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Financial intermediation on the basis of interest frustrates the
realization of the humanitarian goals. It allocates financial resources
among borrowers on the criteria of their ability to provide acceptable
collateral to guarantee the repayment of principal, and sufficient cash
flow to service the debt. End-use of financial resources does not
normally constitute the main criterion. Financial resources hence go
mainly to the rich who fulfil both these criteria and to governments
who it is assumed will always be able to service their debts.

The rich do not, however borrow primarily for productive investment.
They also borrow for conspicuous consumption and speculation.
Even the governments do not borrow mainly for development and
well being. They borrow also for excessive defence build up and
unproductive public sector projects. Interest based financial
intermediation thus makes it possible for both the public and the
private secotors to borrow for unproductive purposes and to live
beyound their means. This does not only accentuate macroeconomic
imbalances and instability but also squeezes the resources available
for investment and need fulfilment. Reduced investment contributes
to slower growth and slower rise in employment c:ppnrtumt:es Thus
the realization of humanitarian goals suffers

Islam, therefore, prohibits interest like other major religions, and
organizes financial intermediation on the basis of profit and loss
sharing. The financier is not assured of a positive rate of return. His
return is linked to the ultimate outcome of the business financed.
Financing may not then become available for any purpose just -
because the borrower has an acceptable collateral to offer and
sufficient cash flow to service the debt. It may rather become
available primarily if the financier feels confident that the project is
worthwhile and the entrepreneur has the necessary ability to manage
it efficiently. In this case, financial resources mav not be available for
unproductive uses and may not necessarily flow to the rich. Even
poor entrepreneurs may be able to qualify if they have worth while
projects and the necessary integrity and entrepreneurial ability to
manage them. This can help in the realization of society’s
humanitarian goals.

Mudarabah and Musharakah _

The most desirable forms of Islamic financing are mudarabah
(commenda) and musharakah (partnership). In both of these forms,
the financier makes the funds available not as a lender, but rather as
an investor. He shares in the profit or loss and is not assured in

contd., on page 3




The international Islamic University, Malaysia, in co-
operation with Islamic Research and Training Institute of
IDB Jeddah, and LLT Herndon, USA organized an
International Confecrecnce on  “Comprehensive
Development of Muslim Countries From An
Islamic Perspective” during August 1-3, 1993 at
Subang Jaya Malaysia, As the conferecne brouchre
emphaised, “development has often been expressed
within a framework of Western perspective, historical
experiences and values. In this era of global changes and
paradigm shifts, there is an urgent need to enalyse the
phenomenon of development from an Islamic perspective
and to formulate a comprehensive approach to
development consistent with Islamic worldview and
values” . This was exactly the motive for holding this
significant conference. The main objective of the
conference were as follows.

To understand fuly the meaning and implication of
development from Islamic perspectives

- Te identify and distinguish the factor which provide and
those which hinder the development process in' Muslim
countries and communities.

- To consider alternative approaches of the development
of the Muslim world in the light of the past, present and
future world scenarios.

- To recommend areas and topics for empirical as well as
theoretical research te be undertaken by Muslim social
scientists and scholars in the near future.

- Te provide an intellectual forum for the interaction of
Muslim scholars and development planners, articians and
practioners for mutual enrichment of ideas and insights
with a view to further development of social change.

The conference was held in a presitigious hotel of
Malaysia -Holiday Villa and was inugurated by Dato Seri
Anwar Ibrahim, the Deputy Prime Minister of Malaysia
and president of International Islamic University,
Malaysia, followed by a brief introdutory remarks and
welcome by the chairman of the organizing committee,
Dr. M. Kamal Hasan the Vice-rector of International
Islamic University Malaysa ([IUM). Some brief remarks
were alko made by the Dr. Taha Jabir Alwani, the
president of International Institute of Islamic Thought
US.A. and by Dr. Abdul Hamid Ghazali, director of
Islamic Research and Training Institute (IRTI), Jeddah.
The Key note address was presented by Dr. Abdul Hamid
Abu Sulaiman, the Retor of [ITUM.

The confrence had twe parallel assians one in English and
other in Arabic. The following papers were read and dis-
cussed: :

1. “Towards Regeneration” by Dr. M. Nejatullah Siddiqgi,
C.R.LE., Jeddah.

2. “Aspects of Muslim Culture Which Hinder to Overall
Development of the Muslim Ummah”™ By Dr. M.
Kamal Hasan, IIU. Malaysia.

3. "“An Islamic Perspective on the Welath of Nations” by
Imad al Deen Ahmad, Maryland, U.5.A.

4. “Pattern of Development, The Muglim Historical Ex-
perience” by Dr. Louay Safi L.1.U. Malaysia. -

5. Causes of Decline and Methods of Revival of Nations
- A Survey of Major Muslim Thinkers up to the 19th
Century” , by Dr. Abdul Azim [slahi, A.M.U. Aligarh.

6. “Behavioural Science Foundations of Organization
Development A Critique from An Islamic
Perspective” by Dr. Syed Abdul Hamid al Junaid.
Dean Kullyah of Economics and Management 11UM.

7. "Reconciling the Quest for Religio-Cultural identity

' and Socio-econenic Development in contemporary
Muslim World" by Dr. Ameer Ali, University of Bruni,
Brunei, Daryssalam.

B. “Development, Change, Progress and Civilization:
Western and Islamic Perspective” by Dr. Mumtaz Alj,
UM,

9. ‘“Islamic Concept of Comprehensive Development
and Its contemporary Implications” by Dr. M. Abdul
Mannan II?II deddah.

“Islam and Development : Some Reflections” by Dr.
Zabair Hassan [IUM.

11. “Development Perspective in Capitalism and Islam:
Some Policy Directive for Government”, Organization
and Non-Government Organization”, by Dr. Tahir
Beg lIUM,

Prof. Khurshid Ahmad IPS Islamabad, Dr. Anas Zarga
CRIE, Jeddah, Dr. M. Umer Chapra SAMA, Riyadh, Dr.
Muhammad Anwar [IUM, Dr. ljaz Safi Gilani, Islamabad,
Dr.Sultan Abou Ali, Egypt etc. participated as distinguish
discussants. The closing ceremony of the conference was
presided by Dato Dr. Mahd Yousaf Haji Mahamed Noor,
Minister of Public Enterprises, Malaysia.

The conference was, ‘a great success. It offered an
opportunity for Muslim scholars and professionals to look
into the many-sided dimensions of development from an
Islamic, perspective. It emphasized the need for
application of holistic ‘Tawhidic' perspective mare
urgently in the wake of collapse of the Marxist Leninists
paradigm and signs of chroncile social diseases originated
from the liberal Capitalist model of development.
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advance of a positive rate of return irrespective of the
ultimate outcome of business. Losses must be shared by
him in proportion to his share in the total financing
while profits may be shared in any mutually agreed
ratio. The fincancier's liability remains limited to the ex-
tent of the financing provided by him and no maore.

Since the shares of joint stock companies embody the
principle of profit-and-loss sharing, they are also accepi-
able. The presence of a well-organised and properly
regulated stock market may enable investors to dispose
of such stocks whenever they desire - an advantage
which mudrabah and musharakah financing may not be
able to offer. The shares of joint stock companies may
also serve as an alternative to interest-bearing
government and corporate bonds.

Historical Evidence

Historical evidence provides a positive testimony in
favour of the effectiveness of both these forms of
financing in mobilizing resources and fulfilling the
financial needs of a repidly expanding economy.
According to Professor Abraham Udovitch, Chairman of
the Near Eastern Studies Department at Princeton
University, the entire reservoir of monetary resources of
the mediaeval Islamic world was mobilized through
these twe methods to bring together investors and
managers for the purposes of supporting crafts and
manufacture and expanding long distance trade.

The extensive mobilization of savings and their easy ac-
cessibility to businessmen provided a great boost to the
growth of output and trade from Morocco and Spain in
the West, to India and China in the East, Central Asia in
the Morth, and Africa in the South. This is clearly
indicated not only by available historical documents but
also by the Muslim coins of seventh to eleventh
centuries which have been found in different parts of
Russia. Finland, Sweden, Norway, the British Isles and
Iceland.

The ongoing revival of Islam in the Muslim world has
brought into focus the question of whether these
methods can once again play the same invigorating role
in accelerating investments and promoting healthy
growth as they did in the past. There is no rationale to
believe otherwise, The technological advancements that
have taken place since then, faster means of transport
and communications, better accounting and auditing
technigues, and computer facilities can only make fthe
use of these methods easier. They can help in the
keeping of records and the calculation of costs and
profits. The existence of efficient and well organized
banks may, in fact, facilitate rather than hinder the
mobilization of resources and their productive
investment,

M. UMER CHAPRA






