed for
financing on profit and loss sharing basis.
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Some Thoughts and Suggestions on
Muslim Participation in the Finance
Sector

Mohammed Husain Khatkhatey®

Introduction

Far-reaching changes are taking place as India becomes
increasingly integrated into a globalised world. In view of
the changing scenario in the country it is necessary for
Muslims too, to give up their apathetic and defeatist
mentality and reassess their options. In no field is such fresh
thinking more essential than in the financial sphere. It is true
that a major reason for the economic backwardness of
Muslims has been their reservations about interest
transactions. Their aversion in this regard has prevented
them from accessing the benefits of many state sponsored
schemes and institutional initiatives as well as from efficient
planning of their taxes and finances. But there also are
instances of niches areas in which they could have operated
with relatively less or no compromises with their religious
sensibilities and varying degrees of economic efficiency. In
the new atmosphere of greater responsiveness on the part of
the government, perhaps the ambit of such niche areas can

° Well known expert on Islamic Finance.

Economic Advancement of Indian Muslims: The Situation and Scope 341



be further widened too by initiating a much-needed and
healthy interaction with the authorities.

We can broadly identify five major areas of savings and
capital generation which we need to look at: banking, non-
banking finance, capital market investments, awqaf,
microfinance and insurance. The first, third and fourth of
these have been already covered during this seminar. This
paper concerns with the remaining three areas, mainly non-
banking finance and microfinance.

Regarding insurance the view till recently was that though
certain types of insurance (non-life) were necessary for
smooth operation of business and hence unavoidable, in
essence they were Shariah non-compliant as were all kinds
of insurance transactions. I wish to introduce a type of
insurance which is now being claimed as Shariah compliant.
In this paper I have also brought to the attention of our
learned muftis the existence in the capital market, of a quasi
debt instrument which can impact the interest of a
shareholder if he has to refrain from investing in it. Several
scenarios have been visualized and the views of the scholars
sought on the same.

Non-Banking Finance

During the eighties and nineties non-banking finance
companies and firms were the great hope of Islamic Finance
in India. Due to ease of raising finance with liberal multiples
of leverage and possibility of flexibility in committing
returns to investors it was an ideal regulatory environment
for structuring financial offerings which were in close
compliance with Shariah requirements as well as efficient
from the perspective of taxation. However, it proved to be a
small window of opportunity.
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As non-banking finance companies flourished and drew
funds away from banks with the promise of superior returns,
the RBI took note of the difficulties faced by its core
constituency. The situation was aggravated by fly-by-night
companies, which lured unsuspecting gullible investors only
to vanish later and thus gave a bad name to the entire sector.
By the late nineties, just when the economy was entering a
severe recession and the stock market too had nosedived, the
RBI ordained some sudden and major policy changes which
effectively stunted the entire non-banking finance sector.

As a result the non-banking finance sector today is a mere
shadow of its earlier version. Further, the RBI has made its
intentions clear that it does not favour growth of this sector.
The entry norms have been raised considerably and deposit
taking ability severely curtailed. Even more crucially for the
nascent Islamic Finance sector, the earlier flexibility
regarding the return on deposits has been eliminated and
there is now a strong insistence on committing a specific
rate of return at the time of acceptance of deposits. Then, the
definition of “deposit” has been narrowed to exclude
instruments such as convertible debentures; these had earlier
enabled Islamic NBFCs to comply with Shariah parameters
while remaining within the RBI stipulations and being
efficient on the tax front. Recently, the RBI has also refused
to allow NBFCs to act as agents for insurance companies,
another potential avenue of substantial non-funding business
which is now closed to them.

As a result, today Islamic NBFCs are only left with the
option of operating without any leverage. This has resulted
in increasing gestation times and in raising the threshold for
such entities to become profitable and competitive. On the
other hand, the ambivalent attitude of the tax authorities to
the tax treatment of leases has reduced the attractiveness of
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this avenue of deployment, once the mainstay for many
NBFCs.

Perhaps for an Islamic NBFC to now be competitive in the
changed environment, it will need to rely on avenues of non-
funding business such as wealth management (by offering
PMS schemes and mutual funds through asset management
subsidiaries), possibly money transfer services, venture
capital funding, real estate investment and private equity.
However, in the changed scenario for such Islamic NBFCs
to be really competitive in market terms, they will need to
start off with a high equity base, probably of the order of
Rs.100 crores.

Smaller operations with a loyal core shareholder base (who
are prepared to wait for returns and do not expect liquidity
of their investment) of upto Rs.10 crores can still survive.
But that is neither here nor there. What we need is not just
small units of the “faithful” but a format which, though
starting at a modest level, has in it the potential to be scaled
up quickly and which can be accessed by the general
investor; it should also provide the investor a reasonable exit
option.

Hence, in addition to its much higher scale of operation, the
typically viable Islamic NBFC will need to provide some
means of potential exit to their common (uncommitted)
shareholders. The latter may imply organizing a certain level
of ongoing mobilization. This in turn will come with
attendant issues of management control and compliance
requirements in terms of company law.

It is due to all these reasons that the Islamic NBFC
announced by the Kerala government will be keenly
watched. It proposes to start operations with a starting equity
of Rs.100 crores, which will be ramped up quickly. Initially,
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it does not intend to raise deposits. It will be interesting to
see whether and how it can, if at all, subsequently gain
leverage. If it can convince the RBI to drop its insistence on
the company specifying the return to the depositor at the
time of acceptance of the deposit, it will be a great service to
the entire Islamic NBFC sector and could help in reviving its
fortunes. Considering that it is a state government initiative
spearheaded by some dynamic bureaucrats and committed
political leaders from the ruling coalition, we hope they will
get a favourable response from the RBI.

Microfinance

Today microfinance has come to acquire a particular
connotation. Apart from its obvious distinguishing
characteristic of small size, it is also marked by a couple of
other features, notably:

a. that it finances exclusively (or mainly) women (or
families);

b. the finance is extended without seeking tangible
collateral;

c. the deployed funds come mostly as loans from banks
or institutional sources;

d. it finances individuals on the basis of collective
responsibility; and

e. it involves close and frequent interaction of the
financing agency with the beneficiaries.

The two major resultant impacts that are commonly
observed are that

a. the effective cost of finance is high, normally
exceeding 30% per annum, and

b. the recovery rates are very high, being typically of
the order of 98%.
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In India, microfinance activities of the type described above
are mostly interest based. Shariah based microfinance
institutions (SMFIs) exhibiting the above characteristics
exist, though on a much smaller scale, in Bangladesh,
Malaysia and Indonesia. Though there have been initiatives
in India to provide small loans on a non-interest basis, they
have by and large been structured on different lines from
conventional microfinance. Several reasons can be discerned
for this.

The primary reasons are:

i) The need to avoid paying interest on the funds
mobilized, and

i1) The restriction on financial entities to engage in
business.

Theoretically, funds for SMFIs could be generated as risk
capital, deposits and grants (Zakat or donations). While from
a Shariah perspective it would not be permissible to earn
profits from loans, on the other hand till about the nineties,
hardly any organizational format for microfinance was
statutorily allowed to engage in any business except lending.
Hence, till recently after changes in the rules for the co-
operatives, there could be no serious attempts to do business
at a micro level on a participatory basis, using risk capital.
Indian Ulama are largely against the use of Zakat for loans.
They insist on the beneficiary gaining ownership for a
proper discharge of the liability of the Zakat payer. Hence,
almost universally in India, the SMFIs extending
microcredit (small loans) are dependant on deposits for
funds generation.

As the Shariah based microfinance institutions cannot pay
interest on the mobilized funds they can only tap small
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savings and demand deposits. This is a labour and cost
intensive activity and has led to these institutions developing
as mobilization-centric rather than deployment-centric
organizations. The focus has been on how to generate
deployable resources. As a result the actual deployment has
more often been accorded the status of a subsidiary function
- in the nature of a rationing of funds among potential
borrowers who are able to furnish the necessary collaterals.

Relying on collaterals to ensure repayment, the existing
institutions have not applied themselves to the organisational
frameworks and mechanisms which could aid in recovery.
Another important underlying and not consciously realized
reason for not putting in place the strong recovery
mechanisms that are associated with conventional
microfinance is the need to keep costs and therefore
(service) charges on loans at demonstrably low levels and
thus avoid the stigma of charging interest. With recoveries
tied to collaterals, Indian SMFIs extending microcredit
(small loans) have been often unable to cater to the (poorer)
skill or entrepreneurship dependant segments of the
population.

The only organizational formats under which SMFIs operate
in India are:

a. trust or welfare society, and
b. co-operative credit society,
c. mutual benefit company.

Of these, the units in the first category are at present existing
as SMFIs only on the sufferance of the government. Legally
they are not entitled to accept deposits. Those in the third
category too are strictly not entitled to raise demand
deposits. So the only option left is that of co-operative
societies. In this sector we have cooperatives registered
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under the state Acts and those under the central (Multi State
Co-operative Societies, i.e. MSCS) Act. While it is easier to
register a co-operative society at the state level, such a
society has the disadvantage of being able to operate only in
a limited geographical area unlike the one registered under
the central Act, which can operate across state boundaries.

As hinted earlier, now, both under the MSCS Act as well as
the Acts in several states, co-operative credit societies can
also engage in business and promotion of business related
activities: in other words, take on risk. Hence, now SMFIs
can in many areas offer Shariah compliant products other
than loans. This can effectively have two beneficial impacts.
They can rely on conventional microfinance techniques of
recovery and reach the poor below the floor necessitated by
collateralised lending, and they can make their operations
profitable. The key to achieving the potential benefits will
lie in innovative design of Shariah based products. Of course
this is easier said than done. But it has opened additional
interesting options which were not available earlier.

The options mentioned in the previous paragraph have
opened up as a result of changes in the co-operative Acts. It
is understood that the AP and Orissa state Acts are the most
liberal and beneficial. The MSCS is also now quite liberal.
Muslim institutions need to take advantage of these changes
and set up operations in those states in which the liberal
regime is available. At the same time Muslims in the other
states can quote to their own governments the precedents
and experience from the states which have changed and
thereby work towards similar changes in their states.
Perhaps Islamic Figh Academy could consider setting up a
Working Group to study the Acts of the liberal states and
draft a model Act for adoption of which in the other states,
local pressure lobbies could be created.
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It is understood that by the end of the current calendar year,
the government proposes to bring a Bill on Microfinance in
Parliament. It is thus essential for Muslim activists, social
and political workers and intellectuals to act proactively,
brainstorm and unitedly come to a conclusion on the issues
they wish the Bill to address. Two such important issues are
identified here:

1. There are many Muslim trusts and welfare
societies all over the country, which are
engaged in advancing small (interest-free)
loans to the needy from collections of
interest-free deposits.

il. It is understood that the government is
inclined to include in the Bill a clause to bar
the microfinance institutions from accepting
deposits and make them entirely dependent
on banks for their funding.

As for the first issue above, we know that even now these
institutions are not supposed to accept deposits. However, in
view of the strong welfare orientation of the activities of
these institutions it would be in the interest of the
community that they be regulated and given a legal status
provided their activities conform to certain compliance
criteria (into which the Shariah compliance aspect can also
be built in). It is estimated that there are probably hundreds
of such institutions and they are handling perhaps 500 to
1000 crores of rupees of the community. In a way they are
also helping in generating savings and channeling them into
the national mainstream.

As we have discussed above, the key to taking microfinance
to the Muslims is through organizations which can raise
their own resources. If the SMFIs are made dependant on
banks for funding we will be either cutting off the financial
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tap for the financially disadvantaged sections which they
serve or compelling them to turn to interest based financing.
There may be a case for preventing NBFCs from raising
deposits (and indeed even more from banks) to provide
funds to these disadvantaged sections at exorbitant rates — as
is already happening now. But if SMFIs, which currently are
providing and could increasingly do so with changes in co-
operative rules outlined above, are prevented from raising
their own resources, an important avenue of Shariah based
funding will be closed.

Insurance

We propose to touch briefly in this paper on certain recent
developments in India relating to insurance. There have been
some favourable developments in this field which augur
well for the direction insurance is taking in this country. As
we are all aware, as yet there is no presence of Takaful or
Islamic Insurance in India. The reason for this is that
conventional insurance contracts come with three basic
violations of Shariah rules: Riba, Gharar and Maysir. The
latter two violations result from the way the basic insurance
contract itself is structured. The violation involving Riba is
however related to the investment of funds and not to the
contract per se.

Recently, three life insurance companies have come out with
certain pension plan schemes which claim to be Shariah
compliant. How is this possible? For this one needs to
understand the nature and structure of pension plans. The
typical structure of such schemes is that the insured person
puts up either a lump sum or pays in periodic payments over
a certain period (called the investment period). At the end of
the investment period, the accumulated amount comprising
the sum/s contributed and the investment return thereon less
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the administration charges, is used to buy him an annuity for
a further period (called the income period).

An annuity is a scheme whereby the insured receives a
certain fixed prescribed sum every month from his insurer.
At the end of the income period, he becomes entitled to the
balance in his investment fund. This is the vanilla option.
Then there can be various add-on features. The person (and
his dependants) can be covered for various specified types of
risks during the income period and/or the investment period,
on his demise the remaining fund could go to his nominee or
his wife (if alive) could start getting an annuity and so on.

Now if the insured person is not assured of any cover during
the investment period, then for the investment period the
scheme becomes like an investment scheme. Whether the
scheme is Shariah compliant or not during this period will
depend on whether the underlying investments themselves
were Shariah compliant. At the end of the investment period
essentially he will only be entitled to his own savings and
the earnings from them. However, the scheme does not stop
at the investment period.

According to IRDA rules, for a scheme to be offered by an
insurer it has to have an element of cover inbuilt in it at
some particular stage. All pension plan schemes have this
assurance built into them at least from the stage of
conversion into an annuity and thereafter. Hence, for the
person insured not to be in violation of Shariah, he has to be
out of the scheme before it reaches the stage of conversion
into an annuity.

Fortunately the IRDA rules require that the insurer gives the
insured the option of exiting the scheme before conversion
into an annuity. Further, IRDA also gives the insured person
the unfettered right to choose from any of the annuity
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schemes available in the market at the time of conversion,
whether offered by the insurer or some other insurance
company. Thus, at the time of taking out a pension plan
policy neither does the insured person have to enter into a
contract to buy a particular annuity nor even to continue
with the scheme upto conversion. Hence, he has the option
of not getting into an insurance contract which violates
Shariah provisions regarding Gharar and Maysir.

Now, we come to the question of Riba. Here too, if the funds
of the insured person are at all times invested in avenues
which are Shariah compliant, then he will not be violating
any prohibitions regarding Riba. Again fortunately, now
companies are offering options of investing the insured
person’s funds fully in a Shariah compliant manner. Thus,
the insured person will be acting in a Shariah compliant
manner as long as he ensures that his accumulated savings
are not converted into an annuity which is non-compliant.

As of now there are no fully Shariah compliant annuity
options available. In such pension schemes, however, the
investment period of such schemes typically runs for 10 to
35 years. As the investment and finance scene is developing
in India, it is quite conceivable that in 10 years’ time Shariah
compliant insurance (Takaful) schemes would have become
a reality in India. In spite of this, if the expectation is belied,
the investor still has an option of exiting the scheme just
before conversion, thus avoiding the potential violation.

As of now, three Indian insurance companies are offering
such schemes. Of these, one company even has an ongoing
Shariah monitoring by Shariah scholars with quarterly
updated reports, after scrutinizing monthly reports submitted
by the company and collating the same with back office
quarterly inspections. We need to build on these favourable
trends and try to expand the coverage and scope of these
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schemes by building consumer pressure on the insurers and
investor pressure on the regulator.

Capital Market

Debentures are debt instruments issued by commercial
organizations. They usually pay a certain interest amount
periodically and which are redeemable at the end of a fixed
period, generally either at the issued price or at a specified
premium to the same. Debentures are securities and hence
can be traded in the market at prices negotiated between
buyer and seller. The price generally depends on the relative
value of the interest rate on the debenture and the prevailing
structure of interest rates as well as the unexpired period of
the debenture. If they are issued, traded and redeemed at par
value, then they satisfy all the characteristics of tradeable
debt under the Shariah and hence are permissible. (However,
this is not a realistic scenario.)

Sometimes, a company may issue certain debentures only to
its existing shareholders in a fixed proportion to the number
of equity shares held. Such debentures, which come with the
promise from the issuer of either a part or the entire amount
of the debenture to be converted into equity shares at a
specified price at a specified date in the future are called
“convertible debentures* or CDs. Before the conversion date
the CD is completely a debt security and may or may not
(mostly it does) carry interest. If the CD is fully convertible,
(a FCD), then on conversion the original CD stands
extinguished. On the other hand, in case of a partly
convertible debenture (a PCD), the unconverted portion
continues as a non-convertible debenture (NCD), a pure debt
instrument, till it is redeemed on the specified redemption
date.
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Mostly, though not necessarily, CDs are offered as a rights
issue, i.e., only to existing share holders in a fixed
proportion to the number of equity shares held. Thus, such
rights CDs are in a way a benefit meant for the existing
shareholders, a benefit arising out of the ownership of the
equity shares. The benefit is in the pricing of the CDs, as the
CDs entitle the holder to equity shares at less than the
prevailing market price of the share. They also enable the
company to save on tax, while helping raise funds for new
projects without diluting the stake of the existing
shareholders. They can be particularly beneficial for
companies the shares of which command a high price on the
stock market.

Generally, it is possible for a shareholder to renounce his
entitlement to the rights (whether shares or CDs) offered, for
a price. Since such a course of action does not involve either
receiving interest or buying or selling debt at other than par
value and further, is required to protect his equity interest,
(he could use the proceeds of the sale of his entitlement to
buy additional shares from the market and maintain his
proportionate holding in the company which would
otherwise suffer) would it be permissible.

Sometimes such a course is not possible. In such an event if
a Shariah compliant shareholder does not take up the CD
offered in the rights issue, he will lose out because he would
have otherwise obtained additional shares at a much lower
price than the market price and his proportionate holding
would have been maintained (not subscribing to the issue
will reduce his proportionate holding). But holding the CD
would involve his earning interest. To at least reduce some
of his loss can he subscribe to the CD and immediately sell
it (without earning any interest). However this will mean
selling the CD at higher than par value. It may be noted that
at this stage the CD is a debt instrument; but it is not just a
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plain debt security — it carries with it an entitlement to equity
shares at a reduced rate after some time. Under the
circumstances, could the shareholder’s resort to the course
of action suggested be permissible?

Sometimes, the CD offered is fully convertible (a FCD) and
it is zero rated, i.e. it does not carry any interest during the
interim period. In such a case, if the investor subscribes to it,
he may from a Shariah point of view be required to hold it
till conversion. This is because the holder will not earn any
interest by holding it whereas in the process of selling he
will be selling a debt security at higher than par value. As in
this situation there is available to him an option whereby he
can safeguard his financial interest without getting involved
in selling a debt security at other than par value, would it be
impermissible for him to sell the CD at higher value.

To recap the earlier points above, in the event CDs are
offered on rights basis to existing equity shareholders, they
have the following options:

a. Ignore the offer and let it lapse. In this event
the shareholder will lose whatever benefit he
could derive from the offer on account of his
being a shareholder. In course of time, once the
CDs are converted his proportionate interest in
the company too will be reduced.

b.  Renounce the rights entitlement in favour of
someone else for a price. The application for the
CD and the investment will then be made by the
person in whose favour the rights is renounced.
In this case the shareholder will get part of the
benefit in the form of proceeds of renouncement
of his rights. With these he could buy some extra
shares of the company from the market and at
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least partly protect his proportionate interest in
the company.

c. Apply for the CDs and sell them on
allotment, without earning any interest. In this
case he will get a better benefit than in the case
b. above.

d.  Apply for the CDs and hold them till conversion
into equity shares. In this case his interest is fully
protected.

Consider the following example to understand the effect of
CDs on various aspects:

XYZ Company has an existing paid-up capital of
50 million. Its existing profit after tax (PAT) is 25
million, i.e., earnings per share of 5 and a
dividend per share of 2 (i.e. 20%).

The face value of its share is 10, its book value
25 and its market value 100

It has a debt of 100 million on which it is paying
an average interest rate of 15%. Its effective tax
rate is 33%.

XYZ needs additional 100 million to set up a
project which will generate additional profits.

The company can raise the additional 100
million in 3 ways:

a raise additional equity, or

b. raise additional debt, or

c. offer CDs as rights to the existing
shareholders.

Economic Advancement of Indian Muslims: The Situation and Scope 356



If it offers an additional 2 million equity shares
at a price of 50, it will raise 100 million and the
additional offer will be absorbed too. If it
increases its equity, however, the market price of
its shares will fall.

In the above example, as the number of shares is
increased from 5 million (i.e., 50 million / 10) to
7 million, the market price will fall from 100 to
about 70, as its earnings per share will come
down from 5 to about 3.5. There is also a distinct
possibility that it will reduce the dividend. Even if
it does not do so, the shareholders will only earn
an additional 4 on every additional 100 they
have invested.

Alternatively, if it raises additional debt of 100
million, its overall debt will double and so also
probably its interest burden, till the project goes
on stream and starts contributing to the profits.
As a result the net profit after will reduce by 40%
and so correspondingly will the market price of
the shares.

Instead, assume it offers 1 CD of 100 for every 5
shares held, in other words, 1 million CDs for
holders of the 5 million shares. Also assume that
the CDs carry 6% interest and each of them is
convertible after 2 years, into 2 equity shares at
a price of 50 each.

The result will be that immediately there will be

no increase in the equity. The interest burden will
rise by only 6 million (and in fact the average
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interest rate will reduce to 10.5% from 15%). As
a result the net profit will reduce by about 4
million only or about 16% only. Even if the share
price correspondingly drops by 16%, the existing
shareholders will be happy as there will be no
reduction in  their  proportionate  stakes.
Moreover, in the interim for each CD held, while
foregoing a small interest income of 8 over 2
vears (i.e., 2*[10-6]), due to lower than the
market rate of interest (of say 10%), on
conversion they stand to gain 68 (2*[84-50])
more, a net gain of 60 per CD or 12 per share of
10.
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What is Shariah?

* The Shariah is an abstract form of law capable of
adaptation, development and further interpretation.

* Shariah is derived from two primary sources: the Quran
and the Sunnah

* Three dependent sources, namely qiyas (analogical
deductions and reasoning), ijtehad (legal reasoning) and
the ijmaa (a consensus of shariah scholars).

/ \

Protection ] <— Public Welfare

[LELEE Muamlaat

Objectives of Shariah

Securing Benefits (manfa’a)

Protecting from Harm (madarrah)

[The Religion of Islam]

———

Ibadaat Muamalaat
(Worship, Prayer) (Transactions, Worldly Affairs)
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Ibadaat & Muamalaat

* |badaat

—The “principle” is everything except what is
prescribed is “PROHIBITED”.

* Muamalaat

—The “principle” is everything except what is
prohibited is “PERMITTED".

3 Fundamental Principles

* JUSTICE; neither party to a contract may exploit the other.

° TRANSPARENCY; those concerned must share all available
information. Withholding crucial information bearing on the
transaction could render the contract invalid.

* MASLAHA; common interest will take precedence over
individual or particular interest. On the basis of Maslaha a
particular form of transaction may be exempted from a general
rule because it has been shown in common practice to facilitate
business.
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Fundamentals of Shariah Finance

*  Prohibitions:
— Riba
— Gharar
—  Maysir
— Prohibited sectors
— Conditionality
*  Promotions:
— Encouragement of profit and loss sharing
— Public need or necessity

Major Prohibitions: Riba

RIBA; in Islam is religiously, socially, and economically unjust practice.

— Interest on consumption loans; taking advantage of the borrower’s inferior
economic position.

— Interest on business loans; inequitable form of transaction.
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Major Prohibitions: Gharar & Maysir

* GHARAR,; literal meaning: to deceive, cheat, delude, lure, entice.

* Parties to a contract must have actual knowledge of the "subject
matter" of the contract, the price and the implications of the
contract. As a result, contracts where the parties are not
completely aware of the benefits and risks inherent, are forbidden.

* Nor can any obligation be conditional on the occurrence of an
uncertain or ill defined event outside the control of the parties.

* Under Shariah principles, if gharar is present, the contract will be
void.

* MAYSIR is gambling, bets and wager where whatever one profits is at the
cost of others.

Validity of Shariah Contract

* Four basic conditions:
— Price mutually agreed;

— Parties are sane and have the legal capacity to understand the
implications of their actions;

— Without uncertainty or speculation (gharar) with regard for
example, to the quality of the goods or the seller's ability to
deliver them; and

— The contract should not be based upon a counter value that itself
is prohibited.

Shariah Norms for Investments

e Shariah Scholars’ Position

— Most Conservative: do not permit investment in the company
which is in haram business to any extent.

— Conservative: allow investment in the company which derives a
minor part of its income from haram activities.

— Liberal: agree to relaxations if the same can be justified on grounds
of masalahah i.e. public interest.

— Most Liberal: allow investments in the company if its engagement
in haram activities are because of pervasiveness. This in shariah is
known as a commonly prevalent evil (very difficult to avoid).
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Issues in Shariah Compliance

* Business of the Enterprise
Shariah scholars agree that if the business of the enterprise is
shariah repugnant than investments in it is not permitted. There
is consensus on it.

* Structure of the Enterprise

Three important aspects to be considered:
« Extent of Shariah repugnant debt and investments;
* Extent of impermissible or suspect earnings of the company;
« Extent of cash and receivables with the company.

Issues in Shariah Compliance

* Business Screening

— All companies whose core or main business is shariah repugnant are
excluded from the investable portfolio

* Financial Screening?
— To assess the level of shariah infringement with regard to company’s
borrowings and investments (indulgence in riba based transaction);
— To assess the level of impure income company is receiving on account of
its involvement in shariah repugnant activities;
— To assess the level of liquid stocks (cash & debt) the company has vis-a-
vis its total assets.

AAOIFI Shariah Norms

* What is AAOIFI?

Established in 1991 AAOIFI stands for Accounting and Auditing
Organisation for Islamic Financial Institutions. It is headquartered in
Bahrain and today the most widely represented shariah body of
Islamic finance institutions in the world. AAOIFI prepares
accounting, auditing, governance, ethics and Shariah standards for
Islamic financial institutions. AAOIFI’s shariah norms are developed by
world’s 15 top most shariah scholars of finance. Consequently AAOIFI’s
norms are most respected and widely accepted.

— AAOIFI has 145 members from 40 countries. More details about AAOIFI can be had
from www.aaoifi.com
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AAOIFI Shariah Norms

¢ Business Screen:

Investment is permitted if the objectives for which the corporation was
established are shariah lawful.

* Financial Screen:
Fundamental rule is prohibition of acquiring and trading in shares of
corporations undertaking transaction in riba and other prohibited things even
when their primary activity is lawful.

— Exemption to the above:

« If Memorandum of Association does not mention that one of its objective is shariah
repugnant.
If total borrowings and debt does not exceed over 33% of its market capitalisation.
If the total income generated from prohibited component does not exceed 5% of the total
income of the corporation.

Dow Jones Screening Norms

* Launched in 1999 it currently tracks shariah compliant stocks from about 50 countries

* Business Screens

Based on revenue allocation, if any company has business activities in the
shariah inconsistent group or sub-group of industries it is excluded from the
Islamic index universe. Such as alcohol, tobacco, pork, conventional
finance, weapons, entertainment etc.

* Financial Screens

FTSE Screening Norms

Launched in 2000 it currently tracks shariah compliant stocks from
about 50 countries

* Business Screens

Companies involved in alcohol, tobacco, pork, conventional
finance, weapons, entertainment are excluded.

¢ Financial Screens
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S&P Screening Norms

Launched in 2007 it currently tracks shariah compliant stocks from
about 35 countries

Business Screen

Company’s annual audited report is screened. Activities screened out
are; alcohol, tobacco, pork, financial services, advertising and
media, trading of gold & silver, adult entertainment, gambling.

Financial Screens

MSCI Screening Norms

Launched in 2007 it currently tracks shariah compliant stocks from about
53 countries

Business Screen

Screening is done based on 5% revenue criteria. Activities screened out are;
alcohol, tobacco, pork, conventional finance, weapons, entertainment
(hotels, casino, gambling, adult entertainment).

Financial Screens

NCB Saudi Arabia, Screening Norms

* Business Screens

Any company whose any of the business objective is shariah repugnant is
screened out. Consequently investment is not permitted in any company
engaged in alcohol, conventional finance, pork, tobacco etc.

¢ Financial Screens
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DFM Screening Norms

* Business Screens

Companies are screened based on their business objective and nature
of activities. If they fall under prohibited category then they are
screened out. Consequently all businesses involving Riba, Gharar,
Maysir and other prohibitions are excluded.

* Financial Screens

SEC, Malaysia Screening Norms

* Core Activities
* Mixed Activities

— The public perception or image of the company must be
good;

— The core activities masalahah;

— Non-permissible element very small and involves matters
such as umum balwa (common plight and difficult to
avoid), uruf (custom) and the rights of the non- Muslim
community.

SEC, Malaysia Screening Norms
Benchmarks of Tolerance

* Five Percent
To assess level of mixed contributions from activities that are clearly
prohibited. Such as riba, gambling, liquor and pork.

e Ten Percent
To assess I?vpl of mixed coptrii#ltio,ns from activities that in\flglve the
eler]?ﬁnt of ‘umum balwa” (affecting most people and difficult to
avoid).

* Twenty-five Percent

To assess |level of mixed contributions from activitjes that are generall
ermissible and have an element of maslghah (public interest), bu
h(te_retare other elements that may affect the shariah status of these

activities.
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Meezan, Pakistan, Screening Norms

* Business Screen

Companies are screened on the basis of their business activities. If they
fall under any of the prohibited category they are screened out.

* Finance Screen

Less than 45% of Total Assets
Net Liquid Asset At least 10% of Total Assets

Investments (Non-compliant) Not more than 30 % of Total Assets
Net Liquid Asset Less than total Market Cap

TASIS, India, Screening Norms

Launched in 2007, TASIS tracks shariah complaint stocks listed at India’s three
prominent stock exchanges i.e. BSE, NSE and CSE. Based on shariah logic and
scientific research its norms are most conservative for shariah screening. TASIS
association with Dar al shariah has added further credibility to its methodology.

* Business Screen

Listed companies are first screened on the basis of their business activities.
Consequently  all non-compliant businesses  such as  financial
services, tobacco, alcohol, pork , sugar, vulgar entertainment, manufacturer of
explosives etc are screened out.

* Finance Screen

Borrowings/Debts Less than 25% of Total Assets
Cash Plus Receivables Less than 90% of Total Assets

Shariah Compliant Stocks in India
M BSE 500 Shariah Compliant
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Shariah Compliant Stocks in India

Year 2004 2005 2006 2007 2008
BOMBAY STOCK EXCHANGE (BSE)

Data Available for BSE 500 465 474 484 494 491
BSE 500 Shariah Comp 116 132 138 123 125
% Market Cap Sh Cmplt 31.61 44.01 41.37 28.46 20.14

NATIONAL STOCK EXCHANGE (NSE)

Data Available for NSE Listed 1238 1272 1301 1310 1269
NSE Shariah Comp 297 329 331 312 265
% Market Cap Sh Cmplt 33.53 45.60 42.92 31.84 20.41

Shariah Compliant Top Four Sectors

Top Sectors Number of Companies
Computer Software 45
Drugs & Pharmaceuticals 12
Automobile Ancillaries 11
Industrial Construction 8
Top 4 contribution in Total Shariah Compliant market cap(As on 30t Nov,2008) 34.69%
NATIONALSTOCK EXCHANGE (NSE)

Computer Software 19
Drugs & Pharmaceuticals 6
Cosmetics, Toiletries, Soaps & Detergents 5
Industrial Construction 4
Top 4 contribution in Total Shariah Compliant market cap(As on 30t Nov,2008) 40.07%
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Critical Appraisal and Shariah Issues

Non-availability of Standard shariah Norms

Non-availability of shariah related information

No Research Backup

Conflict of interest (index service and shariah compliance)

Low exposure of shariah scholars in Capital market

How to measure true worth of a company? Is market cap a suitable alternate?
How to cleanse impure income?

O N OV, WN R

Is a company merely a bundle of Assets and Liabilities?

THANK YOU!!

Contact details
sharignisar@yahoo.com

Economic Advancement of Indian Muslims: The Situation and Scope 370



Economic Advancement of Indian Muslims: The Situation and Scope 371



Bringing Economic
Development on the Agenda
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Scope and Prospectus of Economic
Inclusion of Muslims in India

Dr Amir Afaque Ahmad Faizi

Muslims in India may be termed as one of the excluded
groups. Excluded from mainstream of economy, polity and
society is proved by Sachar Committee Report. As an Indian
and a member of such a group we have the responsibility to
study the symptoms of the exclusion and identify the crux of
the problem. I will try here to discuss in brief the problem
and the way to address this problem effectively and
efficiently.

Before partition of the country, the Indian Muslims were
enjoying a respectable position in the country with 41%
literacy, 25% presence in government jobs, 9% presence in
the military. After partition, the literacy rate drastically
came down to 9% according to 1951 census, outnumbered in
white collar jobs and military and land snatched through
land ceiling act and zamindari abolition act. The middle
class of the community brought to such a thin margin that
the community has become almost leaderless in economic,
social and political affairs. In the absence of an educated
middle class and periodic economic, political shocks
through riots and blame of partition lead lowering of the
morale of the community and shrinking or drifting of the
community for more exclusion. Y.C Halan has mentioned in
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his article, Economic Problems of the Muslim Minority in
India, that the state of backwardness among the Muslims
during the past 150 years has developed a rigid social
attitude. He believes that it prohibited the community from
moving with the changing times and thereby significantly
affecting their economic prosperity. Most of the Muslims,
consequently, continue to be engaged in low wage
employment or low earning trade. Though there has been a
significant expansion of handicrafts and allied small scale
industries, in which bulk of the Muslim population is
engaged, the community has not shown indications of a very
perceptible improvement of an average Muslim. They
continue to be poor compared to their neighbourhood
(2007). As per the Sachar Committee Report, incidence of
poverty among Muslims in urban areas is the highest with a
Head Count Ratio of 38.4%. In urban areas, the largest
proportion of Muslims falls in the range of Rs. 400-Rs. 500,
and about half of all Muslims are in the expenditure range of
Rs. 300 to Rs. 600. Even in rural areas poverty levels among
Muslims are high; in some states the HCRs among Muslims
is much higher than the SCs/STs, not to speak of OBCs and
H General. West Bengal and Assam stand out in this respect;
where the poverty among Muslims is very high in rural
areas. The all India average Mean Per Capita Expenditure
(MPCE) for the year 2004-05 is Rs. 712 with a high of
Rupees 1023 for H-General followed by Rs. 646 for H-
OBCs, Rs. 635 for Muslims and Rs. 520 for the SCs/STs
(Fig 8.2). The average MPCE varies across SRCs
considerably in urban areas - from Rs. 1469 for H-General
to about Rs. 800 for SC/STs and Muslims. What is striking
is that the MPCE of the H-General is about 80 per cent more
than the MPCE of SCs/STs and Muslims. In urban areas, at
the aggregate all India level, the level of consumption of
Muslims is about the same as the level for SCs/STs (Prime
Minister’s High Level Committee, 2006).
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The poverty has a direct relation with unemployment, kind
of employment, and ratio of dependents or in other words
ratio of workforce. The ratio of workforce is an indication of
the economic conditions of any group of the society. The
population of overall workers in India has been estimated to
be 39% according to the census of India 2001. The
corresponding figure for the Muslim has been 31%. Out of
this workforce of the community there are 20% cultivators,
22% agriculture labours, 8% workers of household
industries and the vast majority of 50% comprises of other
category of workers (Social Service Wing, Jamaat-e-Islami
Hind, 2008). The participation of Muslim Workers in the
informal sector enterprises is much higher. Among the non-
manufacturing segments retail and wholesale trade has a
large proportion of the Muslim workers. And a significantly
larger proportion of Muslim workers is engaged in small
proprietary enterprises and their participation in formal
sector employment is significantly less than the national
average. The other major area of Muslim worker
engagement is auto-repair and electrical machinery (Prime
Minister’s High Level Committee, 2006). A study conducted
by Haryali Center for Rural Development, sponsored by
Ministry of Statistics and Programme Implementation,
Government of India on, Socio-Economic Status of
Occupational Profile of Minorities and Backward Classes in
Uttar Pradesh in November 2002 revealed that 37% of
Muslims are engaged in grocery shop, general store or cloth
shop, 20% in silk and cotton weaving and 20% in vending.
The report also mentioned that 59% of the Muslims
traditional occupation is labour, casual or agriculture (2002).
I would like to focus on this 80% of the Muslim population
who are engaged in either petty self employment or working
as labour in informal sector where they have neither security
of job nor getting any benefit of social security and or
exposed to all sort of vulnerability.
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First of all we need a dedicated group of educated
youngsters for taking the responsibility of facilitating for
economic, social and political inclusion of this section of
society. There are various professional courses and jobs for
facilitating this section for the abovementioned purposes. It
is the time we should encourage school students for opting
career in social work and related disciplines.

The section of Muslim community which needs our
attention requires at least three pronged facilitation for
inclusion. First they need the knowledge of the programmes
and schemes available for them and need help in getting
those benefits. Secondly, this group need some technical
help in the form of skill up-gradation, certification and
marketing facilities. And, thirdly the most important is
cheap and easily available small or micro-level financial
help.

Awareness and Facilitation:

Justice Sachar Report has mentioned some important facts,
some of which are mentioned here-

o While Muslims constitute 30.7% of the poor (BPL) in Kerala,
their share under various Government programmes ranges
between 5% and 18%, except in programmes like Co-
operative Credit (25%). National Tuberculosis Control
Programme for Control of Blindness (21%). The share of
Muslims is less than 12% in the schemes implemented by
rural development and housing departments.

® The share of Muslims in UP, who constitutes about 23.6% of
the poor, is also unsatisfactory. It ranges between 3% and
14%, with the exception of programmes like Swarna Jayanti
Shahri Rozgar Yojana (SJSRY) and small scale industries in
which Muslim’s share is over 16%. The share of Muslims is
less than 10% in the schemes implemented by Agricultural
and Cooperation Department.

® [n Karnataka one-fifth of the poor are Muslims . The share of
Muslims is satisfactory in SSRY (overl5%) and in
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establishment of SSI (11%). The remaining schemes, however,
have not covered Muslims adequately. Even in a successful
programme like Yeshasvini, the share of Muslims is
inadequate.

® [n Maharashtra, where Muslims constitute 16.4% of the
population, the share of Muslims is good in schemes like
SJISRY, NSAP. (Prime Minister’s High Level Commiittee,
2006)

The above facts confirm that Muslims lag behind in getting
its due share in government schemes. There is a good career
and avenues for young educated persons in social services,
awareness generation, and as motivator, facilitator and
educator. Almost every scheme like NREGS, SGSY,
SJSRY, etc have special funds for taking services to such
people especially rural youths for awareness generation,
evaluation, and educating the stakeholders about the scheme.
There are national and international NGOs, UN
organizations, etc which encourage social work especially
for facilitation and awareness generation.

Technical and Marketing Assistance:

For technical help there are many schemes of central and
state governments. The most important of all is RUDSETI
SGSY and SJSRY.

Rural Development Self Employment Training Institute
(RUDSETI) is a joint venture of Government of India,
Commercial Banks and NABARD. The Government of
India is setting such an institute in every district. It is
running in almost three hundred districts and in the rest of
the districts it has to be established within a year. The target
group of the RUDSETI is unemployed youth particularly
from rural and semi-urban background who could not access
higher professional education but oriented towards white
collar jobs are driven to despair for not finding a job; and its
objective is to promote self-employment entrepreneurial
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ventures among the unemployed youth. The Institute
conducts more than 50 types of training programmes, which
are of short duration, ranging from 1 to 6 weeks. The
specialty of RUDSETI training is the post training follow-up
which is very important and crucial for new entrepreneurs,
especially the Muslims, who are usually very apprehensive
of the government approach and market trends. It is also
important to sustain motivation level and overcome teething
problems of new entrepreneurs. The Institute facilitate credit
linkage with the banks for setting up of micro enterprises.
And, moreover, post training follow-up for 2-3 years after
training through regular correspondence, individual contact,
unit visit, Village/ Taluk/ District/ Banks Branch level
meeting, special follow up meeting at Institute and District
Level and business linkages. The Institute also co-ordinates
with other agencies influencing the setting up of self-
employment ventures, viz. Banks, government departments,
etc. Banks have supported in a big way by financing the
trainees to establish their ventures.

Swarnjayanti Gram Swarozgar Yojana (SGSY) has also
component of training of youth and assured placement after
training.

There is a lot more where rural or urban youth can train and
after training they can get certificate and facilities for
opening their own enterprises or getting an employment in
organized sectors.

Financial Support:

The Census, 2001 data shows that the percentage of
households availing banking facilities is much lower in
villages where the share of Muslim population is high. One
of the reasons for such an outcome could be non-availability
of banking facilities in these villages. The financial
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exclusion of Muslims has far-reaching implications for their
socio-economic and educational up-liftment. Muslims are
engaged mostly in self-employment, to empower Muslims
economically, it is necessary to support financially and
technically to such persons by ensuring a smooth flow of
credit to them (Prime Minister’s High Level Committee,
2006).

NREGS is one of the scheme through which Muslim daily
wage earner may be integrated with financial institutions.
Moreover, there are various schemes which provide cheap
loan on a very minimal interest, long term and short term
loans and for BPL families there are also provisions for
subsidies.

There are sufficient schemes available that can support this
community to become out of the poverty curse. We need to
reorient the mindset of our educated and under-educated
youth to take this positively with commitment and
contribute in awareness generation and facilitating their
brethren. The community as a whole should give preference
to youth’s employment. Gaur & Prakash has referred Nobel
laureate Prof Amartya Sen (in his seminal work, Poverty
and Famines: An Essay on Entitlement and Deprivation)
that he has challenged the common view of
plainly implementing the poverty alleviation programmes
and favours a controlled implementation. He also writes that
the ethical and moral values and norms should strictly be
followed. According to him, “It is obvious that ethics and
norms influence the ways in which people behave and,
therefore, these values in the society must be taken into
account in predicting how economy moves, or how one kind
of society is more successful in removing poverty and
raising productivity than some other”. (Gaur & Prakash,
2007)
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Muslims: A Study of Employees at
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Abstract:

Financial risk tolerance is an important element in financial
planning for the investors. Risk tolerance is one factor that
may determine the optimum composition of assets in terms
of risk-return for an individual. The capacity of financial
risk tolerance of an individual has a bearing on growth of
wealth. This study investigates the risk tolerance level of a
sample of Muslim employees of Aligarh Muslim University
(India), using a questionnaire developed by Fidelity Inc. The
study finds that an overriding majority of respondents fall in
the category of no risk or below average risk tolerance
category. It implies that the respondents may prefer safe and
riskless investment options instead of making investment in
equity stocks etc. The study also examines the influence of
demographic variables such as income, age, martial status
and gender on risk tolerance and fails to find any clear cut
conclusion in this regard.
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1. Introduction:

Risk is an inseparable element of life. There is always a
lurking possibility that something would not work out for us
and this chance is described as risk. There is a risk in
anything we chose to do in life including our financial life.
An individual’s attitude towards accepting risk is called risk
tolerance. The concept of risk tolerance is based on
economic concept of risk aversion. Grable (2000) stated that
financial risk tolerance is “the maximum amount of
uncertainty that someone is willing to accept when making a
financial decision.” The inverse of risk aversion is called
risk tolerance (Brennan and Kraus (1976); Walls and Dyer
(1996); Barsky et a (1997) and Gron and Winton (2001).
Risk tolerance is one factor that may determine the
appropriate composition of assets in a portfolio, which is
optimal in terms of risk and return. For example, an investor
may have to decide how to select several investment
options. A more risk tolerant investor may have a
predilection to choose an option with more stocks, stock
mutual funds and less tolerant may go for an option with
more cash, bonds or other fixed income securities.

An appropriate level of financial risk is important to a
household because of the relationship between willingness
to take risk and growth in wealth. Too low a level of risk
tolerance could result in less money to cater to the needs and
other financial goals. It is well known that equity capital is
riskier than bonds or treasury bills but more risk comes with
more returns also. Mehra (2003) reports that the real worth
of one dollar invested in equity in 1802 would have been
nearly worth US$ 560,000 in 1997 whereas the real worth of
the same US$ 1 invested in treasury bills in 1802 would
have been only US$ 276 over the corresponding period.
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To the best of my knowledge no study has been conducted
in India to gauge the financial risk tolerance of the Muslims.
This study seeks to address this issue. The rest of the paper
proceeds as follows: section 2 reviews the literature on risk
tolerance. Section 3 describes the methodology of research.
Section 4 discusses the results and the last section
concludes.

2. Literature Review:

The concept of risk tolerance is rooted in economic concept
of risk aversion which is based on expected utility theory.
According to this theory, household should maximize
expected utility. In investment setting; this can be evaluated
through mean-variance framework of Markowitz (1952). In
describing, risk tolerance, three types of investors are
generally identifiable:

Risk averse: those who will choose certain outcomes today
to uncertain ones in the future.

Risk neutral: those who are indifferent between certain
outcomes today and future uncertain outcomes.

Risk Seeking: those who prefer the uncertain outcomes of the
future to the certain ones today.

There are two other major strands of the theory:

(a) More wealth is preferred to less; that the utility of
incremental larger doses of wealth is positive.

(b) The utility of each successive increment of wealth is
lower than the previous ones.
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These two concepts lead to two additional notions, namely
absolute risk aversion and relative risk aversion. Absolute
risk aversion posits that there is an absolute risk aversion to
risk no matter what, and that investors at the same level of
wealth may be characterized according to their individual
risk aversion. The higher the absolute risk aversion the more
the risk averse investor is. Relative risk aversion gauges an
investor’s risk aversion to his particular wealth level. Most
analyst assume that investors posses decreasing absolute risk
aversion and a constant relative risk aversion. In other
words, required risk premium decreases through time and as
wealth increases.

The expected utility theory has come under criticism in
recent years. Tversky and Kahneman (1992) have developed
the concept of cumulative prospect theory which suggests
that individual confronted with risky prospects do not make
decisions consistent with expected utility theory. This has
generated a lot researches which look at the behavioral
influences on risky decisions. The research into behavioral
influences attempt to take into cognizance individuals’
limited cognitive capacity, predispositions such as
personality characteristics and emotions in decision-making
under risk.

Determinants of Risk Tolerance

The investor’s attitude towards risk tolerance is a complex
concept that tends to be mix of subjectivity and objectivity.
However, it tends to be more subjective. The risk aversion
characteristics of a person hinges on the individual’s feeling
about risk, his current financial situation (such as net worth),
the prospects of financial gains or requirements and the
individual’s age. Thus, objective and subjective factors are
to be taken into reckoning in order to asses risk tolerance.
The literature survey reveals that chunk of researches while
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analyzing an investor’s risk tolerance has tended to be based
on demographics such as age, gender, income, education,
marital status, race, etc. Below, some of these studies are
described.

It is generally posited that risk tolerance decreases with age
(see Wallach and Kogan (1961); Mclinsh (1982); Morin and
Suarez (1983) and Palsson (1996). However, this
relationship may not necessarily hold in a linear fashion.
(Riley and Chow (1992); Bajtelmsit and Van Derhi (1997).
This result can be explained by the fact that younger
investors have greater (expected) number of years to recoup
financial losses that may be incurred with the risky
investment. However, more recent evidences either
document positive relationship or absence of any impact of
age on risk tolerance (Wang and Hanna (1997); Grable and
Joo (1997); Grable and Lytton (1998); Hanna et al. (1998);
Grable (2000); Hariharan et al (2000); and Gollier and
Zeckhauser (2002).

Gender (i.e male or female is another demographic factor
which is regarded an important classification factor to
determine risk tolerance. It is generally believed that men
are more risk tolerant than women. This belief is empirically
vindicated by the empirical studies of Bajtelsmit and
Bernasek (1996), Palsson (1996), Jiankakoplos and
Bernasek (1998), Bajtelsmit et al. (1999), Powell and Ansic
(1997) and Grable (2000). On the other hand, Grable and
Joo (1999) and Hanna et al. (1998), find that gender is not
significant in predicting financial risk tolerance.

Marital status is also another factor that may impinge on risk
tolerance. The evidence suggests that single investors are
more risk tolerant (Roszkowski et al. (1993). Some
researches have failed to identify any significant relationship
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with the marital status (Mclinsh (1982); Masters (1989) and
Haliassos and Bertaut (1995).

Income and wealth are two related factors which are
considered to exert a positive relationship on the preferred
level of risk (Friedman (1974; Cohn et al (1975); Blume
(1978), Riley and Chow (1992); Grable and Lytton (1999),
Schooley and worden (1996) and Bernheim et al (2001).
However, the relationship between wealth and risk tolerance
however is not unambiguous.

Education is another demographic variable that enables
someone to asses risk and benefits more carefully than
someone with less education. Thus, education is
hypothesized to be positively related to risk. The empirical
results on the effects of education on risk are divided. Riley
and Chow (1992) find that financial risk aversion decreases
with education whereas Gianakopulos and Bernasek (1998)
find the opposite.

3. Data and Method
Objectives:

e To asses the financial risk tolerance level among
employees of Aligarh Muslim University

e To find out the relationship between demographic
variables and risk tolerance

Sample Description, Size and Technique

The sample size comprised 100 Muslim employees of
Aligarh Muslim University Aligarh. This consisted of 80
teaching and 20 non-teaching staff. In non-teaching staff,
employees, section officers (head clerks) or above were
contacted. Only those employees who could comprehend the
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questionnaire were included in the sample. Hence
judgmental-cum-convenience sampling technique was used.
The sample comprised 86 male and 14 female employees.
The sample was made up of 90 married and 10 unmarried
respondents.

Research Instrument

There are at least four measures used for measuring risk
tolerance: asking about investment choices, asking a
combination of investment and subjective questions,
assessing actual behavior and asking questions based on
hypothetical scenarios. (Hanna et al 2001). Studies that
deduce risk tolerance from actual behavior use ownership of
risky assets or the ratio of risky to total wealth (Cohen et al
(1975); Friend and Blume (1975); Fama and Schwert
(1977); Morin and Suarezy (1983); Mclnish et al (1993); and
Scholey and Worden (1996). Inferring risk aversion based
on observing actual portfolio allocation has limitations as
there are many individuals who have no portfolios to
allocate so nothing can be inferred about their risk aversion.

In this study a structured, undisguised questionnaire, used by
Fidelity Investments Inc.1991, developed in association with
Andrew Comrey of University of California at Los Angles
was used to gauge the risk tolerance of the employees. (See
appendix for the questionnaire). The questionnaire uses the
following scoring system:

One point for choosing option “a”

Two points for choosing option “b”
Three points for choosing option “c”
Four points for choosing option “d” and

66 9

Five points for choosing option “e”.
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The scores were then added to find out under which risk
tolerance category the individual falls. The categories were
divided as follows:

46 and higher: Very high-risk tolerance level. It probably
shows that investors have the money and inclination to take
risks. High risk investment includes growth stocks, start up
companies, commodities, junk bonds, stock options, and
investment in real estate.

41-45: Above average risk tolerance capacity. It probably
reflects that investors have enough time and income to cover
the losses. Investors in this category may mix high-risk and
low risk options.

36-40: This type of investor exhibits average tolerance for
risk but does not like to gamble. Moderately an aggressive
investor. For this type of investors blue chip stocks, high-
grade corporate bonds, mutual funds and real estate are
possible options.

31-35: Below average tolerance for risk either because of
age, income or family circumstances. Investment options
would include home, high quality bonds, government
backed securities, etc.

30 and below: Virtually no tolerance for risk. Investment
options would probably include investments that have
government backing such as bank deposits, treasury bills,
bonds, etc.

Therefore, to deduce the risk tolerance of an individual and
to arrive at qualitative assessment, the above mentioned
factors should be kept in view. In the questionnaire, the five
items (number 1,6,7,8,9) concern the investor’s situation,
five other (numbers 2,4,5,11,120) concern the investor’s
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investment approach (mainly characterizing the level of
comfort for risk), one item characterizes the market and one
item asks about the value of a managed fund. This
questionnaire, therefore, reflects the notion that risk
tolerance is determined both by internal feelings towards
risk and investor’s financial environment.

Based on the above described scoring system the risk
tolerance level of the each respondent was computed and
classified according to demographic variables such as
income, age, gender, marital status, etc.

4. Results and Discussion

Risk Tolerance Level of the Respondents (Table 1 and
Figurel)

The sample, which consisted of 100 respondents, had their
risk tolerance level distributed as follows.

<30 31-35 36-40 41-45 >45

(No risk | (Below av.) | (Average) | (Above av.) (Very high risk
tolerance) tole.)

42 48 4 6 0

Table: 1

e 48% of the respondents belonged to below average
risk taking category (conservative investor). This
was followed by no risk tolerance category (highly
conservative investors), which comprised 42% of the
respondents.

e Just a very small number, i.e. 4% and 6% belongs to

average and above average risk tolerance category
respectively.
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A very striking fact that came out of the study is that

no respondent scored greater than 45, which means
none belongs to very high-risk tolerant category
(highly aggressive investor).

6% Overall risk tolerance level of
respondents
4%
O0<30 (no risk
tolerance)
®31-35 (below
av.)
036-40
(average)
041-45 (above
av.)
Figure:1
Classification according to age
>45
IAge group (<30 31-35 36-40 41-45
very
high riskl
(no risk tolerance)  |(below av.) |(average) |(above av.) folerant)
20-30 4 4 4 2 B
30-40 12 26 4 B
40-50 14 14 B
50-60 10 4 B
>60 2 L
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Table: 2

classification according to age

100%
- 90% -
3 i
k3 60% 1 || 041-45 (above av.)
"2 2832 i ||| 036-40 (average)
£g gggjg ] || m31-35 (below av.)
E qg,, 180//2 ] . _1_I7| @<30 (no risk tolerance)
5T 20- 30- 40- 50- >60
2 30 40 50 60
2
©
2 age group (yrs.)

Figure: 2

In the age group of 20-30 years (see figure 3) there is an
even distribution of respondents in terms of number of
respondents below average and average risk tolerant and this
category also has 14% of those who can take risk above
average.

for age group 20-30 yrs

14%
28%
D <30 (no risk
tolerance)
299, @31-35 (below av.)

29%

Figure: 3
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In age group 30-40 years (see figure 4) majority belonged to
below average risk tolerant category and there are 10% who
showed propensity to take to above average risk tolerance.

for age group 30-40 yrs.

O<30 (no risk

tolerance)
@31-35 (below av.)

036-40 (average)

J

9%
0%

Figure: 4

In age group 40-50 years equal percentage (50%) of
respondents were found to be in no risk tolerance and below
average risk tolerance category. None belonged to other
categories.

for age group 40-50 yrs.

0% 0%

0<30 (no risk

tolerance)
m31-35 (below av.)

036-40 (average)

Figure: 5
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In age group 50-60 years (figure 6) the majority, i.e. 71%
belongs to no risk tolerance category.

for age group 50-60 yrs.

Oo/o 00/0

O<30 (no risk
tolerance)
@31-35 (below av.)

036-40 (average)

Figure: 6

In the age group of greater than 60 years (figure7) all
belonged to no risk tolerance category.

for age group greater than 60 yrs

0%% B<30 (no risk
tolerance)

@31-35 (below av.)

036-40 (average)

100%
041-45 (above av.)

Figure: 7

Economic Advancement of Indian Muslims: The Situation and Scope 392



Analysis according to gender ( Table 3, Figure 8)

Gender | <30 31-35 36-40 41-45 >45
(mo risk | (below (average) | (above av.) | (very high
tolerance) | av.) risk takers)
Male 32 44 4 6 --
Female 10 4 -
Table: 3

While analyzing the data according to gender it is found that
the majority of females are in the category of no risk. On the
other hand although the majority of male respondents fall in
the category of below average risk tolerance, 12% of the
respondents exhibited average or above average risk

tolerance.
classification according to gender
50 yivi)
45 —
840
(V]
830 Omale
g 25 -
<20 | Bfemale
Eis5 10
6
g 12 1 Z Z 6
£ 2] 1 1T
(no risk (below av.) (average) (above av.)
tolerance)
<30 31-35 36-40 41-45
level of risk tolerance
Figure: 8
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Thus, in comparison to women, men are slightly more risk
tolerant. (see figure 9 and 10 for break-up of risk tolerance
among males and females)

risk tolerance level of males

7%
5% A
N O<30 (no risk
tolerance)
@31-35 (below
av.)
Figure: 9

risk tolerance level of females

0% 0% O<30 (no risk

tolerance)
‘ m31-35 (below
av.)
036-40 (average)

041-45 (above
av.)

Figure: 10
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Analysis according to marital status

The analysis of the responses on the basis of their marital
status (see table 4 and figure 11), it is found that married
couples are more risk averse as compared to unmarried

individuals.
Marital ;30 . 31-35 36-40 41-45 (>45

arita o ris very
status toleranc (below av.) (average) (above av.) high risk

e tolerance)
Married 38 46 2 4 --
Un 2 4 2 2 --
Married
Table: 4
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classification according to marital status

S0 46
45 [ ]
40 38
()
=35 1]
@
230 |
S Dmarried
625 T
= Bunmarrie
020
S d
€15
10 1+
5 4 4
1 [2 2 2 2
0 5 B cm [
(norisk | (below |(average)| (above
tolerance) av.) av.)
<30 ‘ 31-35 36-40 L 41-45

level of risk tolerance

Figure: 11

It can be seen from the table and figure that the majority of
married respondents (92%) showed below average or no risk
tolerance and just 6% fall in the category of average or
above average risk tolerance category. (see figure 12 for
break-up of risk tolerance among married respondents)
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risk tolerance level of married respondents

2% 5% 0<30 (no risk tolerance)

\

m31-35 (below av.)

036-40 (average)

041-45 (above av.)

Figure: 12

Among unmarried respondents 20% each belonged to no,
average and above average risk tolerance category and 40%
had below average risk tolerance level .

risk tolerance level of unmarried
respondents

O<30 (no risk
tolerance)

@31-35 (below av.)

036-40 (average)

041-45 (above av.)

Classification according to annual income (Table 5,
Figure 14)

Economic Advancement of Indian Muslims: The Situation and Scope 397



Annual | <30 31-35 36-40 41-45 >45
ncome E)(l)aralrlljg (below av.) (average) (above av.) Eivsiry high
tolerance)

Upto 1 |4 6 -

lac

1-2 lacs 6 14 2 2 --

2-3 lacs 20 16 2 --

3-4 lacs 8 12 -

4-5 lacs 4 2 2 -

>5 lacs --
Table: 5

Majority of the respondents approached had their annual
income in the range of Rs. 2-3 lacs. The data shows that the
majority in income range of 0-1 lacs, 1-2 lacs and 3-4 lacs
fall under the category of below average risk takers while in
other 4-5 lacs income groups no risk tolerance category is
dominant.

classification according to annual
income

100%

80% 041-45 (above av.)

60%

036-40 (average)
40%

20%

@31-35 (below av.)

0%

% of respondents in different
categories

upto 1-2 2-3 3-4 45 >5 B<30 (no risk
1lac lacs lacs lacs lacs lacs tolerance)
annual income (Rs)

Figure: 14
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for annual income upto 1 lac

0% 0% O<30 (no risk tolerance)
(< o

m31-35 (below av.)
40%
036-40 (average)

041-45 (above av.)

Figure: 15
In income group 1-2 lacs, 8% each belong to the category of

average and above average risk tolerance category while the
rest belong to no or below average risk tolerance category.
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for annual income 1-2 lacs

89, O<30 (no risk tolerance)

8%
Q m31-35 (below av.)

036-40 (average)

041-45 (above av.)

Figure: 16

In income group of 2-3 lacs majority are not risk takers.

for annual income 2-3 lacs

0% 0%

B<30 (no risk tolerance)
m31-35 (below av.)
036-40 (average)
041-45 (above av.)

Figure: 17

In income group 3-4 lacs majority belongs to below average
risk taker category.
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for annual income3-4 lacs

0% 0%

0<30 (no risk
tolerance)

@31-35 (below av.)

40%

036-40 (average)

041-45 (above av.)

Figure: 18

In income range of 4-5 lacs half (50%) of the respondents
belong to the category of no risk tolerance and 25% each fall
in above average and below average risk tolerance
categories.

for annual income 4-5 lacs

O<30 (no risk
tolerance)

@31-35 (below av.)

036-40 (average)

041-45 (above av.)

Figure: 19
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4. Conclusions and implications

On the basis of the above analysis following conclusions can
be drawn:

An overriding majority of respondents (90%) falls
into the categories of below average or no risk
tolerance. Thus, it can be concluded that majority of
the respondents were having virtually no tolerance or
only slight tolerance for risk. Only very small i.e 4%
and 6% belonged to the categories average and
above average risk tolerance category respectively.
No respondent falls in the highest risk tolerance
category. Based on this, majority of the respondents
may probably prefer to choose safe avenues of
investment (fixed income instrument) and avoid
investment in equity stocks, etc.

It was found that unmarried individuals had slightly
higher risk tolerance. Thus, it can be concluded that
for the unmarried respondents risk taking capacity is
higher than that of married respondents. However, a
caveat is in order, as majority of the respondents
were married. This may have skewed the findings.
Income wise analysis of risk tolerance indicates that
the risk tolerance level and income level are not
positively related and no clear cut conclusion can be
drawn between risk tolerance level and income.

The analysis also hints that age and risk tolerance
may be positively related as the respondents in the
age group 20-30 and 30-40 exhibited higher risk
tolerance in comparison to other higher age-groups.

On the whole, the relationship between demographic
variables and risk tolerance level does not establish any
unambiguous conclusion.

Economic Advancement of Indian Muslims: The Situation and Scope 402



The preceding conclusions should be interpreted with
caution as the sample size of the study was small and only
few demographic variables were studied. Further, survey
method has its own limitation in the sense what people say
and what they do may not match. Jianakoplos (2002) reports
that there is no monotonic relationship between risk
tolerance response and risky asset proportion. Financial
literacy such as understanding of investment options, risk-
return relationship may have cast influence on the findings.
Ethical and religious factors will impinge upon the financial
risk tolerance of Muslims. In conclusion, it can be said that
full story on risk tolerance among Muslim is yet to be
written.
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