i

i

ISLAMIC ECONOMICS
NEWS BULLETIN e

INDIAN ASSOCIATION FOR ISLAMIC ECONOMICS

Advisory Council

F.R. FARIDI {President)
ABDUL HASEEB {Member)
M.N. SIDDIQI ¢
K.G. MUNSHI .
AUSAF AHMAD .
M. MANZOOR ALAM -
RAHMATULLAH i
ZAFARUL ISLAM s
ABDUL AZIM ISLAHI (Hony. Secretary)
Editor

JAVED A. KHAN

Joint Editor

VALEED A, ANSARI

IAFIE NEWS BULLETIN is published
six times a year by the Indian Association
for Islamic Economics. It aims to create
awareness of the latest development in
theory and practice of Islamic Economics.

The Annual Membership Fee of the Asso-
ciation is Rs. 50.00, NRI US$ 10. News
Bulletin will be offered to the members
free of charge. Others can have the Bulle-
tin by paying the following amount through
cash, M.O, or Draft.

Single copy Rs 03.50
One year Rs21.00
Two years Rs 40.00
Three years Rs 55.00

Cheques and drafts should be drawn in fa-
vour of ‘Indian Association for Islamic
Economics’ payable at Aligarh. Outsta-
tion cheques should add Rs. 10/- towards
bank charges.

Address for correspondence:
TAFIE

4-1212, Sir Syed Nagar,
Aligarh-202 002 India.

Laserset at
Quick Compographiks Corporation, Delhi

Prifited by
International Printing Press, Aligarh Ph. 20663

e e.xm-»f-\-e. e

QA'D-DHUL HIJJ 1413H

OB
i G o xb¢<

S

The contention that the charging of interest was prohibited mainly because of the injustice it inflicts
upon the poor does not go far enough towards the full rationale. The primary reason s the realization
of overall socio-economic justice, which is declared by the Quran to be the main mission of all God's
messengers (37:23). Justice, however is not a hollow term. It has several implications, the most
important of which is that the resources provided by God 1o mankind must be utilized in such a
manner that the universally cherished humanitarian goals of general need fulfillment, full
employment, equitable distribution of income and wealth, and economie stability, are realized.
FULL EMPLOYMENT: The unproductive and wasteful spending which the collateral-linked,
interest-based financial intermediation has the tendency to promote, has led to a decline in savings
in almost all countries around the world. Even in the industrial countries, net national savings as a
percentage national income declined by almost 4 percent between the 1960s and the 1980s. The
world saving shortfall has been responsible for persistently high levels of real interest rates, This
had led to lower rates of rise in investment, economic growth and employment.

A decline in wasteful spending and a rise in savings and investment would be very helpfil. But this
is not possible when the value system encourage both the public and the privale sectors to live
beyond their means and the interest-based financial intermediation makes this possible by making
credit easily available without due regard to its end use. [f however, interest is prohibited and banks
are required to share in the risk and rewards of financing, they will be more careful in lending.
Wasteful spending will decline and more resources will become available for productive investment
and development.

ECONOMIC STABILITY: The rate of interest has become one of the most important destabilizing
factors in the present day world economy. Milton Friedman, a Nobel Laureate, attributed the
unprecendently erratic bahaviour of interest rates. The high degree of interest rate volatlity injects
great uncertainty into the investment market.

It makes the share of interest in the total return on invested capital (interest + profit) continually
fluctuate, This makes it difficult to take long-term investment decisions with confidence. It drives
borrowers and lenders alike into the shorter end of the financial market, thus bringing about a shift
in the short and long term commitment of funds, and between equity and loan financing. Fluctuating
interest rates also create gyratic shifts in financial resources between users, sectors of the economy
and countries, causing erratic movements in loan-based investments, commodity and stock prices,
and exchange rates. With every rize in the rate of interest in a floating rate system in a short-ended
market, there is & rise in the rate of business failures, not because of any inefficiency or slackness
on the part of the proprietor, but because of the sudden decline in profit which is the entrepreneur's
share in the total return on capital. Business failures mean not only personal financial losses 1o
proprietors and stockholders, but also a decline in employment, output, investment and productive
capacity losses which take longer and are more difficult to make up. All these factors have, no doubt,
serious implications for economic activity and stability.

The Islamic financial system can be more conducive 1o the realization of equity. Risk/reward
sharing would compel the financier to give due consideration to the strength of the project, thus
making it possible for ¢ven the poor but competent entrepreneurs to get financing if they have
worthwhile projects. A large number of small and medium enterprises would thus be able to get
financing from financial institutions without being able to offer the collateral. This should enable
society to hamess the pool of entrepreneural ability from ever among the poor.

Thus it may be seen that the prohibition of interest has to be an indispensable part of the strategy
of any system which believes in the brotherhood of magkinid and wishes to actualize the
humanitarian goals of need fulfillment, full employmént, equitable distribution of income and
wealth, and economic stability.

M. Umer Chapra



News And Views

The first Executive of the Karnataka Chapter of Indian Association
for Islamic Economics, (I.A.F.LE.) and its newly constituted body
of City Executive had their joint Meeting at Bangaloreon 18.4.1993
at 11:00 a.m.

Mr. Syed Tanvir Ahmed, President, Kamataka State Chapter
welcomed the gathering and informed the members that the First
All India Conference of I.A F.LE. is scheduled to be held during
last week of June 1993 ar Bangalore and that we have the responsibility
of organising the same,

With regard to calling for the papers and other technical details, the
same will be looked after by the Head Quarters at Aligarh.

After detailed deliberations, it was decided to constitute the following
Committees with one elderly/senior responsible person as Chairman
and an active member of the I A F.1.E. from Bangalore as Convenor
s0 as to distribute the work.

The details of the Committees, the Chairman and the Convenors
proposed are as under

Commitiee Chairman Convenor
Reception Committee  Mr. S.M.M. Azcex Dr. Sadig Schail
Toyoma Industries Secretary
Bangalore Bangalore Chapter
Finance Committes Mr. Ashraf Hussain Mr. K. Moosa
Kap (India) Selva Foods
Constructions Bangalore
Bangalore.
Commintee for Mr. P.5.M. Bukhari Mr. 5. Rafi Ahmed
Hospitality Chartered Accountant  Bangalore
Kumbhat & Co. (for food &
Bangalore Accommodation)
Committee for Mr. Meer Magsood Mr. Azeez Ud-din Azeez
Cultural programmes  Ali Khan Bangalore.
Committee for Mr. Mohammad Ataulla Mr. Mohammad Azam
Press & Publicity Sahi
{Public Relations) Bangalore
Editorial Committee  Chiel Editor Nazhath Jabeen
Mr. S.Tanveer Ahamed (Souvenir)
Research Officer
Govt. of Kamataka Mr. Sadathulla Khan
Bangalore (Advertizement)

It was also authorised that each Committee can co-opt members
with the consent from the Chairmans,

The Meeting alsoworked out the rough estimates of the expenditure
in the proposed Souvenir and the means of raising finances were
also discussed.

Mr. Ashraf Hussain offered his office premises and Janab 5.M.M.
Azcez offered his office communication facilities to be utilised for
the waork of the Conference.

The Committee further resolved that a meeting of the Convenors
shall be held every Saturday at 5.45 pm at the same venue 10 take
stock of the situation and to decide the future course of action. The
chief organisor requested the convenor to convene the meetings of
their Commiltee at the earliest.

The Minister of Wakf and Higher Education of Kamaiaka govemment,
Mr. §.M. Yahyasaid that the Wakf Board would undertake steps for
the economic and educational development of the community. For
this, the Board proposed to provide 1,000 scholarships for the
merited poor among the Muslim women mainly in professional
Colleges. As many as 3,000 poor women would be trained in
tailoring, garment making, knitting and printing. While 1,000
women were being trained in tailoring and garment making, another
45 were being taught printing technology and 19, knitting. Afier
training, they would be given sewing machines and Knitting
equipment, he said.

With the help of the Central Wakf Council, the State Board had
completed 14 projects, improving, the properties to generate income,
which would be used to help the needy. The Minister said another
24 development projects had been taken up and 15 new ones at an
estimated cost of Rs. 6 crores were being processed. (Islamic
Voice) :

Sandi Arabia’s Al-Rajhi bank has arranged finance leases for three
Airbus A320s being purchased by Kuwait Airways Corporation
{KAC). The bank has syndicated one of the leases to Kuwail

. Finance House. KAC ook delivery of the first aircraft on 2

November last year. Both Al-Rajhi and Kuwait Finance House
operate according to the strict principles of Islamic finance, and the
leases have been structured accordingly. As a result, the banks have
taken full title to the aircraft which they are leasing to the airline.

BEIJING, (PTTI) In a shift from earlier hostility to towards religion,
a top-ranking Chinese leader had declared that “religion in China
plays a role in promoting economic development and social stability”.
“Religion is a big and complicated issue conceming many thousands
of peopleand in may places mingled with the issue of nationalities™,
Li told a meeting of ten prominent leaders of different religions in
China yesterday. He asked party organs to “put religion high on
their agenda” and, in handling religious problems.

Li called for adhering to the principle of “unity and cooperation in
politics and the mutual respect of beliefs”.

Hindustan Times Jan. 21, 1993
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Ph.D. WORKS ON ISLAMIC ECONOMICS

Copies of the dissertation may be oblained by addressing your request to: University
Microfilms International, 300 N. Zeeb Road, Ann Arbor, MI48106, (U5 A.).

The Contribution of Islamic Banking to Economic Development: The case of the
Sudan. Ahmad, Osman Babikir, Ph.D. University of Durham (United Kingdom),
1990. 454pp. Order Number BRD-97344

The central objective of this research is to assess the contribution of
Islamic banking to the development of the Sudanese economy.
Having operated for nearly a decade and a half, Islamic banks in
Sudan, as in other countries, are under scrutiny for their role in
financing development.

Critics as well as proponents of Islamic banks are questioning the
role of Islamic banks in extending credits to real productive sectors,
Criticisms were made that Islamic banks have been concentrating
on short-term (and trade) finance and have done little to promote
long-term (and equity) finance.

The research findings show that the contribution of Islamic banks to
development financing is insignificant. There are different factors
affecting projects, the attitude of the Islamic banks managements,
governments policies, and the structural rigidities characterizing
the Sudanese economy.

The role of Islamic banks has also been assessed in terms of their
contribution to the monetization of the economy. In this regard,
their role is found to be encouraging.

However, the research findings show that the religious element is
ranked first in importance of customers. The competitive service
and wide availability of services ranks afier the religious element.
Thus customers deal with Islamic banks basically for these three
reasons. One finding which is unfavorable for Islamic banks is that
customers were not attracted by high returns or greater access to
credit facilities.

Financial facilities provided by the commercial banks, and the
pattern of allocating these facilities provide evidence that small
firms in Sudan are at a disadvantage in term of type, volume, and
conditions of financing. Thus commercial banks contributed partly
to the smaller business finance gap in Sudan, Banks have been
highly security-conscious and profit-oriented.

The Faisal Islamic Bank initiated financial assistance to small
firms. This experience is fruitful, but it needs a thorough-going
evaluation, Such an evaluation was one aim of the study, so that
barking credit could be directed more effectively to the small crafis
sector in order to enhance economic growth. @

Islamization of the Economy: The Post-Revolutlonary Iranian Experlence.
Valibeigl, Mehrdad, Ph.D. The American University, 1991 217 pp. Chair: John
Willoughby. Order Number DAS226004

The ideological and theoretical underpinning of postrevolutionary
economic policies in Iran under the banner of “Economic Islamization™
was based on the principles of Islamic economic thought, Islamic
economic theory is not, however, a unified body of thought.

This thesis identifies to conflicting approaches to private property
rights and the economic role of the siate: a “Liberal” and a
“Radical”. The liberal approach does not consider limis to legitimately
acquired property and advocates a limited economic role for the
state, The radical approach emphasizes distributive equity through

public ownership and advocates limited ownership of private land
and capital. It considers a bigger economic role for the state. The
extent of these differences undermines the consensus on relatively
less important issues of usury prohibition and Islamic taxation.
Theoretical and ideological conflicts between the two “Radical”
and “Liberal” factions of the ruling Islamic activists resulted in the
incoherent policy implementation of economic Islamization. The
most incoherent results were in the areas of land reform and the
nationalization of foreign trade programs. Among the few consistent
ones was the early nationalization of a large number of industries
and mines, the banking system, and all insurance companies.

The nationalization drive resulted in the expansion of public
ownership and control in the industrial and financial sectors of the
economy. As a result, the state sector now completely dominates
the banking and insurance industries, produces up to seventy
percent of the value added in the industrial sector, employs three
times more employees than in the prerevolutionary period, and,
despite the reduced defense budget, absorbs a significant portion of
the GDP. Given this uncertain and unstable economic environment,
the private sector has only grown in the commercial sector. There
has been a significant reduction in large-scale and long-term
investment in the industrial and manufacturing sectors.

In retrospect, the most salient characteristic of the economic
Islamization program has been its lack of theoretical consistency
and its incoherent policies. Its most important legacy and long-
lasting impact has been the expansion of the realm of public
ownership and control in the industrial and financial sectors of the
economy. &
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