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Abstract:

There has been no systematic , methodical research in Islamic accounting as yet. There is a need for research of a more fundamental nature in Islamic accounting to establish its theory on a firm footing from which detailed rules can then be derived, not only for Islamic banks but all Islamic organizations whether in the business, public or voluntary sectors. This will hopefully enhance visibility and accountability in Islamic societies and lead the way to more open ‘shuracratic’ societies which avoids doubts and conflicts between Islamic organizations and its stakeholders.

This article discusses the "push" and the "pull" factors which require the development of an "Islamic Accounting " discipline. Conventional accounting is argued to be unsuitable to an Islamic society because it embraces fundamental values and principles which are in conflict with its values. Adopting or even modifying conventional accounting concepts is insufficient to develop an accounting system which provides information that will lead to behaviour consistent with Islamic norms and towards Islamic objectives. In addition, the establishment of Islamic organizations in many Muslim countries with their stated Islamic objectives reinforces the need for Islamic accounting. A survey of the literature on Islamic Accounting reveals the lack of both depth and breadth in research with some notable exceptions. This is due to a failure to enquire into the historical and philosophical basis of conventional accounting which are not always stated in mainstream accounting research. Further, focus mainly on accounting requirements of Islamic banking has led to a lack of breadth in researching Islamic accounting. However, Islamic Accounting needs to be broad based covering all Islamic business , government and voluntary organizations. In order to do this, an in-depth study based on the sources of Islamic sharia’ and an intelligent , sincere ijtihad (cumulative, continuous effort to derive laws from principles) has to be undertaken in the light of time and space requirements of the Muslim community. There also needs to be an enquiry into the philosophical and social underpinnings of conventional and the proposed Islamic accounting . I propose a methodology based on usulul fiqh (principles of Islamic jurisprudence) and empirical testing of derived principles with published financial reports of Muslim organisations as well as investigation into the environment created by accounting inside Muslim organizations. This article concludes with possible contributions and the difficulties envisaged in such research.

INTRODUCTION
In an age of globalisation, western hegemony over almost the entire planet and international harmonisation of accounting standards; searching for a religious, cultural, nationalistic or native accounting system may be viewed as parochial and infeasible. The problem is especially compounded for an enquiry into the possiblity of Islamic accounting as an effective alternative, by the image of Islam in the West as the ‘Other’ (Sardar 1998) , popularised by the media as synonymous with terrorism, barbaric laws and suppression of women . In fact, Islam has been implicated in the ‘Clash of Civilizations’ as a potential replacement for the evil empire of the USSR (Hunttington 1996).

In recent years, however the hegemony of western accounting concepts in the development or underdevelopment of ‘developing’ countries has been recognised in the literature. Hove (1986) for example, has described the influence of western accounting as the legacy of inappropriate technologies. Wallace (1990) has also questioned the international harmonisation of accounting standards and seen it as an attempt by the big eight (now the big six) and other international accounting firms to expand their influence and hegemony over the developing countries. The role of Western universities and the international accounting firms together with the examination and qualification exporting accounting bodies of the UK (e.g. ACCA, ICMA) (Briston & Kedslie 1997) has ‘pressured’ developing countries with different cultures, religion and social and business and political environment to adopt the western conventional accounting principles, standards and their underlying philosophy without any or negligible modification. Further their increasing strategic marketing posture in dissipating conventional technicist accounting education to the commonwealth and the Muslim world is worrying as such education embody a capitalistic, consumerist culture which is inconsist with the Islamic world-view.

In spite of the above globalization trend, the world is in the midst of a general religious awakening , which in the Muslim world has been termed Islamic resurgence (El-Ashker 1987). Muslim societies, after experimenting with socialism, communism and capitalism and having sufferred serious economic and social difficulties are reawakening a call to their own identity in their religion Islam, which is seen as a complete way of life. Although the governments the Muslim countries are for the most part despotic , undemocratic regimes, they have had to pay at least lip services to the Muslim sentiments of their peoples, awakened by a return to their religious roots through the work of political, social, educational and welfare organizations which spearheads the Islamic movements in the various Muslims countries. In certain cases, these movements have partially succeeded politically in creating Islamic states (eg. Sudan, Afghanistan, Iran) or at least influenced socio-economic policy creating educational (Islamic Universities) and economic institutions such as Islamic financial and commercial corporations in the process (eg. Islamic banks Malaysia, Brunei, Jordan , Dubai, Egypt etc.). In addition, government departments in charge of collection of religious taxes and administration of religious endowments and Non-Governmental Organizations such as Islamic Charities have been set up to operate according to Islamic principles. These islamic organizations and enterprises, however, are for the most part using conventional accounting without much changes, although there have been developments in the establishment of islamic banking standards. This paper argues that such blind acceptance and adoption of conventional accounting would lead to socio-economic behaviour inconsistent with the specific Islamic objectives, the attainment of which these institutions were set up in the first place. Hence a need for Islamic accounting which should be derived from the philosophy and world view and values of Islam itself, although this does not mean , the wisdom of the West in accounting cannot be incorporated.

The paper proceeds a follows; in the next section, I define and elaborate the ‘push’ and ‘pull’ factors which demonstrate the need for Islamic accounting both from a theoretical perspective and practical demand. Having thus argued for the need for Islamic accounting, in section 3, I review the literature on Islamic accounting and reveal the lack of both depth (in the understanding of the philosophical assumptions of conventional accounting) and breadth (in the coverage of accounting areas and industries). In section 4, I discuss research methodology in general and follow up this in section 5 with a discussion of usulul-fiqh (the principles of jurisprudence in Islamic law) which have been used to derive rulings from Islamic sources. I argue the use of this methodology to develop Islamic accounting. I conclude in section 6 with the possible contributions and difficulties of such research.

THE PUSH AND PULL FACTORS FOR ISLAMIC ACCOUNTING 

The need for Islamic accounting can be categorised into ‘push’ and ‘pull’ factors. I define push factors as those philosophical norms and values which underlie conventional accounting. These values ‘pushes’ conventional accounting out of the equation in the Islamic space, as the information provided by the system are not value neutral but laden with values inconsistent with the Islamic way of life. Thus the information provided by a conventional accounting system will induce behaviour towards objectives which are not Islamic or at the very least dysfunctional in the sense they detract from achieving the Islamic objectives for which the Islamic institutions have been set up. The pull factors are magnetic factors that induce a demand for a different type of accounting in the practical world. It is true that Muslim societies are not fully Islamic. However, through the work of resurgent Islamist movements, a desire to work for a society based on Islamic values have been demonstrated by the Muslim demos. This desire has been translated into Islamic economic, social and political which have been set up with the specific objective of deviating from unIslamic behaviour eg. avoiding interest in economic transactions, and the attainment of Islamic objectives eg. co-ordinating the collection and distribution of religious tax (Zakat) to achieve social welfare and solidarity between different segments of society. Further there is an educational endeavour in the ‘Islamization of Knowledge’ movement to Islamize knowledge according to Islamic epistemology. The advocates of this movement insist that current knowledge has been Westernized i.e infused with Western philosophical values both in the natural and social sciences. Islamic societies in their effort to bring about an Islamic ethos cannot adopt this Western epistemology as it is inimical and contradictory towards their world view and objectives. Hence knowledge should be recast into the Islamic mold. Attempts have been made in sociology, economics and history to ‘Islamize’ these disciplines (IIIT 1988). The output of this project in the accounting area could be termed ‘Islamic Accounting’ is an attempt in this direction. I shall now examine the push factors:
2.1 The limitations of conventional accounting- a western critique

Although conventional accounting seeks to dominate global accountancy , not everything is well with the invader. Conventional accounting has increasingly come under attack in its home ground because of it adopting a narrow marginalist, utilitarian economic principles (Lehman 1992) and the assumption of a pristine liberal economic democracy as the basis of society (Gray et al 1996). 

The objective of conventional accounting has been defined by the AAA (1966, 1977) to be the provision of useful information to permit informed decisions. This ‘decision usefulness’ framework has been consequently adopted and reified by later conceptual frameworks promulgated by Anglo-American Accountancy research and regulatory bodies (eg. Corporate Report 1975, The FASB (1978-85), IASC (19 ) and ASB 1993?). The FASB , in its statement of financial accounting concepts 1- The objective of financial statements,, has clarified that this information needed is the amount, timing and certainty of cash flows, the decisions to be made are rational investment, credit and similar business and economic decisions. Hence accounting is said to provide information which makes the market efficient by enabling market participants make effective economic decisions leading to the efficient allocation of resources , which in turn leads to economic growth and social welfare (AAA 1975). The tenuous link between useful information and social welfare has been trenchantly criticized by Gray et al (1996) and Laughlin and Puxty (1981).

Thus:
"..Social welfare cannot be appealed to by suggesting that if user needs (i.e. information to maximise wealth in terms of share price) are satisfied , greater welfare will result, because of the operation of the Lipsey-Lancaster theorem." (Lughlin & Puxty 1981)

Conventional accounting (and accountants ) has also been responsible for the destruction of the environment and the promotion of consumer culture of financial greed which has led to the inequitable state of world affairs where 20% of the world’s population consumes 80% of its resources (eg. Tinker 1985). This has been brought about by its continuing resistance to account for what is termed ‘externalities’ which has social costs, not accounted for by the organization but borne by outsiders. Accounting has been said to be at least partly responsible for both the world’s bad news (i.e. widespread poverty, environmental degradation, inequitable distribution of income and wealth etc.) and the good news (high standard of living in the West and newly industrialised countries, longer life span, globalisation and developments in computer and communications technology). Hence, Gray et al (1991, 1996) opines that conventional accounting based on the decision-usefulness , functionalist paradigm is partly responsible for creating this social reality and continues to motivate behaviour in the direction of self-destruction. He therefore concludes that there is a "need to replace the user needs approach with the more fundamental concept of accountability" (Gray et al 1996 p ?).

Conventional accounting also creates its own reality and hyper-reality (Hines 1988) in that what is accounted for and the terms it creates assumes importance and significance which may not be in the interests of society. For example, the use of budgets can lead to an ‘individualizing’ form of accountablity that creates tensions and conflicts within organizations (Roberts 1991).

Far worse is the ‘capture’ of conventional accounting research into a positivist, functionalist paradigm which ensures its dominance and propogation in the mainstream accounting literature (Lee 1997). This leads to the implicit acceptance of the maxim social welfare can be enhanced by increasing economic growth and wealth creation through the efficient allocation of resources by the market mechanism as ‘revealed truth’ by mainstream researchers and the accounting profession. Critical and Marxist perpectives on accounting criticizes conventional accounting eg. Tinker (1985), Lehman (1993) for contributing to wealth appropriation and conflicts between various classes in society. There has also been calls for studying the complex interaction of accounting, organization and society rather than as a technical discipline devoid of the sociological perspectives (Burchell et al 1980). However, the society and organization has with the exception of some literature concerning culture and accounting eg. Perera (19 ) meant Western society and Western corporations. As Chua (1986) has indicated, the methodology , methods and conclusions arrived at in research depend the on the ontology and epistemological assumptions of the researcher and society. Tinker et al (198 ) has indicated that even positive theory is embedded in normative origins. Thus the relationship of accounting and society , already dynamic in a society with certain fundamental values such as ‘Western’ society would be more complex and richer if different societies with different ontologies and epistemological views are incorporated. Further even if it were possible to study the dynamics of accountancy, organization and society within one societal paradigm, the conclusions and result if applied to other societies may lead to dysfunctional and possibly disastrous results due to the inappropriate technology (Hove 1986?)

The epistemological problems of mainstream accounting research has been critcized in various studies. Conventional accounting and its research is said to be have been ‘captured’ by the positivist, ‘scientific’ reductionist view of human existence as a purely economic phenomenon devoid of social , political , spiritual and environmental considerations. The has resulted in a call for exploring and researching alternative insights of accounting (Chua1986, Tomkins & Groves 1983) . These alternative perspectives take into account both the theory of social science and structure of society ,giving various alternative paradigms such as the functionalist, critical, interpretative, radical humanist and structuralist (Burrel and Morgan 1979, Hopper & Powell 1985). In these paradigms the relationships between man and their interrelationships with one another and the internal and external environment (i.e. political, social, ecological, spiritual) is taken into ‘account’ in accounting research and practice. 

Another dimension to the critique of accounting arises form the problems of contolling the unsocial behaviour of powerful corporations whose activitieshave global social and environmental consequences not measured and disclosed by the accounting system. This has resulted in the call for and the increasing practice, of socially responsible accounting and social and environmental disclosures in the reports of corporations under an ‘accountability’ rather than decision usefulness framework ( e.g. Gray et al 1988, 1991,1996, )

In spite of differences in values (which will be discussed briefly in the next section?, the above critiques raises common concerns to Islamic society. Wealth appropriation , social and environmental exploitation is totally unacceptable from the perspective of Islamic justice as in the Western systems. In additions there are particular behaviour which is prohibited by Islamic law in its concern to mould its adherents according to its world-view. The wrong accounting may provide the wrong information which drive wrong behaviour.

Despite all these criticisms , conventional accounting is presented both to the Western and Muslim worlds as a neutral , objective system of information provision through the efforts of Western especially UK Professional accountancy bodies (ACCA, CIMA, ICA), the activities of multi-nationals and their international audit firms. With the cohort help of Western global financial institutions such as the World Bank and IMF, they have persuaded Muslim countries such as Malaysia and Egypt to open up their economies to the West and by entrapping them with so called developmental loans, held their economies hostage to their ‘structural adjustment programs’. While in a Muslim state, there must be a major role of a non-commerical, socially oriented public sector (El-Ashker 1987) the globalization has meant privatisation of publicly owned assets and companies and increasing role of the capital market. Thus economy has become or becoming the main thrust of these Muslim societies which has other prior spiritual and social values as their objectives. Accounting has been a major contributor to the acceptance process.

2.2 The philosophical values underlying conventional accounting
Although most criticisms levelled against conventional accounting, is of recent origins, the accounting principles debate has been going on since early this century. Conventional accounting in its current structure, follows what are known as Generally Accepted Accounting Principles or fundamental accounting concepts. This include, Historical Cost, Conservatism, Accrual and Matching, Substance over Form, Going Concern, Monetary Measurement, Materiality and Consistency. These principles were defined and elaborated from the beginning of this century. However, the origin of these principles reflect the historical development of Western Civilization. I shall discuss this in a comparative perspective with the values of the Islamic worldview.

Modern Western Society is the outgrowth of Judeo-Christian traditions with inputs from the Greek and Roman civilizations along with Islamic influence in the sciences (Russell 1992). This civilization is based on certain world view and historical developments of the West amongsts which are: Sovereingty, Democracy, Liberalism, Individualism and Libertaniasm, Social Contract, Materialism, Secularism, Rationalism and Scepticism. 

Sovereignty implies the capacity and authority to make laws for individuals and society. From Greek roots, this has been rested with the will of the people (democracy) exercised either directly as in Athens (even though restricted to certain groups of the populace or through representatives in modern representational democracy or vesting this right with a despotic monarch who was considered above the law (monarchy). The resulting consequences are the only man can decide what is good for him and his fellow creation and this right is absolute. The West obtained its idea of rule of law from the Romans and Judaism. Whereas the Judaism was legalistic and ritualised, Pauline Christianity loosened the bonds of religious law and filled in place the ideas of grace and love. Although the Catholicism attempted to impose the Will of the Church on Europe, the inherent dichotomy between the sacred and the profane , which became a creed of the Church always relegated worldly affairs to the state , although the link was tenuous. The Renaissance and the discovery of the new world led to the gradual detachment of moral values from the state and knowledge and after the Reformation, religion became individualistic rather than the functional society advocated by Catholicism (Tawney 1927), in part due to the irrational interpretations of the Church which could not be defended after the discovery of science. The primacy of God and the Church was replaced by ideas of Social Contract (Rousseau, John Locke) and Liberty (J.S.Mill). On the economic front, the taboos of the Church regarding avarice, interest, trade and a general hostility towards wealth were discarded in favour of wealth accumulation as a sign of election by God. This capitalist spirit of wealth accumulation is said to have developed because of Protestant Ethic by Weber (1992). Protestantism led by Calvin also legalized interest. The works of Adam Smith loosened the forces of individualism in the form of market forces and self-interest. Although Adam Smith had a moral context, capitalism flew out of the spritiual cage (Tawney 1927) and became amoral. The works of Karl Marx and his historical materialism led to atheistic materialism and the subsequent elevation of economic forces and factors of production as the determinant of social systems and not as mere component of it. The subsequent growth of trade aided by the formation of limited liability corporations and stock markets enabled the mobilization and concentration of vast amounts of capital. These factors gave rise to the birth of managerial and investor capitalism (Bryer 1993) , Chandler 1977) , which in turn led to the development of modern accounting and financial reporting practices based on stewardsship and later on decision usefulness. The development of modern accounting enabled the control of geographically and culturally dispersed units of business led to the growth of multinational corporations more powerful than nations and the globalisation of capital markets.

We can summarize the results of the historical develepment of Western Civilization to compare it with the Islamic perspective:
1) The laws and values by which human society is to live is best made by men or a group of them. The idea of religion is relegated to the private affairs of individuals if they so choose to believe in it but religion do not form the basis of politics, economics or society in the public arenas except in so far as they are assimilated into the legal structure by powerful political groups and lobbying. Secularism by which the state is supposedly religiously neutral between various competing religions is advocated as the basis of political life.

2) Economic issues i.e wealth measure by material benefit and money is the primary object of life. A better standard of living is equated with more money and material wealth. Economic problems have become worthy news items and have become the most important issue in private and public life.

3). The individual is sacred and comes prior to society. Hence the beliefs of individuals have protection even if the larger part of society sees their actions as detrimental to the larger interest of society, thus the promotion and acceptance of homosexualism, the encouragement of females to compete with their male counterparts in the rat race, humanitarian and compassionate treatment of animals and criminals (call for the abolishing the death penalty) and the call for environmental protection and human population control.

4. In the economic area, the market is supreme arbiter of resource allocation via its pricing mechanism. Calls for a laissez faire approach of non-intervention by government, the privatization of public resources in the name of efficiency and the pursuit of profit as the ultimate economic and moral goal of businesses even to the extent of discarding social responsibility (eg. Friedman 1962) . The emphasis is the creation of wealth and its accumulation without consideration to the problems of its equitable distribution.

5. The rise of rationality and empricism as the only basis to base knowledge and truth claims and the stress of positivism in the pursuit of what is, rather than delving on questions of what should be. Revelation and religion has no place is the recognition of knowledge and learning. On the contrary, the empricism and positivism of natural sciences is applied to social sciences as if human nature follows certain physical laws of phenomena.

The above ideas have been embedded into accounting practice which has been pressed into service for the attainment of a materially beneficial life (at least to some sections of society). For example, the cost and conservatism concept according to MacNeal (1939) had developed from the requirements of interest based bankers who is interested to see not whether a proposed venture is profitable , but whether he gets repaid his capital and interest. Thus the need to be conservative in the valuation of assets by using historical cost but anticipating all liabilities as in the conservatism concept. The legalization of interest led to growth of interest based credit and the development of fixed interest bonds, preference shares and modern financing techniques based on interest and aleatory and contingent contracts. The insistence of monetary and material welfare led to the importance of money measurement concepts , share values and options market. Although large corporations create many social problems which are borne by society, these problems are not accounted for the in the accounts of the entity on the basis that they are externalities and not subject to accurate and objective measurement. Further the institutionalization of greed in making money quickly instead of labouring after investments has led to the sanctity of modern financial markets involved in options, futures and artificial share values. The ‘shareholder value’ phenomenon has created the need for creative accountants and accounting resulting in a mania of takeovers and mergers of questionable value. Despite the claimed public interest and ethical responsibility of the accounting profession, accounting has not been able to prevent wealth misappropriation between different classes in society by fraudulent practices of the managerial class and environmental and social problems caused by incomplete accounting and cost-reduction, downsizing philosophies. Despite the proliferation of accounting standards, the flexibility allowed in accounting practices continue to encourage creative accounting practices which misinform and mislead the public who rely on accounting information in controlling their organizations.

2.3 Islamic values and the dysfunctions of conventional accounting in an Islamic society
Although Islam today is not a major military force today, its political, social and spiritual insights influences the culture of a large part of humanity. It is a civilization with which the West has to contend with (Economist 1998). This civilization has certain fundamental values which the resurgence of Islam among Muslim societies try to incalculate. Among these are:

Allah or God, the creator and benefactor of mankind, has absolute sovereignity to make laws for his creation. He has given his Will and Laws in the Scriptures through the Messengers and Prophets throughout the ages, culminating in the final messenger, Muhammad (Pbuh). The final Scripture, the Qur’an and the sayings and actions of the Prophet ( the Sunnah constituting the practical application of and a commentary to the Qur’an, contains the principles and code of life which humans have to follow until the day of judgement when all human beings have to render accounts of their actions before his Lord. Man has been vicegrancy, a sort of trusteeship of the earth and the natural environment, which have been created for his benefit on which he has to exercise his benign authority without being cruel and unjust to other sentient beings of God’s creation. The pleasure of God in following his Will and not material welfare is the aim and purpose of this life which is a test and a means of making provisions for the life hereafter. Economics thus has to take a secondary place in the scheme of life and cannot become the preoccupation of mankind. This does not mean mankind depends on God alone for his sustenance but has to strive for it. He has to follows certain laws of Haram and Halal (allowed and forbidden) in all his actions including the economic. Among the most important ones are the prohibition of interest, the payment of a portion of one’s wealth (Zakat) to the poor and the fulfillment of contracts and complete disclosure of relevant information to parties to any economic or social contract. Thus banking cannot be undertaken on the basis of interest. There is a need for current valuation of business assets so that there is no misappropriation of wealth from the poor to the rich and there is circulation of wealth. Gambling and aleatory contracts are forbidden as those involved in alcohol, drugs, pornography and swine. There must be just payment of wages and kind treatment of employees and the environment. Pareto optimality may have to be sacrificed in the interests of society. The the locus of attention is away from the laissaize fare economy of Western society. Thus the ‘decision-useful’ accounting concerned with certainty , timing and amount of cashflows cannot be the objective of accounting in an Islamic society. Such a society can be more adventurous in its accounting by not restricting itself to the monetary measurement and going concern conventions, historical values and conservatism concepts. A richer variety of both quantitative and qualitative information need to be disclosed with the objective of providing information so that Islamic organizations can be redirected where necessary to achieve the objectives and values of Islamic societies rather than information which motivates and activates behaviour inconsistent with Islamic norms.

2.4 The Islamization of knowledge
In addition to the call to implement Islam in the political, legal, cultural, economic and social, educational and scientific, spheres of life to achieve socio-economic justice and equity which is the objective of Islamic teachings (Chapra 1992). In addition there is a movement towards Islamization of knowledge and disciplines (IIIT 1988), which basically is an attempt to ‘critically reexamine secular ‘Western’ knowledge and recasting them with the values, norms and assumptions of Islam’ (Abu Sulayman 1989a).

This movement asserts that there is a ‘crisis in the Muslim mind’ (Abu Sulayman 1989b) which has caused the stagnation of knowledge and progress of the Muslim world and the way to correct the problem is to reinterpret conventional western secular knowledge into the Islamic mold and to reintegrate human knowledge derived from the senses and reason, with revelation-the knowledge given by God through scriptures and the prophets, in other words- a whole new epistemology different from current thinking.

It is argued that the current state of knowledge, spearheaded by the West produces dichotomy between Islamic belief and action and a loss of identity (IIIT 1988) The knowledge (and accounting) constructs its own hyperreality which induces Muslims to behave in a way inconsistent to their ethical precepts of their religion. Islamizing knowledge is also seen as a ‘first step to integrate and develop the Muslim personality and Outlook by 

This is to overcome the legacy of Western epistemology that alienated the Muslims’ thinking from their religion and forced them to lead a double life in their personal and societal roles. With the Islamization of knowledge, Muslim scholars hope to go back to their divine sources to extract principles which together with the aid of reason and empirical positive facts of current circumstances and place , develop new and relevant knowledge and laws in order for Islamic society to achieve its objectives. However before they do this the current disciplines need to be deconstructed before they are reconstructed on the edifice of Islam.

Islamic economics- the offspring of Islamic resurgence in the economic sphere , although it has a long way to go, is increasingly being recognised as a subject worthy of consideration especially as demonstrated by the vitality of Islamic banking and finance and its teaching even in western universities. Basically, Islamic economics changes the reductionist assumptions of conventional economics, eg. rational economic man, maximimizing to that of the Islamic man who is supposed to have a moral filter when making production, investment and consumption decisions and dual world-view (consequences in the hereafter) as a self-policing mechanism rather than just the market mechanism in regulating his economic behaviour (Chapra 1992).

The Islamic economics movement has implemented its theoretical percepts in various Muslim and non-Muslim countries in the form of Islamic banks, Takaful (insurance companies ) and setting up other economic institutions such as Zakat collection centres and relief organizations. However, their success is not complete because in many cases the changes have been cosmetic in changing the technical terms of contract rather than an underlying change in the reality i.e the philosophy of life. Accounting has played a part in perpetuating the same reality by privileging profits and capital in its financial statements. There is a need to Islamize accounting in order to redirect the emphasis from wealth accumulation to equitable distribution and to disclose information which will enable stakeholders and the Muslim public and governmental authorities to ensure the Islamic institutions set up are achieving their Islamic objective of achieving social solidarity and socio-economic justice among the various sections of Muslim society.

2.4 The pull factors of Islamic Accounting;
2.4.1 The establishment of Islamic Institutions
The establishment of Islamic banks, insurance (takaful) companies, finance companies, relief organisations and even conventional companies headed by Muslims is the practical offshoot of Islamic economics. These organizations have been established in both Muslim and non-Muslim countries and in economic environments which have been islamicized (Pakistan) or operating in parallel to their Western counterparts (e.g Malaysia). The realization that their differenting operating and normative environments require different types of information for their control and effectivity to achieve their specific Islamic objectives, has resulted in the calls for an ‘Islamic accounting’ to meet their information of the Muslim societies in which they operate (Ali, 1997, Khan 1994). These organizations because of their different setup and goals have an interest to make their accounts more Islamic.

Islamic banks operate on an interest-free, profit sharing basis. This is the very anti-thesis of conventional banking whose many accounting procedures is based on the calculation of interest. Islamic banking should based on the equity-participation model which does not have the certainty of a pre-determined rate of return (except in a few of the financial instruments such as murabaha, which is frowned upon as techniques which opens the back-door to interest). This increases uncertainty and makes accounting for Islamic banks more complex in the areas of recognition and distribution of income, preserving equity between the deposit holders , the bank and ‘borrowers/investees’ and assessment of zakat (an Islamic religious tithe) . In a world where even the Muslims do not behave islamically where money is concerned, the monitoring and accounting of ‘equity credit contracts is very difficult and uncertain due to moral hazard and agency problems (Obiyathullah 1995). This calls for an independent Islamic auditing function as well as an independent sharia board.

Many writers have recognised that Islamic banks are not living to the spirit of Islamic teachings and therefore not making a push towards the just socio-economic systems intended in their creation (Ziauddin 1991, Zakariya 1991). This detraction is both in the financing operations as well as intra-organisational behaviour and in the discharge of their accountability to society. (Abdelgader 1990).There is an alarming complacency in Islamic banks in their lack of innovation and move towards the equity-based financing (which is the corner stone of Islamic banking) and their concentrating on credit-based financing. 

Although this may be due in part to the entrenchment of conventional bankers and their educational background i.e. the capture of the process by ‘capital’, there is a real economic and social reason for not doing so i.e. the agency and moral hazard problems. To a certain extent, accounting and perhaps management auditing can help to reduce these uncertainties.

There is also the problem of inadequate disclosure in the annual reports of Islamic banks. Segmental information on the type of financing is not disclosed. I believe this information is vital to Muslim society in controlling the working of Islamic banks and its management to ensure that banks work towards the goals of an Islamic economy.

It has also been recognised that to be entitled to the label Islamic , Islamic banks must not only operate according to interest-free principles but also aim towards socio-economic justice (Ziauddin 1991) 

This includes 

1)prioritising finance to uplift disadvantaged sections of society, 

2)prevent the financing of immoral and wasteful consumption

3) Intra organisational action i.e. a just employer-employee relationship, a good and safe working environment, fair promotion practices, a caring culture i.e. demotion of the profit motive in favour of solidarity and co-operation and caring. e.g. towards employment.

4) discharge of societal and environmental responsibilities. e.g. involvement in medium and low cost housing, environmental consciousness of its own and in the approval of financing facilities of industry, support of community and collection and payment of zakat, interest-free loans. etc.

5) Information flow to external parties on these accountabilities.

Although, standards have been instituted for Islamic banks by the Accounting and Auditing Organizations for Islamic Banks and Financial Institutions based in Bahrain, they are based on mainly decision-usefulness criteria although the socio-economic objectives are mentioned but and there is not much evidence of its adoption by Islamic banks due to the lack of an enforcing mechanism.

Besides Islamic banks, other Islamic business and governmental organizations have been set up which requires Islamic accounting. El-Ashker (1987) has done several case studies of commercial and industrial Islamic businesses in Egypt.

In the case of Governmental institutions, Zakat collections institutions have been set up in Malaysia. The PPZ is a commericialized organization set up in Malaysia to organize the collection of Zakat in the Federal Territory. The centre employs modern methods of collection including publicity, computer information systems and campaigns to efficiently collect Zakat in Kuala Lumpur. However, its accounts disclosure is dismal. The level of advice for Zakat payers is minimal and unsophisticated. It does not have the professional capacity of the inland revenue department assessors. Neither does it classify properly the source of Zakat. Its accounts show very poor disclosure practices. Further the distribution aspect of Zakat is handled by the Religious Dept and not by the Centre. Although the caution is understandable, the separation of collection and distribution authority results in lack of information disclosure which is problmatic from the public control point of view. Both payers and beneficiaries are unaware of how the collection proceeds is distributed. The Religious dept do not prepare public accounts but reports to Parliament as part of the governmental reporting process.

It can thus be seen that there is a real need to research in the area of Islamic accounting due to the push factor i.e the inapproriateness of conventional accounting with its (western) culturally defined techniques and institutions and the pull factor, i.e the establishment of Islamic financial and commerical organizations

2.4.2 The Information needs of Islamic institutional stakeholders
THE STATE OF THE ART- CURRENT ISLAMIC ACCOUNTING RESEARCH
Early papers on Islamic accounting concentrated on the accounting problems of Islamic banks and dealt mostly on the applicability of conventional accounting principles to Islamic institutions AbdelGader (1994), Baydoun and Willet (1994). Gambling and Karim (1991), on the accounting implications of Islamic banks(Abdel Magid (1981), the need for their own accounting standards (Karim 1990) and on accounting techniques Islamic financing and profit sharing in Islamic banks. (AbdelGader 1990), Fekrat, MA (1985),), , Gambling et al (1993), Most of these papers , although recognizing the need for alternative accounting principles simply reconciled the conventional accounting principles to be in line with Islamic accounting thus: 

To sum up, (conventional ) accounting principles are generally accepted for fairness accounting in Islamic banks. Although Islamic banks operate in a different way from conventional banks, that does not mean that they are totally different financial institutions which need entirely different accounting."..................(AbdulGader 1994 p15)

A survey of this group of papers in Islamic accounting is presented by Adnan and Gaffikin (1997) who observe that:

..most of these authors are also significantly influenced by Western accounting thought. Consequently , when they try to suggest accounting concept from an Islamic point of view , they substantially still adhere to the values inherent in Western accounting philosophy; as a consequence, many view that all conventional or Western accounting concepts can be applied to Islamic banks...Should an adjustment be made, it will be limited to technical rather than conceptual issues.....An exception to this , perhaps, may be credited to Gambling and Karim (1991) and Baydoun and Willett (1994)..Adnan &Gaffikin (1997)

Islamic accounting is not yet an established accounting sub-discipline but it is well on its way. The literature, as in any new or novel research area is dissipated and of poor quality , and focused mostly on Islamic banks. However this is slowly being rectified, thanks to the efforts of Dr. Omar Zaid ( a senior lecturer at the Univerisity of Western Sydney) who has started a series of conferences on the "Islamic perspective on Accounting, Finance and Commerce starting with the first international conference in Sydney in 1997. The second conference was held in 1998 in Jordan.

Another pioneer in Islamic Accounting is Prof. Kamal Atiya from Ummul Qura University in Makkah, Saudi Arabia. His two books on islamic accounting and company and bank accounting accounting to the islamic system published in 1984 in Arabic has been translated into Malay (Atiya 1992). This book discusses the concept of property in Islam, types of companies under Islamic law, accounting for capital in Islam , calculation and distribution of profits and company zakat adminsitration. The quality of the translation is very poor and the depth of the earlier subject is not very scholarly and not upto modern standards. However, it does start the thinking process on Islamic accounting.

One consistent writer on the Islamic accounting scene is Rifaat Abdel Karim, who probably has the most number of published articles on the subjects. Dr. Karim has a steady stream of articles since completing his Ph D at the University of Brimingham in the early 1980’s. Together with Prof. T.Gambling he has written, what is perhaps the most comprehensive work on the subject in the book titled "Business and Accounting Ethics in Islam" in 1986 which goes someway to examine and compare western and Islamic ethics and philosophy and their accounting implications. After this book, Dr. Karim has published several articles, (Karim 1990,1995),( Karim and Gambling 1986, 1993) and (Karim et al 1993) which touches on various aspects of Islamic accounting, including conceptual framework for Financial Reporting for Islamic Banks.., standard setting for Islamic banks, Islam and Social Accounting (which unfortunately is not a proper academic study of relationships between social accounting and Islam). Dr. Karim is also responsible for setting Accounting standards for Islamic banks which are by themselves a great advance in the theory and practice of Islamic accounting. 

One of the best papers on Islamic accounting is by Muhammad Akram Khan (Khan 1994 ) titled "Accounting issues and concepts for Islamic banks" .This is quite a long paper discussing the relationships of accounting and society, accounting information needs of an Islamic society, Accounting issues in an Islamic framework, limited liability, valuation issues etc. This is an excellent primer as Khan has elaborated the most important issues of Islamic accounting, not only those relevant for banks. It provides an agenda for further research in specific areas of Islamic accounting. There are a few other papers in the same book but specifically dealing with accounting and auditing of Islamic banks.

Other writings in Islamic accounting includes , Accounting history (Zaid 1997, Hamid et al ,1995), harmonisation of international accounting standards (Hamid et al , 1993) and Islamic corporate Reports ( Baydoun and Willet (1997). Abdelgader (1990)’s Ph D thesis focuses the problem of recognition and allocation of profits among stakeholders in Islamic Banks. Tomkins and Karim (1987) is a good article on the implications of the Shariah for Islamic financial analysis techniques eg. discounted cash flow techniques, cost of capital and interest. Obiyathulla (1995) is a seminal paper on the agency problems of mudharaba financing as compared to conventional financing.

One of the best papers written in a high-level language of western sophistication is by Gaffikin & Triyuwono (1996) which discusses the ethical construction of accounting knowledge through the interaction of society, human nature and ethics. This is a philosophical/sociological paper presented at the Critical perspectives on Accounting seminar in 1996 and holds out the standard , depth and language to be attained if islamic accounting is to attain the standard of a respectable accounting discipline equal if not better than western academic accounting. 

The only article which does a document analysis of the Quran and referring to it to extract principles concerning the qualitative and quantitative characteristics of accounting information is the paper by Askary and Clarke (1997). This type of research which this paper discusses below should be extended to cover hadis literature as well as fiqh rulings in order for Muslims to develop a really Islamic accounting based on the Quran and Sunnah.

We can conclude that there is a clear absence of empirical based research in Islamic Accounting, a lack of reference to original Islamic sources and a tendency to look at Islamic accounting through the spectacles of western concepts and institutions. The standard of the articles are not up to the mark, although this is being rectified Alhamdulillallah and there is too much focus on Islamic banking. One hopes to seem more articles on Auditing, Management Accounting and Zakah/taxation. The next five years should see the literature in this area increase in both quality and quantity with more respected journals accepting articles in this area.

Questions needing answers
Islamic accounting , however needs to answer some basic questions before it can proceed to more broader and detailed areas and rules. Some of these questions are: 

What characteristics of conventional accounting defies the objectives of Islamic organizations?

Does the adoption of conventional accounting principles hinder the objective of Islamic organizations both internally and externally?

Is there such a thing as Islamic accounting? 

Can accounting be derived from the sources of the sharia?

What are the characteristics and objectives of Islamic accounting?

framework

Objectives
recognition and measurement/ valuation issues

disclosures required

accounting statements

Are Islamic banks/financial institutions and other organizatons using Islamic accounting?

What lessons and principles and indications can be derived from the Qur’an and Sunnah. 

Is interest-free financing as practised by the Islamic banks , "Islamic financing"? 

How can equity based financing be improved?

Should accountability , stewardship or decision usefulness be the framework on which to base Islamic accounting?

To what extent can Islamic accounting use the lessons from and the practices of corporate social and environmental accounting?

METHODOLOGY OF ISLAMIC ACCOUNTING RESEARCH
Islamic accounting research presents unique problems of ontology, epistemology and methodology as it has to be defended in the western dominated globalised world where the ‘belief’ (see Chua , 1986 p604) system regarding the nature and sources of knowledge and the way knowledge is acquired is quite different from those of the Islamic civilisation. In the West , both rationalism and empiricism rejects revelation as a source of knowledge. Epistemology, i.e. what is to count as acceptable truth, in the West is based on the philosophy of science, empiricism and Poppers falsification theory which states that a theory which is not capable of being rejected is not tenable. Hence revelation is not knowledge because it cannot be verified either as true or false.

There are variations in western thought on ontology i.e. whether there is an objective reality or truth out there. For examples, nominalist/idealist theorists such as Bishop Berkeley held that there is no objective reality in the absence of a perceiving mind and that apparently solid ‘things’ like chairs in a empty room appears to have permanence because of God’s perceiving mind. Realists on the other hand view that there is a mind-independent reality which impacts upon senses and forms perceptions (Ryan et al 1992 p 7). This has given rise different epistemologies and methodologies. 

A realist ontology would lead to a positive epistemology which would only recognise a theory as true if it is repeatedly not falsified by empirical events. This would in turn dictate, the methodology i.e. the methods that would yield evidence which would be considered valid. In mainstream accounting, the realist/positive/nomothethic chain operates. However, this has been increasingly criticised as inappropriate for the social sciences such as accounting (Chua 1986, Tomkins & Groves (1983, Hopper and Powell (1985)). Other paradigms have been sought which is based on idealist/anti-positive /ideographic chain. 

However, both these strains of western epistemology/methodology , although different in terms of the degree of stress in empirical data and the process of gathering evidence , have platonic rationalism as a base and share a common disregard and rejection of revelation.

In Islam, revelation in the form of the Qur’an as the final word of God upto the day of Judgement and its interpretation and exemplification in the life of the final messenger of God, Muhammad (peace be upon him) as recorded in the hadees (Sunnah) , forms the basis of knowledge. Although western scholarship recognises (although it does not accept it as ultimate) divine command as one of the sources of ethical theories (see appendix to Honderic 1995) it does not recognise religion in the political, economic, educational, legal and social life of man because of the secularising influence of enlightenment and modernism. (This is inspite of the present historical legacy of Christian ethic-based legislation in western countries). In Islam , the political, social, economic, legal . educational and other aspects of life will have to conform to religion based on the Qura’n and Hadees (the sayings, action and approval of Prophet Muhammad peace be upon him).

Turning to these two sources of the religion, one may be somewhat disappointed to find that they do not contain an economic or accounting manual for reference . However, the purpose of the Qur’an is to provide principles and the Hadees examples of applications of these principles , and not detailed rules for every possible event. This is to allow for changes in the conditions and requirements of various societies and various times. This however does not translate into a relativist or nihilistic philosophy as the derivation of contemporary rules must conform to the spirit if not the letter of the two sources. In the expansion and extension of human (as opposed to God’s) knowledge, the Qur’an extols man to study his environment , think and reflect upon creation and the teachings of the Qur’an itself (Al Qur’an 3:190-191). Reason is seen as the special gift of God to be used. Islamic theology is simple and is not illogical although some of its precepts may be disagreeable to some. However in matters where sensory perception cannot be used to gain evidence e.g. the nature of the Divine essence, hereafter, angels , death , soul etc. Muslims will have to stick to the Book because these are imperatives of God and not understandable by reason as there is no reference point in this worldly life, although parables are given in natural environment and the social and biological life of the human and animal kingdom for humans to reflect upon.

Thus reason and sense perception both have a place in the acquisition of knowledge in Islam. The physical world is real but temporal and God and the hereafter is the ultimate reality and this certain knowledge is only available after death. Islamic epistemology is based on the interaction of revelation and reason informed by observation. Ethics for example is mainly deontological (but not absolutist), however , teleological reasons can be studied and attributed to it and in certain cases , where the teleological reasons apparent in the Qur’an or Hadees would not be achieved, then the law can be suspended or the ‘derived law ‘ can be changed. For example, although lying is deontologically unethical in Islam, one can hide the truth or white lie to save another life. Here motivism comes into play where altruism can lead to a change in ethics in specific situations. 

As far as social theory is concerned, the Qur’an is both deterministic and voluntaristic at the same time. All things happen within the will of God but society can change (or emancipate?) itself by its own efforts. "God will not change the conditions of a people until they change their own ‘selves’" (Al Qur’an, 13:11). Islam does not recognise the theory of social conflict between rich and poor although it recognises the destructiveness of wealth and power. It sees this conflict in the broader conflict between good and evil. Not all rich and powerful are corrupt although there is a strong association. It tries to regulate the tension in society due to inequalities in wealth, not by making everybody equal, but by enforcing an equitable transfer of wealth through zakah and preventing the excessive accumulation of wealth by prohibiting interest, hoarding, monopoly , limited liability and speculative and uncertain transactions.

The absence of limited liability corporation is apparent in its absence in Islamic business history, although not for profit corporations and partnerships, existed in Islamic society before colonisation. Islam promotes solidarity between labour and capital through profit/loss participation in the unique mudharaba contract which should be the basis of Islamic banking. In this contract, the owner of wealth entrusts capital to the mudharib, the entrepreneur /labourer who expends his effort. If the venture makes a profit, the ‘capitalist’ and the entrepreneur shares in it in a pre-determined ratio (of profits, not of capital). If the venture results in a loss, the ‘capitalist’ bears the whole financial loss (except in case of negligence by the labourer) and the entrepreneur/labourer loses his labour. This contract favours labour not capital and has led to severe problems in modern practice due to deteriorated moral standards of labour. Hence accounting and auditing assumes an important monitoring role in enhancing solidarity and accountability and preventing disputes .

There are very few rigid rules in the Qur’an especially in the secular temporal area of human activity. Most of the teachings are principles. New rules are not legislated, but derived from the principles and indications in the Qur’an and the Hadees of the Prophet by analogical deduction, consensus, personal reasoning and judgement (ijtihad), local customs, consideration of public welfare and the principle of equity (istihsan) and ‘blocking the means to evil’. Muslim scholars have evolved the art and science of deriving detailed rules from these two Islamic sources of law into an academic discipline known as ‘Usulul Fiqh’ often translated as "the principles of islamic Jurisprudence" 

( see Kamali 1989).

As far as economics and accounting is concerned, the few rigid rules are: 
I) both the giving and taking interest and usury (both personal and commercial is not allowed.

ii) gambling, alcohol and other activities considered by Islam as immoral and anti-social (e.g. pornographic) activities are not allowed.

III) uncertain contracts prone to fraud e.g. conventional insurance, futures and short selling is not allowed.

iv) solidarity and co-operation and the avoidance of disputes are encouraged 

iv) the giving of equal measure for measure (cheating or misleading by giving false information is disallowed). This implies full disclosure and fair measure or valuation.

v) wastefulness and ostentatious consumption is prohibited

Although the above rules are not contradictory to early Christian ethics (Gambling and Karim 1991), post enlightenment western society, having rejected religion, do not affirm the above ethical principles in their collective behaviour although they try to follow rationalistic/teleological ethics e.g. in enlightened self interest. In Muslim countries however, these values form part of the belief system of the majority of the Muslims, although due to institutional or educational factors, their practice is not ubiquitous. Thus economics in Islam is not value free economics of the ‘rational economic man’ but the value laden Islamic economics of the Muslim man.

Islam can accept the fact that accounting is a social construction (Hines 1988) and itself constructs social reality but this social reality which the accounting constructs must conform to the dictates of Islamic belief . Further the social construction of Islamic accounting must be informed by Islamic values in order for Islamic society to achieve its socio-economic objectives.

USING THE METHODOLOGY OF USULUL-FIQH TO DEVELOP THE DISCIPLINE OF ISLAMIC ACCOUNTING
The apparent problem with Islamic law is that it is based on eternal principles in the Qur’an and Sunnah and the interpretation of religious scholars over the past 1400 years. The Qur’an and Sunnah cannot be changed. They can only be reinterpreted within strict limits in line with the requirements of time and space. Unfortunately for the Muslim world, the process of development of Islamic law stagnated around 700 years ago and the colonization of the Muslim world leading to the separation of politics and from Islam further confounded this problem. Since the law of the land was separated from Islam, Muslim scholars became completely out of touch with the realities of modern society and state and many of the derived law for a bygone age became obsolete. After independence, not only was there an absence of law to meet the requirements of modern society, the colonial masters had moulded their successors in the developing world with their own philosophies and left them with their legacy of knowledge, institutions and civilization , divorced from their Islamic past . The Muslims not only had a problem of reinterpreting laws to meet their current needs,

As we have seen, most research and publication in Islamic accounting come in the form of accounting standards for Islamic banks (see AAOIFI 1997) or a discussion of conventional accounting principles vis a viz Islamic accounting principles. However this is putting the cart before the horse. A more theoretical research need to undertaken in the philosophy and principles of Islamic accounting and the difference between conventional and islamic accounting. The researcher should undertake a review of Islamic literature in Islamic economics, business law, Islamic jurisprudence , accounting and economic/social/political objectives of the Islamic sharia including relevant verses of the Qur’an and parts of Hadees to identify the nature and objectives of Islamic accounting both from the writing as well as a distillation of principles from the Qur’an and Hadees. In addition he needs to undertake a review of conventional accounting theory, its historical development and ‘geneology’ (Miller and Napier 1993), its development in the culture of western civlization, the link between the assumptions and recognition and values used in conventional accounting measurement and the philosophy of its host culture needs to be explored. An in depth study of the critique of conventional accounting to identify limitations, problems and prospects of conventional accounting from right wing, marxist, feminine and deep green perspectives and reformative ideas suggested in western accounting literature especially, accountability, transparency, solidarity, eco-justice, eco-efficiency and sustainability and extensions to accounting in social environmental accounting and human resources accounting can help to materialise ideas of islamic accounting when combined with Islamic sources.

After having sufficient insight to conventional accounting, its critique and limitations, and the objectives and ethos of Islamic society, one could derive Islamic accounting principles from the Quran and Hadees by a content analysis, although difficulties of translations will be a problem. Perhaps by studying information and accounting concepts, certain key words can be used to search the Qur’an and Sunnah, the help of an assistant with a knowledge of Arabic, Islam and Accounting would be a great help at this stage.

Having distilled these ideas and principes from the Quran and Hadees , the researcher needs to Islamic scholars, Muslim academics, professionals, Islamic bankers and insurers, students, community members Muslim and Non Muslim scholars to test consensus on the issues that Islamic accounting should address. Either a questionnairre or the delphi method to test consensus should be used at this stage.

Once a consensus has been arrived on the principles, then content analysis of annual reports of Islamic banks, insurance companies and charitable organisations can be undertaken together with a critical review of Islamic regulatory standards, to see the extent of compliance of these organisations with these principles. These studies should establish the financial reporting principles of Islamic organizations.

The research can then be extended to internal accountability in Islamic organizations to study the intra-organisational and inter-personal accountability relationships between depositor/ management /owners/’lenders’/employees, using case studies and interview personnel in Islamic organizations. This could shed some light on how Islamic accounting can lead to a more ‘socialising’ form of accountability (Roberts, 1990), devoid of conflicts and uncertainties.

A future aspect of the research could be on implications of Islamic accounting on International accounting harmonisation and education of Islamic accountants.

CONCLUSIONS: POSSIBLE CONTRIBUTIONS AND PROBLEMS
By following the methodology and methods suggested in this paper, researchers can hope to lay the ground work for Islamic accounting and then research can diverge into the various branches of accounting . This methodology of research would lead to the following contributions which will form the basis for a conceptual framework for Islamic Accounting.

A clarification of the principles of Islamic accounting, if there is a different accounting to be followed.

A more solid theoretical base on which to base such accounting on the principle of ‘Islamic accountability’ rather than decision-usefulness.

The trend of disclosures in Islamic organisations of non-financial matters i.e. discharge of accountability in non financial areas.

Informing the organisations and the public at large , what they should expect in the way of accountabilities of these organisations.

Whether there is a wide gap between theory and practice of Islamic accounting in the lack of disclosure and lack of transparency of Islamic banks and other institutions due to:

a lack of knowledge as well as the absence of broad agreement as to what constitutes Islamic accounting, and the pervasive influence of western conventional accounting concepts in Muslim countries.
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Principles Of Islamic Banking

[This article was published in the 10th issue of Nida'ul Islam magazine, November-December 1995] 

For millions of Muslims, banks are institutions to be avoided. Islam is a religion which keeps Believers from the teller's window. Their Islamic beliefs prevent them from dealings that involve usury or interest (Riba). Yet Muslims need banking services as much as anyone and for many purposes: to finance new business ventures, to buy a house, to buy a car, to facilitate capital investment, to undertake trading activities, and to offer a safe place for savings. For Muslims are not averse to legitimate profit as Islam encourages people to use money in Islamically legitimate ventures, not just to keep their funds idle. 

However, in this fast moving world, more than 1400 years after the Prophet (s.a.w.), can Muslims find room for the principles of their religion? The answer comes with the fact that a global network of Islamic banks, investment houses and other financial institutions has started to take shape based on the principles of Islamic finance laid down in the Qur'an and the Prophet's traditions 14 centuries ago. Islamic banking, based on the Qur'anic prohibition of charging interest, has moved from a theoretical concept to embrace more than 100 banks operating in 40 countries with multi-billion dollar deposits world-wide. Islamic banking is widely regarded as the fastest growing sector in the Middle Eastern financial services market. Exploding onto the financial scene barely thirty years ago, an estimated $US 70 billion worth of funds are now managed according to Shari'ah. Deposit assets held by Islamic banks were approximately $US5 billion in 1985 but grew over $60 billion in 1994. 

The best known feature of Islamic banking is the prohibition on interest. The Qur'an forbids the charging of Riba on money lent. It is important to understand certain principles of Islam that underpin Islamic finance. The Shari'ah consists of the Qur'anic commands as laid down in the Holy Qur'an and the words and deeds of the Prophet Muhammad (s.a.w.). The Shari'ah disallows Riba and there is now a general consensus among Muslim economists that Riba is not restricted to usury but encompasses interest as well. The Qur'an is clear about the prohibition of Riba, which is sometimes defined as excessive interest. "O You who believe! Fear Allah and give up that remains of your demand for usury, if you are indeed believers." Muslim scholars have accepted the word Riba to mean any fixed or guaranteed interest payment on cash advances or on deposits. Several Qur'anic passages expressly admonish the faithful to shun interest. 

The rules regarding Islamic finance are quite simple and can be summed up as follows: 

a) Any predetermined payment over and above the actual amount of principal is prohibited. 
Islam allows only one kind of loan and that is qard-el-hassan (literally good loan) whereby the lender does not charge any interest or additional amount over the money lent. Traditional Muslim jurists have construed this principle so strictly that, according to one commentator "this prohibition applies to any advantage or benefits that the lender might secure out of the qard (loan) such as riding the borrower's mule, eating at his table, or even taking advantage of the shade of his wall." The principle derived from the quotation emphasises that associated or indirect benefits are prohibited. 

b) The lender must share in the profits or losses arising out of the enterprise for which the money was lent. 
Islam encourages Muslims to invest their money and to become partners in order to share profits and risks in the business instead of becoming creditors. As defined in the Shari'ah, or Islamic law, Islamic finance is based on the belief that the provider of capital and the user of capital should equally share the risk of business ventures, whether those are industries, farms, service companies or simple trade deals. Translated into banking terms, the depositor, the bank and the borrower should all share the risks and the rewards of financing business ventures. This is unlike the interest-based commercial banking system, where all the pressure is on the borrower: he must pay back his loan, with the agreed interest, regardless of the success or failure of his venture. 

The principle which thereby emerges is that Islam encourages investments in order that the community may benefit. However, it is not willing to allow a loophole to exist for those who do not wish to invest and take risks but rather content with hoarding money or depositing money in a bank in return for receiving an increase on these funds for no risk (other than the bank becoming insolvent). Accordingly, under Islam, either people invest with risk or suffer loss through devaluation by inflation by keeping their money idle. Islam encourages the notion of higher risks and higher returns and promotes it by leaving no other avenue available to investors. The objective is that high risk investments provide a stimulus to the economy and encourage entrepreneurs to maximise their efforts. 

c) Making money from money is not Islamically acceptable. 
Money is only a medium of exchange, a way of defining the value of a thing; it has no value in itself, and therefore should not be allowed to give rise to more money, via fixed interest payments, simply by being put in a bank or lent to someone else. The human effort, initiative, and risk involved in a productive venture are more important than the money used to finance it. Muslim jurists consider money as potential capital rather than capital, meaning that money becomes capital only when it is invested in business. Accordingly, money advanced to a business as a loan is regarded as a debt of the business and not capital and, as such, it is not entitled to any return (i.e. interest). Muslims are encouraged to purchase and are discouraged from keeping money idle so that, for instance, hoarding money is regarded as being unacceptable. In Islam, money represents purchasing power which is considered to be the only proper use of money. This purchasing power (money) cannot be used to make more purchasing power (money) without undergoing the intermediate step of it being used for the purchase of goods and services. 

d) Gharar (Uncertainty, Risk or Speculation) is also prohibited. 
Under this prohibition any transaction entered into should be free from uncertainty, risk and speculation. Contracting parties should have perfect knowledge of the counter values intended to be exchanged as a result of their transactions. Also, parties cannot predetermine a guaranteed profit. This is based on the principle of 'uncertain gains' which, on a strict interpretation, does not even allow an undertaking from the customer to repay the borrowed principal plus an amount to take into account inflation. The rationale behind the prohibition is the wish to protect the weak from exploitation. Therefore, options and futures are considered as un-Islamic and so are forward foreign exchange transactions because rates are determined by interest differentials. 

A number of Islamic scholars disapprove the indexation of indebtedness to inflation and explain this prohibition within the framework of qard-el-hassan. According to those scholars, the creditor advances the loan to win the blessings of Allah and expects to obtain the reward from Allah alone. A number of transactions are treated as exceptions to the principle of gharar : sales with advanced payment (bai' bithaman ajil); contract to manufacture (Istisna); and hire contract (Ijara). However, there are legal requirements for the conclusion of these contracts to be organised in a way which minimises risk. 

e) Investments should only support practices or products that are not forbidden -or even discouraged- by Islam. Trade in alcohol, for example would not be financed by an Islamic bank; a real-estate loan could not be made for the construction of a casino; and the bank could not lend money to other banks at interest. 

Islamic Funding Structures And Financing Vehicles

[This article was published in the 10th issue of Nida'ul Islam magazine, November-December 1995] 

Islamic banks around the world have devised many creative financial products based on the risk-sharing, profit-sharing principles of Islamic banking. For day to day banking activities, a number of financial instruments have been developed that satisfy the Islamic doctrine and provide acceptable financial returns for investors. Broadly speaking, the areas in which Islamic banks are most active are in trade and commodity finance property and leasing. Some of the basic financial techniques of Islamic banking are the following: 

Murabaha: This is the sale of a commodity at a price which includes a stated profit known to both the vendor and the purchaser. This can be called a cost plus profit contract. The price is usually paid back by the buyer in deferred payments. Under Murabaha, the Islamic bank purchases, in its own name, goods that an importer or a buyer wants, and then sells them to him at an agreed mark-up. This technique is usually used for financing trade, but because the bank takes title to the goods, and is therefore engaged in buying and selling, its profit derives from a real service that entails a certain risk, and is thus seen as legitimate. Simply advancing the money to the client at a fixed interest rate would not be legitimate. It is important to note that only a legitimate profit in addition to the actual price is considered lawful under Islamic law. Any excessive addition on account of deferred payments will be disallowed as it would amount to a payment based on the value of money over time i.e. interest. 

Mudaraba: This implies a contract between two parties whereby one party, the rabb al-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 utilise it in an agreed manner and then returns to the rabb al-mal the principal and the pre-agreed share of the profit. He keeps for himself what remains of such profits. The following characteristics of mudaraba are of significance: 

· 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 his time and efforts.

Briefly, an Islamic bank lends money to a client - to finance a factory, for example - in return for which the bank will get a specified percentage of the factory's net profits every year for a designated period. This share of the profits provides for repayment of the principal and a profit for the bank to pass on to its depositors. Should the factory lose money, the bank, its depositors and the borrower all jointly absorb the losses, thereby putting into practice the pivotal Islamic principle that the providers and users of capital should share risks and rewards. 

Musharaka: This is a partnership, normally of limited duration, formed to carry out a specific project. It is therefore similar to a western-style 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-determined basis, and any losses shared in proportion to the capital contribution. 

In this case, the bank enters into a partnership with a client in which both share the equity capital- and perhaps even the management - of a project or deal, and both share in the profits or losses according to their equity shareholding. 

Ijara Wa Iktina: Equivalent to the leasing and installment-loan, hire-purchase, practices that put millions of drivers on the road each year. These techniques as applied by Islamic banks include the requirement that the leased items be used productively and in ways permitted by Islamic law. 

Muqarada: This technique allows a bank to float what are effectively Islamic bonds to finance a specific project. Investors who buy muqaradah bonds take a share of the profits of the project being financed, but also share the risk of unexpectedly low profits, or even losses. They have no say in the management of the project, but act as non-voting shareholders. 

Salam: A buyer pays in advance for a specified quantity and quality of a commodity, deliverable on a specific date, at an agreed price. This financing technique, similar to a futures or forward-purchase contract, is particularly applicable to seasonal agricultural purchases, but it can also be used to buy other goods in cases where the seller needs working capital before he can deliver. 

Besides their range of equity, trade financing and lending operations, Islamic banks world-wide also offer a full spectrum of fee-paid retail services that do not involve interest payments, including checking accounts, spot foreign exchange transactions, fund transfers, letters of credit, travellers' cheques, safe-deposit boxes, securities safekeeping investment management and advice, and other normal services of modern banking. 

Almost every Islamic bank has a committee of religious advisers whose opinion is sought on the acceptability of new instruments and who have to provide a religious audit of the bank's end of year accounts. 

The concepts of equity and morality are at the root of Islamic banking. In Islam moral and equitable values form an integral part of the rules of law governing contractual and financial relations to such an extent that the relationship which exists between equity, law and religion is an organic rather than supplementary relationship. The importance of Islamic banking has increased dramatically over the past 10 years. The main difference between Western and Islamic-style banking is the concentration on people and their businesses rather than on accounts- it is a much more 'grass roots' banking according to one expert. 

The three "M"s of Islamic global banking

By M.H.M. Faizer

The Islamic financial service industry is globally one of the fastest growing sectors. There are over hundred financial institutions offering financial services on the basis of Sharia (The Islamic Law). The industry is around two decades old. As at today it manages around US $80 billion and is growing at around 15% per annum. 

This new concept has spread to practically all parts of the world to include the Middle East, Europe, USA and Asia. Innovative banks such as the Citibank have set up full fledged Islamic subsidiaries. Islamic Finance is being studied at Postgraduate level in many leading universities in countries such as the USA, UK, Australia, India and Middle Eastern countries.

The creation of Islamic Financial Institutions has not been smooth and trouble free. The Institutions had to be created from scratch, with no past experience to draw upon. Islamic bankers faced numerous teething problems. Though some of them were resolved a great many still remain.

The growth of Islamic banking is not necessarily due to a growing awareness of Islam nor of Islamic fundamentalism but due to the economic growth in the Islamic world fuelled primarily by oil wealth

A key element in the Islamic Financial System is that it is based on deriving an economic benefit from a tangible economic activity and sharing its rewards and associated risks. The other key element is the Prohibition of Riba (Interest). The Islamic ban on Interest does not mean that Capital is costless in an Islamic System. It recognizes Capital as a factor of production but it does not allow the factor to make a prior or predetermined claim on the production surplus in the form of interest. The owner of the Capital can legitimately share the profits made by the entrepreneur. 

A predetermined profit sharing ratio is however is permissible. Thus, as a mechanism of allocating financial resources, the rate of interest is replaced with the rate of return on real activities. To this end, a variety of methods and instruments based on risk and profit sharing are suggested. 

A brief outline of some of those popular instruments developed and practised by the Islamic banks is given below:

Mudarbah: In Mudarbah, one provides the necessary financial capital and the other supplies the human capital needed for successful performance of the economic activity undertaken (The activity to be chosen must be a permissible activity according to Sharia. Therefore activities such as Gambling, Pornography, Unlawful Meat are not allowed). Mudarbah therefore is an equity-based instrument where one party provides the funds and the other the Expertise. The ratio of sharing the profit is decided in advance by the parties concerned. In the case of a loss, the investor bears the entire loss as the effort of the Expertise is already expended. This is the Sharia ruling. An Islamic bank will therefore be extremely careful in selecting the Mudarbah partner. Once it identifies the entrepreneur it goes on to invest the entire capital required for the venture taking a total exposure on its capital

The Deposits the Islamic bank receives (other than the Demand Deposits) from the general public is also based on the principles of Mudarbah. In accepting the deposits, the Islamic bank neither guarantees the capital (the deposit) nor does it specify a predetermined rate of return (Both these features are in contrast to a deposit system of a traditional bank). 

The role of an Islamic bank is therefore is that of a Funds manager where the Bank is a Trustee as well as an Agent for the depositors in which position it uses its infrastructure, contacts, competence, know-how, goodwill and prudence all in good faith and in a conservative manner to extract maximum usefulness of these amounts under its trusteeship for the benefit of the depositors (investors). On their part the investors bear all the risks emanating from this relationship.

Musharaka: Musharaka literally means sharing. In the context of business it means a joint enterprise. In this form, two or more financiers provide the finance for a project (or a trading transaction). All partners are entitled for a share in the total profits of the project (or trade) according to a ratio mutually agreed upon. However, the losses are to be shared exactly in proportion to respective capital contribution This is the Sharia ruling. All partners have the right to participate in the management of the project. However they also have the right to waive this right in favour of any specific partner.

Musharaka can also be used to finance going concerns. Working capital needs of an organisation can also be met through a Musharaka, facility from an Islamic bank. As long as the Sharia principles regarding Musharaka are not violated the form and procedure of Musharaka can take any shape. 

Ideally, an Islamic bank cannot request for any form of security (collateral) from the Musharaka partner. Some scholars have however allowed the Islamic banks to take security but only to be used against fraud, negligence and mismanagement by the managing partner.

Murabaha: Murabaha means a sale. The feature that distinguishes it from other forms of sale is that in a Murabaha the seller discloses the actual cost of the commodity and then adds a mutually agreed profit. 

Murabaha is therefore a 'Cost plus' financing where the asset or goods are purchased by the Islamic bank and sold to the client at cost plus a negotiated profit. Most Islamic banks use Murabaha as a convenient and appropriate mode of Islamic finance. 

Murabaha can be structured for almost any trade finance need ranging from import of goods, preshipment export finance, local trading etc. The use of Murabaha for the deferred payment financing is also possible and has been approved by the Sharia scholars Murabaha is not a loan given on interest but is the sale of a commodity; therefore it has to fulfil all the conditions necessary for a valid Islamic sale.

Although there are many rules, the following three are basically very important:

1. The subject of sale must exist at the time of sale;

2. It must have good title and be in the ownership of the seller;

3. It must be in the physical or constructive possession of the seller when selling it to another party.

In the case of deferred payment if the client delays payment the Islamic banks cannot charge anything more. This is the Sharia ruling. Therefore, there is no penalty (penal rates) for default in an Islamic Financial System!

In addition to the above techniques, the Islamic banks have now got into many newer areas to include Ijara (leasing), Takafol (Islamic Insurance), Real estate business, Securitisation programmes, Infrastructure programmes based on BOT/BOO basis.

Despite impressive growth, it yet has many problems to be solved. The lack of uniform terminology, Sharia interpretation, accounting and auditing standards, cross border transactions, regulatory structures are some. In the field of accounting, there is generally no uniformity in accounting policies and standards, hence a lack of consistency in the accounting treatment of various Islamic banking operations. 

Even the presentation of their financial statement differs, making it difficult and harder for the reader to relate the results of one bank to another. Attempts are now being made to seek the most appropriate means through which accounting standards could be developed and implemented in order to present adequate, reliable and relevant information to users of financial statements.

The Author is the General Manager of Amana Investments Limited, the first and so far the only Islamic Merchant Bank in Sri Lanka.

THE FALLACY OF THE 'ISLAMIC BANK'

by 
Umar Ibrahim Vadillo

The so-called "Islamic bank' is a usurious institution contrary to Islam. The 'Islamic bank" is an absurd attempt to resolve, as was done in the case of Christianity, the unswerving opposition of Islam to usury for fourteen centuries. 

Since its origin, the 'Islamic bank' has been patronized and promoted by usurers. Their only intention was to incorporate the thousand million Muslims of the world--who in general would scornfully avoid using any banking or usurious institution--into the international financial and monetary system. The artificial creation by the colonial powers of the so called 'Islamic states', itself a contradiction in terms, whose character is markedly anti-lslamic, was the historical result of the end of territorial colonization and the beginning of the financial neo-colonialism. 

The universal establishment of the western constitutional model (the model of the French revolution) brings with it the establishment of artificial and unnatural boundaries, the creation of a repressive ministerial bureaucracy, the exacting of taxes, the imposition of artificially legalized money and the legalization of usury (the banking system) - measures which are all profoundly contrary to Islam. The Islamic Bank is thus nothing more than a typically degenerate and belated product of the so-called 'Islamic states'. 

In order to speak on the "Islamic Bank", the new science of so-called 'Islamic economics' has emerged from the American and European universities. However fallacious these two self-supporting concepts of economics are concepts regarded with scorn by the Muslims of traditional education they have served as a justification for the new class of state functionaries and bureaucrats who have come to constitute a kind of 'Islamic modernism'. A few years of mediocre education in western universities will not allow many of the Islamic economists to discover that the foundations of economics have been shattered as a science and in practice in the very Europe which saw it come into existence. 

The rationalistic framework of the positive sciences which has been called into question in Europe has been currently defended by those neo-bureaucrats who are still fascinated by their years of education in the West. Even though the sincere, albeit naive, faith of the majority of those who participate in these modernist movements cannot be denied, time and a greater maturity has shown them the bitter side of the ideological and scientific modernism in which they have placed their trust. 

The return of the Islamic tradition has not only been the best antidote against this modernism in those Muslim countries but in the hand of a new generation of Muslims in the West it has also resulted in the transcending of modernism and brought about the culmination of our western civilization which today is of {universal character.} 

In contrast to the modernist confusion, the position of the Shari'a of Islam clear and does not admit any controversy.
Allah says in the Qur'an: 

"Oh you who believe! Have fear of Allah and give up what remains of what is due (to you) of Usury. If you do not, then take notice of war (against you) from Allah and His Messenger." {Qur'an 2,278} 

From this it is clear that the Muslims must not only abandon Usury but that he is also obliged to fight against usury. The 'Islamic bank' is a totally crypto-usurious institution and like all the other usurious constitutions must be rejected and fought. Besides the falsehood of its very name we can enumerate at least three reasons why its practice is considered usurious.

A. The creation and utilization of artificial paper-money whose use is a confined monopoly.

The Shari'a prohibits the forceful imposition of one single money on the market; what is explicitly stated is that money can be any kind of merchandise which is socially accepted as a means of exchange. If besides this we add to this the character of monopoly inherent in a (paper-)money -- without any value as a commodity -- whose value is imposed by the state, then it becomes clear the manipulation and acceptance of this system has nothing to do with the deen of Islam. Moreover given that there does not exist a single state in the world where the monetary system of paper money is not applied then this is sufficient reason for affirming that the Muslims live in a world where authentic Islamic governance is absent. 

There exists no justification of a strategic or a political kind in the imposition of paper money as a prop for a possible Islamic government since this imposition is based on a deception of the people who support this government: moreover it is a contradiction that a just and equitable government finance itself by means of robbing from the very people whom it is governing. 

The use of paper money by any institution is contrary to the nature of Islam. In the case of the bank however there is an added element to this contradiction -- namely the capacity of the bank to freely create paper money by means of credit -- which is independent of whether this paper-money is used for honest business or usurious loans. The use of credit to artificially expand the monetary resources is emphatically forbidden in the Shari'a.

"It is not permitted to pay a loan by asking the lender to receive payment from a third person who owes money to the lender...." 
Consequently it is not allowed to settle a debt with another debt.

"It is not permitted that you sell something that you do not possess on the understanding that you will buy it and will give it to the buyer." ('Al-Risala' of Ibn Abi Zaid al-Qayrawani, chap. 34).

Imam Malik says, "A person should not buy a debt due to another person, be he present or absent, without the confirmation of the person who owes the debt. He is buying something which has not been guaranteed to him and so if the contract is not completed what he has paid loses its value. This is an uncertain transaction and is not good." ('Al Muwatta' of Imam Malik, chap. 31).

The confirmation of a debt is an indispensable condition for its transfer; the confirmation occurs with the guaranteeing that the debt can be and will be paid. In other words notice will be given that someone with a debt which is unpayable will be able to transfer it to another person. Not even in debts of sale is the lack of confirmation of guarantee permitted. 

Imam Malik distinguishes between someone who becomes indebted for something that he possesses and someone who becomes indebted for something which he does not have in his possession, this latter kind of debt is disapproved of since it leads to usury and fraud ('Al-Muwatta', chap. 31), like in the case of the banks. 

The Shari'a prohibits the commercialization or multiplication of a debt without the means to guarantee it. Thus, the banking business as such cannot exist in Islam; the only function it could have would be to restrict itself to being an institution for transferring money but without the capacity to expand the amount of credit.

B) The usurping of part ownership

The second reason why the Islamic bank is a fallacy is the constitutive structure of its ownership. In Islam the constitution of any business must guarantee the identification of ownership and the respect of this ownership. There thus exist two forms of constitution for a business by two of more persons.


1. The loan (or qirad ) by which the investor transfers the property of their investment to an agent who manages the business.

2. Co-ownership in which all the investors have made a prior agreement as to the execution of a specific business (by means of a contract) and in which ownership is based on equality of conditions between all the co-owners. 
The structure of the 'Islamic banks' is based not on the strictness and exactness of the Shari'a but rather on the model of the corporation in the West in which the exercise of property is not carried out by those who --nominally --are the owners but is carried out by means of a system of usurpation which we can call by the majorities'. 

This means that the innocent investor who takes part in this type of business contract has no protection of his investment since neither establishes a business loan (qirad ), in accordance with the way this type of contract is defined, nor is he able to make decisions with respect to the very business in which he is a co-own.owner (unless this same person is the majority) since this is not decided beforehand in the contract. 

Thus this type of contract is not a business contract but a sophisticated and unprotected surrender of one's right of ownership. Whoever is the majority at any one time, then that person (or group of persons) and only that person is the authentic owner of the business. That is to say, in accordance with our understanding only the person who can decide is the owner in fact. For this reason the system of majority is neither co-ownership, Or, as we shall see, a loan.


The business loan (qirad ) is not a loan of money for a specific period made without knowing what is going to be invested in, but rather it is made for the establishment of a specific business:

Imam Malik says, "It is not permitted for the agent to stipulate that the use of the money of the qirad is his for a certain number of years and that it cannot be withdrawn from him during this period of time." He says, "It is not correct that the investor stipulates that the money of the qirad should not be returned for a certain number of years which are specified since the qirad is not for a specific time." ('Al-Muwatta' of Imam Malik, chap. 31).

The contract of the business loan on qirad implies the specifying of the person who is the agent or new owner and on whom the total responsibility of the investment rests. Thus the loan cannot be established by an indeterminate majority or with the persons who represent it if they, between them, form a single co-ownership) without jeopardizing the exercise of co-ownership of the minority co-owners, who are bound by the decisions (of the majority) despite disapproving of them.

This means that firstly before someone invests in a business it has to be known what that business is, prior to investment (according to basic conditions which arc made known in a reasonable way beforehand, and which are complete,with w condition wanting in any way); secondly it means that the person (or persons) who is the decision maker in such a business is the owner (or co-owners) and that reciprocally only the owner (or the owners) decides with respect to the business; 
Thirdly, that in every co-ownership the owners enjoy the same status (the fulfillment of the contract which they have and agreed to) even though they participate to different degrees (such that the profits are distributed proportionally); and fourthly it means that those contracts in which, without there occurring any loan, the owner is deprived of the right of ownership to exercise control, then in these contracts there is a usurpation of ownership. 

In short, the structure of co-ownership of the 'Islamic banks' in which the shareholders are invited to participate is not acceptable ; in Islam since it consists of an unjustified usurpation of the ownership of the minority shareholders in favor of the executive council or administrator which represents the majority.

C. The payment of the usurious interest
Due to the very structures and the arena in which the 'Islamic banks' deals in a contract , fluctuation in value is generated which affect the individual transactions the bank makes. As a result an contracts made by the ' Islamic bank' are usurious. Short of removing ourselves completely from the monetary system then we are of necessity justified in affirming that every commercial contract made with in this system is already usurious since the values makes of one of the commodities which is interchanged, namely completely the paper money is being increased by pressure , force and the state monopoly. The usurious nature of these institutions is much deeper however.

Every loan of a commodity open to devaluation and whose value was superior when it was received, is usurious. In general a loan cannot be made of a commodity whose value is changeable. If however a devaluation happens unexpectedly the payment of a compensation equal to the devaluation of the lent merchandise will have to be established (and this cannot be confused with the interest). This fact denies the validity of the principle of 'interest-free' on which 'Islamic banks' are based, since paper money cannot be taken as a authentic money with a stable value. Every time this bank borrows paper money for a time, it gains the devaluation suffered by this money during the time of the loan. It is like the typical usurious trick which consisted of the loaning of wheat when it has limited value (during harvest) and stipulating that it be given back when wheat has attained a better price on the market (several months after the harvest). 

This however does not mean that the taking of an interest which is equal to inflation makes the operation of loans in paper-money permissible since this commodity can never become the object of a free and fluctuating evaluation.
The payment of dividends, except when considered as the sharing out of the profits of the business and when accepted unanimously by ad the co-owners is payment of usurious interest The Shari'a contains no doubt in this respect: the only possible justification for the increase or decrease at the time of the return of the loan is the resulting profit or loss of the business, connected with that loan. None of the parties can reserve the use of a pan of the profits without them having been previously distributed:

"The person who makes an investment cannot stipulated that he retain part of the profit without sharing it with the agent; likewise the agent cannot stipulate that he retain a pan of the profit without sharing ." ('Al-Muwatta' of Imam Malik, chap. 31) 

This however is what happens when the agent does not distribute all the profits but rather an estimation of them. The profits are simply the difference between the value (or market price) of the invested goods and the value of the goods and the value of the goods obtained by the business. Then the results or profits are not an 'objective' estimation but rather a demonstrable reality. 

It may be however that the parties to the business contract want to extend the contract and continue the profit already made by establishing a 'mutually acceptable' payment as if it were the same as partial payments of the total profit. But this 'mutually acceptable' payment means that if even one of the parties was not in agreement with the proposition to continue the business or not in agreement with the calculation of the profit which has been 'objectively' estimated by someone -- or even a majority of the co-owners -- then he can, by exercising his right of ownerships dissolve the business and verify-- by the sales of the business goods--if the estimate was correct or not. 

This will not violate the right of ownership of the rest of the co-owners since the contract will have been completed; besides this can be continued by buying it again from the sale of liquidation of the person who does not want to continue or who does not accept the profits which have been estimated. The calculation of the resulting profits is logically identical for all types of business whether they be established by way of a business loan (or qirad ) or as co-ownership. The qirad in general is established for a particular business with a particular person, where the results are clearly defined but it is not to be thrown to a basket of other business that the investor cannot clearly identify in full, that is not only the nature of the business and the identity of the agent but specially the exact results of the business.

In short the system of calculation or estimation of the dividends of the modem corporations adopted by the 'Islamic banks', are not the actual resulting profits of the business and as such, by their excessive estimation or underestimation, they represent a usurious interest. Even besides the fact that this estimation cannot possibly always be correct, there is the fact that the very contract itself is unacceptable, since in the type of contract that the corporation make with the shareholders the fact that the latter have to renounce their right of co-ownership without even being able to refuse what they consider to be an incorrect estimation represents an illegitimate usurpation of ownership. 

Usury has corrupted the market, transforming it into a usurious system. There is no way of establishing an (equitable) market without going outside of the modem monetary and financial systems. All attempts to recuperate an (equitable) Islamic market with (equitable) Islamic business and transactions must be based on the Qur'anic principle of Equity (al-'Adl){Qur'an 2, 282} which is also defined in the Shari'a. Islam, besides being the situation of the Muslims themselves, a situation based on the Qur'an and our tradition of fiqh, is and has been for centuries an impregnable fortress Of guidance and source of unparalleled knowledge for the Muslims. The 'Islamic bank' is a Trojan horse which has been infiltrated into Dar al-lslam. 

The Economic Effects of Money


A complex modern economy cannot function efficiently without money. Although the fundamental functions of money are universal, the speed and efficiency with which these functions meet the fundamental requirement of wealth creation and distribution depends on the economic system on which it is used because the system controls the supply of money and lays the rules by which it can be acquired and used. To understand how money influences an economic system. In this article, we examine some key aspects of monetary economics from the Islamic point of view in comparison to Western Capitalistic point of view. We conclude that the economic ills of today's world has been largely caused by ill conceived Capitalist financial system. 

In the history of mankind, an amazingly wide range of things have been used as money in various societies. These have included cattle, salt, silk, furs, dried fish, beads, Cowrry shells, stones and even feathers. But, in the more advanced economies, gold and silver were most widely used before the advent of paper money. When Islam came, the Prophet(saw) approved the use of gold and silver as money. He permitted the use of the Roman and Persian Gold and Silver coins. Gold and silver then became inextricably linked to Islam as a system of currency although the Prophets approval and through the link with the hudood of Allah(swt) and the Zakat. The Prophet(saw) said that Zakat can be paid on money only if the nisab exceeds 20 Gold Dinars, and that hudood can be implemented on a thief only if what he stole exceeds a quarter of a Dinar. 

How Money Affects the Economy

 

The choice and supply of money 

One of the ways by which economies are managed is through the amount of money supply, so called monetary policy. Until the turn of this century, gold and silver were used as real money world-wide. Later, Western governments began resorting to paper money whose supply is not dependent on the hard currency of gold and silver for selfish reasons. Since then, money became easy to create at will. Unlike in Islam, a lot of worthless paper can then be changed into money without a corresponding increase in gold and silver to back it. And when the supply of money far exceeds the supply of goods and services, inflation occurs. 

Although many things have been blamed for the cause of inflation the real cause of inflation is the excessive creation of paper money by governments. What are often blamed for inflation are in fact the consequences or side effects of it, not causes. Businessmen are often blamed for the rise in prices which is regarded as a cause of inflation. But, when why is inflation greater at some places and at sometimes than others? 

Businessmen are surely not more greedy at some places more than others and at some times more than others. The rise in the prices they charge is a result or a reflection of the other forces. For example, inflation in the 1970's was blamed on the rise of oil prices in 1973 due to OPEC. But in the five years that followed the 1973 shock, both Germany and Japan who depended in 100% oil import had declining rates of inflation, while countries like the USA which depended only on 50% oil import did not. In Japan, inflation fell from over 30% to below 5%. In the US inflation rose from 5% in 1976 to 13% in 1979. 

Another favourite explanation for inflation is low productivity. Yet consider a country like Brazil. It has experienced one of the most rapid growth rates in the world, and also one of the highest rates of inflation. This is because changes in growth are dwarfed by changes in the supply of money. The historical facts surrounding great inflationary periods prove this. For example during the German hyper inflation after world war I, money grew at an average rate of 300% per month for more than a year, and so did prices. During the Hungarian hyper inflation after world war II money grew at a rate of 1200% per month for a year, closely followed by inflation at an even higher rate. On the other hand consider the American civil war. The South financed the war largely by printing more money, thereby producing inflation at the rate of 10% per month from 1861 to 1864. But, in May 1864, the Confederacy enacted a monetary reform and dramatically, the general price index dropped, in spite of the reduction in foreign trade and disorganised government. 

In the Islamic case, the choice of gold and silver as the form of money means that in an Islamic economy, money is based on real wealth, which cannot be produced at will. Paper money could be used as receipts to increase portability of real money. But in that case, each unit of paper currency must strictly be linked to gold and silver and can be exchanged for either or both of them on demand at all times. As a result:
This eliminates the problem of runaway inflation in two concrete ways. Firstly, the government cannot print or mint more money at will because gold has to be found and extracted. It would be illegal for the government to increase monetary supply by printing more paper money. This is because in such situations, if everybody or many rich people were to go to the treasury and seek to exchange their paper money for gold and silver, the treasury would not be able to honour them. People may then lose confidence in the system and it would then break down, 


In Islam, the making of money goes together with the actual creation of wealth as the extraction of gold and silver requires actual input into the form of services and capital investment in the form of goods. 

Secondly the making of money goes together with actual creation of wealth as the extraction of gold and silver requires actual input into the economy through human efforts in the form of services and capital investment, in the form of goods. These offset the extra gold and silver to be produced. Moreover it takes time to produce gold and silver from their ores, and their supply cannot be increased at will as they are not common resources. Hence monetary supply would not grow excessively in relation to the supply of goods and services. 

Another consequence of using gold and silver is that markets will not be disturbed by sudden influx o worthless paper money. On the contrary, there would be stability and free convertibility in foreign exchange if all countries base their currency on the gold standard, thereby creating a healthy atmosphere for international trade through confidence in it. Suppose for example that both the US fixes $1 to represent 10 ounces of gold internally. Then the UK decides to fix one pound for five ounces of gold internally. Then the sterling dollar exchange rate would automatically be fixed at one dollar for two pounds internationally. And the exchange rate with all other currencies based on the gold standard can similarly be deduced. 

Money as a form of wealth 

Money is in effect a special form of wealth which is freely exchangeable with all commodities and services and whose uses include the three that have been mentioned before. The most fundamental issue to be addressed by every economic system is that of the creation and distribution of wealth. According to the capitalist economic system, wealth should only be distributed amongst those who took a part in producing it. These are:

Land
That is things that are being used as a means of production which have not previously undergone any processing, such as natural resources. 
Capital
Which includes any commodity that has already undergone human processing and is again being used as a means of further production, such as machinery and money which they call liquid capital. 
Labour
Which is simply human exertion. 
The Entrepreneur 
The one who organises these three and bears the risk of profit or loss in production. The owner or provider of land gets their reward in the form of rent or revenue. The provider of labour gets a wage or salary. And, the entrepreneur is rewarded with the profit and the provider of capital gets interest. 

In the Islamic economic system, it is understood that the real owner(Creator) of all wealth is Allah(swt). We only 'own' wealth by proxy as guardians. Some of us acquire wealth by engaging in the production process and hence have a direct access to wealth. These include the factors of production as defined by Islam. Others have an indirect access to wealth simply because Allah(swt) as the real owner of wealth has stipulated that those with direct access to wealth through engagement in the production process must pass some of it on to them as He made clear in the Qur'an: 
"Give to them from the property of Allah which He has bestowed upon you" [TMQ 24:33] 

This usually takes the form of Zakat, kaffarat, sadaqat-ul-fitr etc which are given to the poor and needy. Those who have direct access to wealth i.e the factors of production, include capital, which constitutes those things which can only be used in the production process if they are wholly consumed, such as money. In other words they cannot be let or leased. One cannot derive any benefit from money unless he gives it up in exchange for commodities or services, and hence unlike the capitalist economy, machinery is not but it comes under land together with houses etc. Also, labour includes all sorts of human effort, both physically and mentally. this eliminates the entrepreneur as an independent factor of production. The entrepreneur is not a rewardable factor of production. The entrepreneur is not a rewardable factor of production in his own right but bits of his job is done by the providers of land labour and capital. Instead of rewarding the entrepreneur with profit for the risk of loss that he takes, Islam views that the risk of loss is attributable to capital, that is money itself. Hence there is no place for interest. That is to say, the person who wants to invest their money in a certain business must take the risk of loss and is rewarded with profit. The one who provides 'land' gets rent or revenue, and the provider of 'labour' gets salary or wages. Should the business fail the provider of capital loses their money, the provider of land loses their rent and the provider of labour loses their salary. If a man owns his business, he gets or loses all three rewards. The guarantied reward in the form of interest on capital marks a fundamental difference in the way the Islamic and Western economic systems view and use money. A major consequence of this difference is that, the way people use money will differ depending on the operating economic system. As the provider of capital in a production process has to have a guarantied in the form of the business, If the business would yield a return that is lower than or equal to the going rate in interest, it would not be worthwhile. The effect of this is that the borrower will cease to engage in that production process as he would get no reward in the end. Consequently the economy looses two fold. Firstly, the growth of the economy is hindered as wealth which would have been created. Secondly, the borrower looses a means of income. He would be unemployed through no fault of his. 

Further, even if the rate of return would be higher than the prevailing rate of interest and the process goes ahead, interest rates would add to the cost of production which would in turn increase prices unduly. This adversely affects the distribution of wealth to the rich through guarantied interest payments. Hence both production and distribution of wealth are affected adversely, directly as a result of interest. 

On the other hand, the fact that Islam prohibits interest payments has a profound beneficial effect on the system of creation and distribution of wealth. Owners of capital can in practice only invest in it in essentially two forms of partnership - Shirka and Mudharaba. In shirka, the two or more people jointly invest and manage the business and jointly share the reward or loss, In mudharaba, some partners provide capital and some manage it with each having a share of the reward or loss. This form of investment to a great extent servers as an effective check on the concentration of wealth which is the greatest of evil of the capitalist economy. 

Alternatively, the owner of capital may lend his money with no interest in an Islamic system. 

Hence a borrower would be able to go ahead with the business in either way, and the consequence would be opposite to the capitalist state. 

Speed of money circulation 

Another important way by which use of money in an Islamic economy results to a far better creation and distribution of wealth is through its speed of circulation. By this, is meant how quickly money changes hand. An economy functions by exchange of money for which people create and exchange goods and services. The more money 'changes' hands, the higher the economic activity of wealth creation and distribution. An amount of say £1000 can pay for goods and services several times this value if the system creates a means by which money is passed on quickly. For example, say Mr.A has £10 He invests it by buying goods for Mr.B for use in his business. Mr.B goes into partnership with Mr.C and invests the £10 by buying from Mr.D who uses it to pay for the services of Mr.E. Everybody standard of living is raised as they get real benefit from real wealth. Had each person been 'sitting' on their £10, a total of £40 would have been needed to achieve the same scenario. The Islamic economy achieves this high circulation speed through a wide range of directives among which is the prohibition of interest, the prohibition of hoarding, and the guaranteeing basic needs by the state. These measures together give people the incentive to continually invest while positively reducing the barrier to investment by assuring investors of their basic needs should the business fail. By prohibiting interest and hoarding, owners of money can only increase it by going into partnership with others. Also, those who 'save' money will continuously lose some of it directly to the less well-off in society in the form of Zakat unless they invest it through partnership. 


The Answer


The answer to the economic problems of the world and particularly the Muslim countries is therefore to resort to nothing but Islam.

From these observations, it can clearly be seen that the Islamic economy, through the choice and management of money, will go a long way towards ridding society of the present day world economic ills and achieving the fundamental objectives of effective wealth creation and distribution. The dynamics of the Islamic economy would be an entirely different ball game from our experiences of the present day world economy which is based on capitalism. There would be a proliferation of small businesses in the form of partnership and individual private ventures. The problem of wealth concentration among few would be removed through business partnerships and also through indirect right to wealth in the form of zakat, kaffarat, sadaqat-ul-fitr, wisarat, nafaqat etc. The motivation for business enterprise coupled with a stable currency would influence strong and real economic growth. Three of the major monetary forces that push and pull and even crash western economies, namely interest rates, exchange rates and runaway inflation would be absent. The economic structures such as financial markets and banks which sustain these and foster the concentration of wealth among a few would be absent.

Overall, through the choice management and use of money, the Islamic system creates a practicable and healthy system of economy with everyone getting what is rightfully due to them. Things would be completely different from the economic systems that we have until now been forced to live under. 


Islamic Investment in Australia

[This article was published in the 10th issue of Nida'ul Islam magazine, November-December 1995] 

With the aim to present a practical model of Islamic banking to the Muslim community and to the Australian society at large, and to provide Muslims in Australia with an alternative to the existing interest-based financial products and services, Muslim Community Co-operative Australia was established in February 1989 with ten members and a starting capital of $22,300. Operating from its head office in Burwood, Victoria, MCCA's activities involve financial dealings and transactions based on Islamic finance principles. Transactions that involve interest are completely excluded from MCCA's activities. Its activities also include the provision of an institutional framework for converting the charitable funds into a socially beneficial and economically productive tool. 

MCCA manages five types of funds: Murabaha, Musharaka, Mudaraba, Qard-el-Hassan and Zakat funds. It has enjoyed phenomenal growth since its inception and it currently contains more than 560 members with an asset base of $2,320,000 compared to only $105,700 in 1991. The rate of return on investment has jumped from 5.4% in 1991 to around 9.75% in 1995, a return which is much higher than fixed rate of return offered by interest-based banks. 

In an interview conducted in October 1994, Peter Moody of the Australian Taxation Office summed up the activities and purposes of MCCA as follows: 

1- A place for the advancement of the principles of the Muslim faith, and the evolution of a "community" that overlooks its members and shareholders. MCCA funds can be, and are used to help those in need within the community. Donations are received and applied for this purpose. A separate fund has been created for this end, and is known as the Qard Hassan Fund. 

2- To operate as a housing co-operative that assists with the purchase of mainly residential properties for and on behalf of its shareholders. The purchase of other asset classes is undertaken in a similar fashion, mostly the purchase of motor vehicles, computers, and some limited business finance. The purpose of the provision of this facility is solely centred around the Muslim doctrine that forbids the payment of interest. MCCA charges an upfront "administrative" charge for their involvement, but thereafter, the loan is interest free. This conforms to all the requirements of their religion, and such transactions are held to be Halal, which means that they are "allowable" under Muslim doctrine. Repayments under these types of transactions are known as repayments of 

Murabaha. 

3- To accept funds and issue shares in the co-operative from time to time, and to distribute the trading surplus of the co-operative back to the members in the form of dividends. 

MCCA's objectives is to build up funds available for investment to $45 million; to educate and train on the concept and operations of Islamic Finance aiming to qualify at least 10 Muslims in managing and operating an Islamic Financial Institution: 5 in Victoria, 3 in NSW and 2 in WA; to open 3 branches for MCCA : 1 in Victoria, 1 in NSW and 1 in WA; and to establish and develop an institutional framework aiming for the best possible utilisation of charitable funds into economically productive and socially beneficial structure. 

In a recent interview with the manager of MCCA, Br. Mohammed Nasser Abdel-Hakim, "Nida'ul Islam" posed some questions regarding its formation and functions. 

MCCA's contact numbers & address:

Tel: (03) 889 6644, Fax: (03) 889 1211 

Head Office: 1342 Toorak Rd. 

Burwood, Victoria, 3125
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Abstract

A short description of principles of Islamic banking provides the background for the presentation of an innovative approach to interest-free financing based on a kind of currency-hedge-deal. Some potential benefits and problems are discussed. Starting points of market-entry strategies for national, municipal and entrepreneurial providers of contracts and a tool for mapping currency-exposures of cluster portfolios and future perspectives of ultra-long-range star-trek applications of the proposed linear financing instrument are offered. 

0. Motivation and Context

Looking back on a series of papers on strategic issues in marketing locations in the context of new technologies, media and socio-ecologic transitions [see my nonlocal desk for a list of contributions to conferences ] I started to re-think the basic issues of financial instruments limiting the implementations of visions of sustainable development. I felt very uneasy when I was confronted with views on interest that were contrary to my education but felt great relief when me and the economist and venture-capital consultant Dr. Charles Finney came up with what looks to us as a new way of unifying islamic and western views on financing. 

I try to relate this view as "work in progress" and hope to inspire some of my colleagues and, hopefully, even some of the political and business community to not only contemplate these issues, but actually test refined versions of them in practice. 

1. Purpose of this paper

This paper outlines a potential alternative providing not only a new way of financing complementary to interest-based contracts but also a way of dealing with fluctuations in currency values too. 

It is not the purpose: 

· to survey the vast literature on historic examples with non-interest instruments [see, for instance, Palgrave], or 

· to provide proofs of relevance of such an approach in the real world. 

The paper is to state the basic idea and, to introduce some of the problems to be dealt with. 

2. Financing Clusters by Offering Interest?

Western banking came to terms with interest and interest of interest in spite of the non-linear growth of debts and capital resulting from this approach to financing. 

Western critics have tried to provide conceptual alternatives leading to experiments during severe recessions and there have been ongoing efforts to implement fundamentalist approaches in islamic countries. A recent diploma paper at the University of Economics and Business Administration offers some insight on the issues [Kambiz Djalali Farahani, Islamic Banking im Iran nach 1979, WU 1995]. 

2.1 Islamic Banking

The recent rivival of Islamic approaches to banking especially in Iran and Egypt and some other Arab countries, started in the large cities of the 60ies and lead to national transformations in the 70ies and 80ies [Farahani 1995, p.2ff.].. 

· - Anjomona-i-khayriyva founded in Iranian Cities (60ies and 70ies), 

· - Mitrs Ghams Saving Bank founded in Egypt (end 60ies), 

· - Nasser Social Bank (1970), 

· - Kuwait Finance House (1977), 

· - Faisal Islamic Bank of Sudan, Faisal Islamic Bank of Egypt (1977), 

· - Bahrain Islamic Bank (1975), 

· - Jordan Islamic Bank (1978). 

Pakistan took a stepwise approach to transforming its whole financial constitution to an interest-free system. Iran implemented the new approach in one step. 

Islamic views on the economy are based on the following key concepts [Farahani, 1995, p. 6f.].: 

· - individual rights result from fulfillment of duties, 

· - rights of ownership are limited by religious obligations, 

· - income without risk is not justified, 

· - pre-determined interest (riba) on capital is forbidden, 

· - wealthy actors have to give away 2,5% of their income (zakat-tax), 

· - the religious rules (sharia) guide state interventions. 

Banking can conform to islamic views by selecting specific forms of commercial deals featuring shared risks and benefits instead of fixed interest [Farahani, 1995, p. 16ff.]: 

· - Musharaka: joint ownership as a consequence not a prerequisite of partnership, 

· - Mufawada: unlimited liability partnership, 

· - Inan: limited liability partnership, 

· - Mudaraba: investor looses or profits, agent wins share of profits, 

· - Qard-al-Hasan: loans without interest. 

Besides services performed against fees like in the western system (exchange, securities sevices, vaults discounting) there are three Islamic forms of deals [Farahani, 1995, p. 24ff.]: 

· - Murabaha: banks mark-up goods they buy for and resell to debtors, 

· - Ijara: renting something for a share of the profits generated with it, 

· - Ijara Wa-Iqtina: leasing with option to buy. 

Yet it looks like if the problem is not really solved. Islamic banking has no acceptable tool for discounting delayed payments and shares the problems of interest-based systems of finance: 

· • lack of financing for long-term-projects, 

· • explosion of municipal and state-debts leading to instabilities of 

· - currencies and 

· - asset values, 

· • heavy costs of hedging against changing 

· - rates of interest and 

· - exchange. 

3. Linear Instrument for Clusters

A surprisingly simple alternative to interest based financing and a kind of "missing-module" for islamic banking might be created by creating technically and culturally refined versions of the following type of contract. 

· • The currency the loan is payed back is determined by the lender at the time of payback. 

· • The burrower returns the amount of that currency that could have been bought with the original sum at the date the loan was granted. 

As such a retro-active omniscience arrangement for the lender might become very expansive to the burrower in times of high volatility of currency values refinements might include: 

· • Limiting the choice of payback currencies. 

· • Covering part of the risk by an insurance which guarantees what might be called a fair rate of exchange determined by a relation between the drift of the original currency and the average drift of currencies. 

· • Offering only compensation of average currency drift to the lenders which would of course reduce the attractiveness of the deal but could still be acceptable for investors fearing below average performance of currencies. 

· • Offering a free for instance one to five years re-scheduling of the payback payments in order to compensate for temporarily distorted rates of exchange. 

These and further forms of refining the original idea have yet to be tested. The following pre-evaluations can only touch some of the potential benefits and problems. 

3.1 Some Advantages of the Proposed Form of Financing 

The ramifications of hedging-based financing need systemic analysis. Some of the advantages of the proposed arrangement are, however, quite obvious: 

· • This type of contract offers a kind of retro-active omniscience to the lender who is fully or at least partially insured against fluctuations in the currency he or she lends. 

· • The burrower gets a chance to anticipate changing rates of exchange in order to reduce the actual cost of the financing. 

· • Local authorities would be unable to evade their debts by devaluation if faced with such contracts but could of course use such instruments themselves. 

Islamic banks could refine the concept in order provide an interface between their specific forms of deals and the proposed approach in the areas of: 

· - discounting future payments, 

· - offering a better deal for depositors, 

· - redefining the meaning of riba (interest), 

· - fostering start-ups, 

· - financing large scale infrastructures, 

· - rescheduling debts... 

3.2 Guarantees of National Adopters?

The proposed instrument lacks credibility in the beginning. So what if national banks would guarantee the fulfillment of the contract (1) or (2) even step in to reduce the risk for the burrower too? 

(1) National authorities can support the diffusion of such projects by creating specific regulations safe-guarding original investments. 

This might be justified especially if local investors do not trust local currencies and have already started to transfer funds abroad. 

From my point of view the worst case scenario should still be attractive to national players. National banks might have to rescue some contracts but they would have delayed the export of capital and they would have created a more efficient survival of local capital in turbulent markets for currencies. 

(2) If national or transnational actors decided to offer a fair average rate of exchange for the payback by the burrower this would be of course more costly. But it still could make sense if currency markets are expected to calm down this way after a period of transition. If lenders had no incentive to speculate - they get the best deal anyway - then the volatility of currencies could be reduced rather quickly thus reducing the spread to be covered by subvention. 

The main problem with this second guarantee is of course that manipulation of a single currency could create huge profits for the lenders receiving payments in it. 

3.3 Insolvency or Trading Delayed Payments

A major advantage of the scheme outlined here is, that it is inherently compatible to easy rescheduling of debt. As there is no interest involved contracts can be fulfilled later without having to account for interest of interest. 

This means that ventures or locations could survive insolvency. They would just declare for how long they have to delay their payments. The delayed series of payments could be traded on secondary markets. 

3.4 Focus on Cyber-Cluster-City-Concepts 

In order to circumvent discussions of speculative tricks and national fundamentalist issues the following illustration of potential applications of this approach is focussed on the prtoject-financing side of no-interest concepts for cities persuing cyberspace-strategies of local development. 

While at least western banks are rather unlikely to welcome the extra competition, there might be more willingness on the side of lenders who could hope to exclude currency risk from their calculations. 

Venture capitalists and entrepreneurs might adopt the idea too if they found a way to trade such no-interest contracts on secondary markets achieving minimum net-exposure for consolidated accounts of global networks. 

4. Market-Entry: No-Interest-Hedge-Ventures

Municipal and even private enterprises can enter the market of offering no-interest-hedges by offering a currency exchange with a difference, namely an extra long clearing time that can amount to years, decades or even centuries. 

There are of course still numerous problems to be solved in order to stage a successful market entry for such a venture. The following remarks provide little more than a point of departure for local projects tackling the re-invention of start-up financing and hedged investment of private capital. 

4.1 Boot-Strapping No-Interest-Clusters 

A pre-liminary boot-strapping strategy for an entrepreneurial application of the no-interest-hedging approach in the context of cyberspace might include: 

· • Ventures houses providing common net-interfaces for minimum size statistical samples of internet focussed start-ups. 

· • Net-implementations of the venture-financing and venture-control structure. 

· • Investment funds redirecting global hedge-money into venture-financing. 

While such a strategy can start with one house it is clear that the full range of potential benefits can only be realized if such a scheme is franchised or otherwise replicated in different currency domains. 

The first houses would probably have use traditional financing or long term no interest deals already betting on the emergence of a global structure able to bear the risk. The first houses provide the background of ventures needed to create the streams of payments which then can be consolidated into minimum net-exposures. 

One way to speed up that process is of course to design synergetic combinations of micro-ventures which can be replicated as combinations of franchises to bestablished in for instance all the about 600 cities with more the one million inhabitants. 

A global group of local clusters able to reap the full benefits of cooperative hedging of currency exposures might thus self-organize bottom-up within a few years or decades. 

4.2 Mapping Currency Exposures of Cluster-Portfolios

The consolidated currency exposure of clusters can be mapped together with traditional portfolio dimensions (growth of market, relative size of rivals) by using the meta-portfolio approach already presented in detail elsewhere [Michael Schreiber: From Portfolios to Fractal Meta-Portfolios. Proceedings of the XIIIth European Meeting on Cybernetics and Systems Research, Vienna 1996. p. 899ff.]. 

The traditional portfolio-dimensions are included as sub- or meta-dimensions in a matrix featuring rows- and column-heads for imports from and exports to domains of appreceating, stable and depreciating currencies. In addition to this various other dimensions relevant to local clusters might be included. 

Figure 1 (not available online): Example of a Meta-Portfolio featuring import and export relations involving market-entry, shifting currency-values, competitive advantages and socio-ecologic sustainability [Michael Schreiber: From Portfolios to Fractal Meta-Portfolios. Proceedings of the XIIIth European Meeting on Cybernetics and Systems Research, Vienna 1996. p. 899ff.]. 

4.3 Unintended Effects of No-Interest-Cyber-Clusters

Successful market entry of cyber clusters based on no-interest financing could boost the diffusion of internet-related technology and know-how which in turn can result in various interferences between the emerging world-culture of the net and ideosyncratic positions of local regulators. 

The proposed approach is thus only partially compatible to islamic principles. While the mode of transactions might be regarded as compatible to fundamentalists the effects of actually implementing it via net-ventures might be not. 

One therefore might ask if it is possible to implement no-interest-hedge-financing without the net-flavour. The answer might ge that it might be possible to compete with traditional financing schemes without the net but that it will be hard to succeed this way if the competition adopts the internet-tools. 

5. Relativistic Financing for Cyber-Clusters 

The main advantage of the proposed approach is that it replaces non-linear financing through a linear calculation which can accomodate long range commitments of capital as easily as short term loans. 

A paradigm for this view of financing could be the diamond production aboard a space-ship which can be sustained for some high-tech-reasons only while the vessel is travelling close to the speed of light. 

As hundreds of years pass while the space-craft is on its voyage it might be prohibitively expansive to finance the venture via interest-based credit. 

On the other hand it would make no difference if the currency of the original financing did not exist anymore when it came back as long as there were at least one set of transactions that could have preserved the original capital via clever and timely selection of currencies. 

While there are of course at lot of more urgent issues to be taken care of on board of space-ship earth now it seems interesting to know that there is a way in principle at least to finance star-trek enterprises. 

It is now up to us to arrange for the design and fullfillment of research agendas that lead to successful implementations providing a new enabling environment for entrepreneurs and customers willing to face the current demographic, socio-ecologic and technologic transitions. 

One of the first steps might be to simulate different forms of implementing best- and fair-rate deals and to relate these models to historical data on interest and rates of exchange. 
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