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Economics is a social science that constitutes an integral part of the
ideology, which prevails in a certain society. It is dangerous to adopt
an economic system that does not emanate from and correspond with
theideology, infact such atrial isdoomedto beafailure. Thus, thereis
no “Islamic Economics’ per se unless there is an Islamic ideology
prevailing and applied in aMuslim community.

Islam is based upon the principles of Oneness of God, the liberty
and dignity of men, their equality as creatures and servants of God and
justice among them and in their reward. These elements, inter alia, are
reflected in the economic concept of Islam, money included.

1. MONEY

In the so-called free-economy or capitalist economy, money has
acquired aprivileged statusover all other commodities. By the definition
arbitrarily giventoit, it has become superior to man himself, it implies
some qualifications that are not supposed to be within its jurisdiction
and which have evolved and become as if they were really genuine,
despite the fact that they have no physical existence.

Most of the economists definemoney by itsfour classical functions:
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(a) means of exchange, (b) measure of value, (¢) medium of deferred
value, and (d) store of value (Barger, 1962, 8; and Harrod, 1969, 3-4).
Day and Peza (1968, 5) explain the nature of money asfollows: “The
real significance of money isthat it isaclaim which can be used by its
owner to buy things.”

1.1 MEANS OF EXCHANGE

Accepting such definitions as correct, the fact remains that such
functions are not intrinsic or inherent in money. Practically speaking,
exchange, which isthe main function, can be undertaken and istaking
place in many a case without the mediation of money.

Samuelson, stressing this fact, adds that money “is an artificial
social convention [italics ours],” (Samuelson, 1958, 50). Originally,
people intend to exchange goods against goods, and utilize money asa
medium to facilitate this exchange. Y et, in barter, or direct exchange,
nobody concedes his goods to another person without getting some
goodsin return. When money intervenes, the operationissplit into two
parts: selling goods against money and buying goods against the
withheld money. This split enables the money-holder to sit on the
withheld money for any period he opts for without risk or cost — other
thingsbeing equal. Theimplication hereisthat by sitting on the proceeds
of sales, the exchange operation is interrupted and the function of
exchangeis suspended incomplete. To keep such proceedsis actually
to bar somebody in the society from selling his products, which is a
violation of Samuelson’s“socia contract”.

If this function of money is fully operative, i.e., whosoever
exchanges his products against other products through the mediation
of money without an unnecessary time gap between selling and buying,
most of the economic discrepancies experienced in liberal economies
could be eliminated. Hicks hinted at this, stating that:

“One of the advantagesthat is gotten from the use of money isthat
people do not have to pass it on immediately; they can choose the
time of their purchases to suit their convenience. If they use this
facility moderately, it is useful to them; and it does not harm other
people,” (Hicks, 1971, 21).

Hicks does not mention those who withhold money indefinitely
and liveonit. Nor doeshetell uswhat “ moderately” means, andwhois
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the judge of moderation. What Hicks did not say was expressed by
Prudhon when he was asked:

“Why are we short of houses, machinery and ships? He answered:
Because money is a sentinel posted at the entrance to the markets
with ordersto let no one pass. Money you imagine is the key that
opensthe gates of the market (by which termis meant the exchange
of products); that is not true — money is the bolt that bars them,”
(Gesdll, 1929, 7).

And in fact one would ask: Why isit that money supply is on the
increase while recession is besetting the markets? The answer isthat a
great part of that supply isnot used to meet the “transactional demand”
in the Keynesian sense. By holding the greater part of money supply
for precautionary and speculative purposes, people are checking the
main function of exchange and are rather incapacitating the role of
money.

We should like to emphasize from the very beginning that money
per se cannot be considered equivalent to fully-pledged goods, mainly
because all goods embody a utility which satisfies some human
economic demand. Thisinnate natural property is artificial in money,
asdemand for it —asameans of exchange—isaderived oneimputed to
the original need for the exchange of products. If money ceases to
function assuchmeans, i.e., if no exchange of real productstakes place
through the mediation of money —its raison d’tre disappears. Without
real exchangethrough money —if it exists—money would beanillusion
causing harm and alie distorting facts.

1.2 MEASURE OF VALUE

Thisqualification isderived from the previous one, because the means
of exchange must determinethe val ue of the exchanged goods asrel ated
to itself. Thus, money acts as a common denominator to all economic
goods, and the value relationship of their exchangeis expressed interms
of money units. Thisimpliesthat money isthe standard measurefor all
values.

However, this function is a feigned qualification, all known
standards of measurement are fixed in themselves except money. The
metre, theton, thevolt, etc., do not changein relation towhat ismeasured
by them. Y et money does change. “ From its use as a measure of value
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flows the practical maxim that money ought to have a constant value,
however constancy may be defined. It is a strange fact that after so
many centuries of experience in so many countries man has not yet
succeeded in providing for himself amoney with stablevaue,” (Harrod,
1929, 4).

In my opinion, thefailureis dueto the malfunctioning of money as
ameansof exchange, andtotheartificial attributes bestowed on money,
allowing peopleto withhold it without charging them any cost for such
aviolation of the “social contract”. Creating money out of thin air by
means of creating credit has created what Irving Fisher called “money
illusion” (Fisher, 1929, 18).

1.3 STORE OF VALUE

“Whenmoney isheld, itisastore of value whose ultimate worth depends
on the trend of prices,” (Samuelson, 1958, 57). This is a disputable
statement, because holding money is only holding atitle or aclaim to
some goods, which we may opt to procurein thefuture. Itisnot storing
any real goodsor real vaues. Onthe contrary, holding money iskeeping
half the exchange transaction is abeyance. Thence, to qualify money as
a“store of value” isto vitiate the main cardinal function of money asa
means of exchange. If it is claimed that money gives its holder the
choice of exchanging goodsat present or storing the valueto be acquired
inthefuture, our answer isthat that exactly isthefallacy. One acquires
money by liquidating (selling) an asset or selling one' s goods —which
means ridding one’s self of the real value which would have incurred
some cost if one had wanted to store it. Having exchanged his asset
against money, such a person has procured a claim on goods, which
can arbitrarily be stored without charge or cost —an advantage bestowed
on the person who has done harm to his society by abstaining from
buying from others.

1.4 STANDARD OF DEFERRED PAYMENT

Consequent upon the three previous functions, future transactions are
expressed in terms of money. Having explained to what extent money
is not a standard of value in practical life, we need not go into any
detail pointing out the risks and difficultiesin deferred payments. This
function is necessarily tied up with the passage of time during which
the ratios among the relative values of goods change, and the ratio
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among these and money changes, not only on account of the change of
therelative value of goods, but also because the “ standard of value” in
itself is not stable. Such instability of the measurement complicates all
future economic transactions and gives vent to illegitimate claims, the
worst of which isthe payment of interest.

Is Money a Commodity?

Thereisadifference of opinion among economists about the nature of
money, aswe know it at present, i.e., fiat money and bank credits. The
argument is about whether such money isapart of anation’ swealth or
is it a debt incurred by its issuer and which is offset by the credit
counterpart of the holder.

Patinkin, Tobin, Gurley and Shaw, Pigou, Metzler and Haberler
areamongst the economistswho do not include the whol e of fiat money
and itsattributesin wealth. Friedman, Martin Baily, Pesek and Thomas
Saving ignorethe“money asdebt” argument and flatly state that money
isapart of what we economically call relevant wealth and of net worth.

The issue has been blurred by the unnecessary argument whether
fiat money is a debt of not. It is common knowledge that no issuing
bank in our present time would pay any tangible countervalue to any
paper currency it issues when presented with it. Thus, indebtednessis
fictitious and illusory. Professor James Tobin objects to considering
fiat money apart of wealth in the following terms:

“The community’ swealth now hastwo components:. thereal goods
accumulated through past real investment and judiciary or paper
‘goods’ manufactured by the government fromthin air. Of course,
the non-human wealth of such a nation really consists only of its
tangible capital. But as viewed by the inhabitants of the nation
individually, wealth exceeds the tangible capital stock by the size
of which we might term judiciary issue. The illusion can be
maintained unimpaired as long as the society does not actually try
to convert al of its paper wealth into goods,” (Tobin, 1965, 676).

Pesek and Saving categorically admit that money —any money —is
not totally identical with other goods:

“...money isin one respect identical with and in another respect
completely different from all other commodities. Itisdifferent. . .
inthat it has atechnical property of yielding its owner real income
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that depends on the price ratio between other goods and money. It

isidentical with all other commoditiesin that it is a claim of the

owner on the resources of others, but it isnot adebt of othersto the

owner,” (Pesek and Saving, 1967, 77).

Don Patinkin took up the Pesek-Saving theory and tried to prove
its fallacy. He corroborated with M. Kalecki in the latter’s view that
money isacomponent of wealth. “ The stock of money relevant for the
real -balance effect was not the usually defined hand-to-hand currency
plus demand deposits, but the monetary base alone,” (Patinkin, 1972,
168, 809). Hewent on to confirm that the view became accepted without
guestionintheliterature, and received itshighest degree of formalization
inthe Gurley-Shaw distinction between outside money —money that is
backed by foreign governments (which is part of the net wealth of the
community), and inside money based on private domestic securities
(the inside money includes created money and all other institutional
credits—all of which are not a part of net wealth).

To sum up, money can be a quasi-commodity at best, and even if
one considers it a commodity having a demand and a limited supply,
there will be some undeniable differences between the usual
commodities and money:

a. Money hasatechnical (or artificial) property of yielding its owner
real income simply by holdingit, i.e., without exchanging it against
other goods.

b. It has no carrying cost, no production cost (almost so) and no
substitute having complete liquidity.

c. Demand on money isnot genuine asit is derived from demand for
goods that money can buy.

d. Money isexempt from the law of depreciation to which all goods
are subjected.

e. Money is the product of social convention having a purchasing
power derived mainly from the sovereignty asagainst theintrinsic
value of other goods.

Once the meaning and nature of money has been clarified, the study
of interest will be easier to follow.
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2. INTEREST

What is Interest?

Economists have given different definitions of interest, each trying to
fit hisdefinition to histheory justifying the payment of interest. To me,
interest isthe excess of money paid by the borrower to the lender over
and above the principal for the use of the lender’ sliquid money over a
certain period of time. Intheir effort to defineinterest, many economists
treated “ money capital” asequivalent to capital goods, asubtle mistake,
which helps them find a warrant for charging interest on borrowed
money. Let us have some examples.

Samuel son states that, “Interest is the price or rental [italics ours]
of the use of money,” (Samuelson, 1958, 50). Thus he equatesthe price
with therental use of money considering itsservice exactly asthe service
of amedical doctor or of atractor. His concept of money as ameans of
“transforming one good to another by exchange rather than by
production” forces him to treat money like any other commaodity that
has a price or arent. If we recall Samuelson’s concept of money,
immediately werecognize why he subtly tried to treat money asafully-
fledged commodity. However, we would find some difficulty in
reconciling his description of money as a means of “transforming one
good to another by exchange rather than by production” with hisview
about interest. When money issold, one should pay a“price” according
to Samuelson, and if borrowed, one should pay arent. To sell money,
there must always be some exchange of one good against another good
— according to Samuelson. But here, you sell your money for exactly
thesamemoney. Why thenthepriceat al if itisa“selling” transaction?

Asfor considering interest as rent for money, the first objectionis
that every rent comprises an element of depreciation (even in static
conditions, i.e., everything being equal). First, money as a means of
exchange is not supposed to depreciate. Second, when one uses the
doctor’s or the tractor’s service, both of them remain almost intact.
Y ou don't rent something that perishes or disappears once you use it.
But when you use money once you loseit forever. How can it then be
rented? Finally, if we apply Samuelson’s previous maxim of
“exchanging one good for another,” how can we accept the idea of
rent?

Don Patinkin givesthefollowing more confused definition: “ Interest
is one of the forms of income from property [italics ours], the other
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forms being dividends, rent and profits. Theterm ‘interest’ sometimes
has the broader connotation of all income [italics ours] from property.
Thisisthe case when we speak of the ‘interest charge on capital’ which
denotes the alternative income that can be earned on a given quantity
of money-capital,” (Patinkin, 1972, 118).

Here, Patinkin considers interest as a part of the functional share
earned by capital goods as well as money-capital. It is strange that
Patinkin did not give labor any share of the resulting income, while he
allotted interest a share of the yield. It is clear that this is not true,
becauseinterest ispaid to thelender irrespective of theyield and perhaps
even before the income isrealized. Here, again, Patinkin treats capital
goods as synonymous to money-capital.

Y.S. Bain states that, “Interest paid for invested money is thus a
third distributive share, in addition to wages and rents. It ispaid for the
services of invested money and it is earned by capital goods in which
the funds are invested.”

Professor Bain does not mention “profits’ here and equates “the
loanablefunds”’ with capital goods. If interest was afunctional share of
theinvestment process ashealleges, it would be negativeif the process
yields aloss — which is not the case. Besides, as long as the lender is
not the investor, we cannot by any means tie up interest with the
investment process.

JM. Keynesdid not defineinterest, but mentioned therate of interest
as“Money rate of interest isthe percentage of excess of asum of units
of money contracted for forward units of time over spot or cash price
of the sum thus contracted for forward delivery,” (Keynes, 1936, 22).
Inthe course of analyzing the reasonsthat make money rates of interest
more acceptable than commodity rates, Keynes mentioned that “. . .
the power of disposal over an asset over a period may offer a potential
convenience or security, whichisnot equal for assets of different kinds,
though the assets themselves are of equal value. Thereis, so to speak,
nothing to show for this at the end of the period in the shape of output
[italics ourg], yet, it is something for which people are ready to pay
something [italicsours],” (Keynes, 1936, 225). Thewords| haveputin
italics refute Patinkin’s and Bain's idea of interest as a residue or
function of income or investment. However, Keynes tried to find a
justification relevant to his liquidity preference theory and came up
with nothing in the output, which is something for which people are
ready to pay something. This part was critically criticized by some
leading economists; Harrod wrote:
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“We are told that the reason why people require interest on bonds
isto compensate them for the sacrifice of liquidity, which sacrifice
consists essentially intherisk that, when they want to realize their
assets, the bonds may havefallenin capital value, i.e., that therate
of interest may haverisen.”

“Keynes thus exposes himself to the criticism of Professor J.R.
Hicksthat he has ‘| eft the rate of interest hanging by its own boot
straps’. And D. H. Robertson has the following amusing passage:
‘“While there are hints here and there of abroader treatment, in the
main his (Keynes) plan is to set the rate of interest in the direct
functional relation only with that part of the money stock whichis
held for what he calls ‘speculative reasons,” i.e., because it is
expected to become other than it is; if it is not expected to become
other than it is, there is nothing |eft to tell uswhy it iswhat it is.
The organ which secretesit has been amputated, and yet it somehow
still exists—agrin without acat.” Mr. Plumptre of Toronto, in an
unpublished paper, has aptly compared the position of the lenders
of money under this theory with that of premium, the only risk
against which it ensures them being the risk that its premium will
be raised. If we ask what ultimately governs the judgements of
wealth owners as to why the rate of interest should be different in
the future from what it istoday, we are surely led straight back to
the fundamental phenomena of productivity and thrift.”

| believe Sir Roy Harrod was unique in describing interest as

something untrue. He wrote: “And so why isthereinterest?. . . Surely
there are some phenomena of the minds, the resultants of thoughts and
opinions, hopes and fears, itself only a promise, finally indeed an act,
but one solely originating in the will of the two parties, not a physical
phenomenon at all. Surely there are mental phenomena to which the
dictum may correctly be applied that there is nothing true but thinking
makes it so [italics ours],” (Harrod, 1969, 65, 66).

In short: Interest isonly afiction.
3. MU&E*RABAH OR QIR+&

3.1 WHAT ISQIR-&?
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Linguistically, both words, MuéErabah and QirEé are used to signify
the sameidea: “To give somebody out of your capital apart to tradein,
provided that the profit is shared between both of you, or that an
apportioned share of profit is allocated to him . . . accordingly, the
active partner is called &€Erib, because he is the one who travels and
trades. It isalso possiblethat both capitalist and active partner arecalled
MuéCrib or Mug€rié as both share the profits with each other,” (Ibn
Hazm, n.d., 247).

Historically, Qirté waswidely practised inthe pre-lIslamic eraasa
form of partnership. The Makkans were depending on commerce for
their livelihood; and those who could not exercise commerce by
themselves, traveling long distances and leaving their homes for long
periods, used to give capital to those able and willing to trade against a
certain percentage of net profit. The consequence of jurists’ opinionis
that such a practice was approved by the Prophet. There is almost a
unanimity on the legitimacy of QirEe (al-Shawk€En¥, n.d, 394).

3.2 QIR*& INISLAMIC JURISPRUDENCE

It is related that many companions of the Prophet practiced QirEe.
Even the Prophet acted as MuqCrié before Revelation.

Despite the unanimity on the legitimacy of QirEe, thereisnothing
ascribed directly (Marf”©) to the Prophet himself except what |bn MEjah
related on the authority of Suhaib who said that the Prophet (peace be
upon him) said, “Three are blessed: deferred sales, MuqEraeah and
mixing wheat with barely for home use and not for sale.” Initslineage
there are Na8r |bn a-QEsim on the authority of “Abd al-Rad¥m lbn
DCEw” d, both of them are unknown. Ibn Hazm stated in hisbook, MarEtib
al-1jm¢’, that all chapters of figh have basis from the Holy Book and
Sunnah, except QirEe, for which we have found no similar basis
whatsoever. Nevertheless, there is genuine solid unanimity on it, and
one can categorically say that it was practised during the days of the
Prophet, who was aware of it and who approved it, otherwise it would
not have been legitimate (Ibn Qayyim, n.d., 250).

Asthere are no fast rules set by the Sunnah defining the terms of
QirEe other than the Prophet’ sapproval to what wasbeing exercised in
his time, jurists have differed widely on such terms. Some of them
weremoreinclined to restrict itsmeaning while otherswere morelenient
and tolerant. Both parties supplemented their views by established
Islamicrules, if not directly pertaining to QirEe, they related to material



Money, Interest and QirEeé 11

transactions, especially those which refer to the terms of association
and partnership and the laws for usurous dealings. Jurists who adopted
analogy considered QirEé as a special “Contractual Act” having its
own specia terms and conditions, though they have naturally differed
among themselves as to the nature and terms of this contract. Those
who dismissed analogy in jurisprudence were constrained to figure
QirEe initsnarrowest limits. Having no text torely on, they resorted to
somegeneral Islamic rulesto determinethe act of QirEé, some of them
in our view were appropriate while others were not.

Thus, we havetotreat all theforthcoming divergent viewsof Mudlim
jurists in this respect as personal opinions, which do not and cannot
commit Muslimsin any way. If ajurist iscarried by hisown analogy to
the conclusion that such and such atype of QirEeé isprohibited (Tar€m)
or even undesirable, all that we should doisto consider hislogic, analogy
and juristic proof to the plea, but we are not bound by his verdict.

3.3 SUBJECT OF QIR-&

According to “ Gah¥riyyah”, Qir€é must comprise acontribution of cash
money, which is the capital. If the capitalist wants to give the active
partner (al-Muq€rie) goodsinstead of cash money, he must specifically
ask him to first sell these goods, and utilize the proceeds of salein his
QirEeé. Ibn Hazm claimsthat thereisunanimity onthisview (Ibn Hazm,
n.d., 247).

Asamatter of fact, all Tanaf¥s do agreethat the participation of the
capitalist must bein coins, while they disagree about the validity of the
contract if thisparticipationisin non-minted silver and gold (MuéCGrabah
in al-Jaz¥r¥, n.d.). Asfor giving goods as participation, they claim that
this vitiates the QirEé and makes void.

Tanbalites and ShCfi' ¥tes are of the opinion that participation must
be by means of adefinite amount of minted coins, whilethe contractis
vitiated if participation takes the shape of either non-minted gold and
silver or any other goods. MElikites are divided among themsel ves about
the validity of goods as capital for QirEe, some agree and some object.
Ibn QuddEmah, an eminent exponent, statesthat “MuéErabah” isvalid
if the subscribed capital isdetermined, whether itisin coined or precious
metalsor goods.” He supports hisview by theviews of Ab™ Bakr, Ab”
al-Kha«Eb, MElik, Ibn Ab¥ Layla, TEwus, al-AwzE'¥ and Ibn Ab¥
Sulaymén. They justify their opinion onthe pleathat “the main objective
of MuéErabah which isasort of association, isthat both parties dispose
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of both capital and labor and participate in the profit earned by the
partnership. Such profit-sharing takes place whether the capital isin
money or in goods.”

Theideabehind forbidding QirEé unlessthe participated capital is
in coined gold or silver isthat the trading capital must be unequivocally
determined so that every partner can access his share in profits in
accordance with his participation in the partnership. This is quite an
acceptablelogic, it was adopted by those who allowed goods as capital,
provided that the capitalist asks his partner to sell the goods, determines
their price and uses the same as capital. al-ShawkEn¥ is of the opinion
that QirCEé is one form of association where al sorts of participations
arealowed. Consequently, if anyone claimsthat prescribed capital in
QirEe can only bein cash money, he must produce evidence to support
hisclaim.

a-Shawken¥ (n.d., 392) cameto the same conclusion, e.g. any good
of determined value can be subscribed as capital in Muétrabah. He,
however, based his judgment mainly on the “SEhil Tad¥th” quoted in
al-Bukh€r¥ on the authority of JEbir Ibn CAbdullEh where “the Prophet
(peace be upon him) sent an expedition of 300 soldiers under the
command of Ab” Ubaydah Ibn al-Jarrd in the direction of the sea
shore. | was one among them. On our way, the expedition’s supplies
were exhausted. Ab” ‘Ubaydah gave an order to collect all supplies
with the soldiers which supplies totaled two ‘Mizwads’ of dates. He
started rationing them among ustill they came almost to an end and he
began distributing them one by one. | asked him what one date could
help, and he answered that it was something instead of nothing.”*

a-ShawkEn¥ also referred implicitly to “ AshCariyyin Tad¥th” where
the Prophet (peace be upon him) said, “If the AshCariyyin went far for
conqguest or if their fortunes in Mad¥nah dwindled, they amassed
whatever they had in one bag and divided it equally among them; so
they belong to me and | belong to them,” (al-Bukh&r¥, n.d., 180).
Personally, | don't think that the analogy is relevant because QirEe is
different than such benevolent voluntary cooperation. Here thereisno
act of agreement between capital and labor to enter into partnership for
gain, and the objective is quite different. In both Tad¥ths indeed, the
wholeidea of any gain or trading association is completely absent.

There is also a difference of opinion about whether the acts of
MuéCrabah would be valid or not if the Mué€rib or the active party
subscribed an amount of money (or goods) over and above the
subscription of the capitalist. Our view is that the essence of QirEe is
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that the capitalist enters into association with an active partner in an
enterprise whereby the first gets a share of the profits (positive or
negative) earned by the capital of the first and the work of the second.
There is nothing that stands against contributing capital in goods or in
precious metals, aslong asthe value of goodsiswell determined at the
time of concluding the act of QirEé. Nor isit against any Islamic rule
that the MuéCrib would subscribe a fixed amount of capital (againin
money or in goods) in which case he would naturally be entitled to a
higher stake in the partnership (al-Jaz¥r¥, n.d., 137).

There is another important point raised by the different jurists
regarding the availability of capital at the time of contracting as a
disposable amount. Thus, they do not legaizea QirEé act if the capitalist
concedes his debt towards the active partner and designates such debt
to be his capital sharein the prospected enterprise, nor do they consider
the act asvalid if the capitalist refers the MuéCrib to a third person to
collect a specified amount before the money is fully collected and
materially received. Infact, thereis consensus of opinion on this point
for the obviousreason that the partnership isan independent act, which
should not be related to other obligations and that such act does not
exist unlessits substance exists. However, Tanbalites validatethe QirEe
if the capital has been originally deposited with the Muq€rié, whichis
more logical than the adverse view.

3.4 THE NATURE OF THE PARTNERSHIP

The four Sunn¥ ImEms have gone as usual into some detail about the
nature of the MuéCGrabah act: isit an act of association or partnership,
or isit asort of proxy or isit a combination of both? Whatever their
views may be, there is no doubt that such an act is permissible and
valid under the following conditions:

a. There should be (at least) two persons who, out of their free will,
enter into an agreement by which one (or more) would contribute a
fixed amount of disposable money to be delivered to the other party
who would trade with this subscribed capital for the benefit of the
partnership (or association).

b. Every party to the act must know for sure and without ambiguity
his share in the expected profits and provided that this share is a
percentage and not an absolute fixed amount.
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In case no profitisrealized, the active partner would receive nothing
for hisefforts. If thereisaloss, it would be deducted from the principal
(i.e., the contributed capital).

All expenses necessary for implementing the QirEé act are
deductible before the distribution of any profit, even if such expenses
exceed the total gross profits.

c. Theactive partner must have the absolute freedom to trade in the
money given to him and take whatever steps or decisions that he
deems appropriate to realize the maximum gain. Any condition
restricting such liberty of action vitiates the validity of the act.
However, the Shtficites elicit the possibility of determining thekind

of undertaking, which the active partner may tradein. The other Im&ms

do not agreeto thiscondition, an objectivewhichisentirely unjustifiable
inmy view. | havetaken al-Jaz¥r¥ as reference for the views of the four

Madhhab (MuéGrabah, in a-Jaz¥r¥, n.d.).

Strangely enough, ImEm ShEfi®¥ does not validate QirEe if the
activity liesoutside thedomain of strict trading, i.e., buying and selling
(al-ShawkEn¥, n.d., 44). Obviously, he took this attitude due to the fact
that QirEé as approved by the Prophet (peace be upon him) was only
for such commercial purposes. But our great Imem allowed himself to
go far in analogy and even to set up new rules when there are no
precedents regarding many problems, while he denied himself this
logical coursein such an obvious and important matter. In my opinion,
QirCEé in industrial undertakings is permissible on account of two
grounds.

i. If we apply the most rigid analogical rules we find that industry
after all isakind of trade and does not violate any other condition
of QirEe. Shtfi?¥'s pleato forbid QirEe in industrial enterpriseis
based on his view that the result of such an activity is generally
controllable and almost predictable, while in commerce therisk is
absolutely unknown. If this was the case during his time, it is
definitely not so at present, and thus his judgment cannot be
accepted, due to fault of reasoning.

ii. Ifweapply thegeneral rulethat in origin all transactionsand things
are permissible unless there is explicit restriction or prohibition,
we came to the same conclusion, as there is no restriction or
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prohibition, tacit or expressregarding undertaking industria activities.
After dl, if ImEm Mal¥k has opined that the capital can be goods
instead of money, then why not a machine?

iii. TheUah¥r¥s and thefour ImEms are of the opinion that the duration
of Qir€é must not be pre-determined or limited. Nevertheless, |
am inclined to differ with them all. To start with, they rely on the
precedence approved in the Sunnah to which | do entirely agree.
Yet, al of them without exception confirmed that either party of
QirEeé will have the right to revoke the act and terminate the
partnership on advising the other party of the same (Ibn Hazm,
n.d., 249).

| fail to understand the raison d’tre of letting such an act so loose,
unlessthat our ImEms wereaming at defending the active partner (being
the weaker) against the stronger (i.e., the owner). They might have
thought that such alimitation of time may let some good opportunities
dip from the hand of the MuéCrib or may upset his plans so that he
would not realize the profit he was preparing and working for.

Personally, | feel that by allowing the termination of the act by
either side at any timethey have actually defeated their own purpose of
defending theinterest of the active partner, because the owner of capital
would havetheright to decide at any time even though the active partner
would be most unfavorably affected. Logically speaking, there is no
valid reason why both parties cannot agreeto fix adate for determining
their partnership when they are allowed to do so at their full discretion
at any time. Cannot any time be ‘a determined time' ?

3.5 QIR+«& AND BANKING

Having explained Qir€é or Muéarabah as stated in Islamic
jurisprudence, we come now to the question whether such a system
can substitute the actual functions of modern banking in the present
free capitalistic economic framework, in asense that it fits the present
banking system and serve the purpose of divesting it from interest.

3.5.1 QIR+& UNDER THE PRESENT BANKING SYSTEM

Let ustry tofigureinwhich way QirEé could be harnessed to eliminate
interest in banking operations. Let us assume that this experimental
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trial will take place in a modern Muslim country whose money in
circulation is the usual currency notes issued by its central bank, and
that it has commercial and other banks functioning in the manner
habitually known in free competitive economy. Assuming that A isa
businessman who realized some profit which he decided not to spend
(either in consumption or investment) at the time as his plan isto use
the money, say three months later, to meet a certain liability. A would
then go to the bank (which would not supposedly be allowed to deal in
interest either way) and ask what would the bank give him against a
deposit of hisdinCrs for three months. The answer of the bank manager
would probably be, “I don’'t know. Why don’t you come back next
week and I'll try to find somebody who would be interested in getting
this money to invest in his business and pay you a proportion of the
profit?’

| supposethat A would not be very happy with such an answer. If A
inquires why does not the bank invest it on its own risk, the answer
would be: because commercia banksare not allowed to go into business
other than purely monetary operations (we are assuming the present
banking system). Now, let us suppose that the bank has found an
entrepreneur (B) who isin need of 1000 din€rs for three months and
who is ready to pay “something” for getting the money now. The
problemwouldimmediately reveal itself in something likethefollowing:

a. If QirEe hasto be applied, would the bank be a part of the contract
or not? In other words, would the bank accept the money and take
therisk of MuéErabah?If yes, then the bank isviolating the banking
law. If no, then the capitalist is supposed to negotiate directly with
the entrepreneur and the role of the bank is confined to introducing
both parties to each other — a non-banking function.

b. If the bank is selling some investment certificates (and there are
many capitalistic countries who allow such activity) then it would
advise A to buy certificatestoday at the current price onthe market
and liquidate them after threemonthsat A’ srisk and peril. Generaly
speaking, these certificates represent a portfolio, which — under
the assumed conditions — would bear no fixed interest and would
beentirely invested in shares. It is extremely rare to see companies
distributing profitsto shareholders every three months, and thus A
would not really be entitled to any profit by buying the said
certificates. On the other hand, he may collect some capital gain
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when liquidating his position at the due date, but he may also suffer
alosson hisprincipal.

c. If an arrangement — somehow — can be made through the bank by
means of which A caninvest his1000 dinErs in an active enterprise,
there would be the difficulty of knowing the equitable share of this
additional temporary capital. To my mind, it isalmost impossible
to find a satisfactory answer to this question, especially when the
participationisfor ashort-term. Aisanaturally interested toinvest
hismoney with abig reputable firm so asto minimize hisrisksand
inflate hisprofits. But such firms cannot calculatetheir profitsevery
day asthe production procedurestake longer periods than thetime
allowed by A. Thereisawaysatimelag between the date acapital
good is purchased and the date the final output is sold out. Over
and above, it is almost impossible that every time an investor
contributes a certain sum to designate the fair share of profits, that
sum has added to the net profits (if ever these profits can be
ascertained in the short-term).

Fromthe above, one can seethat itisnot practical —if ever possible
—tomarry QirEé with the present banking system. Banksare not alowed
to directly engage in commercia or industrial operations or in any
specul ative transactions, while QirEe is based on engaging in all such
risky operations. But what if we were to allow banksto do so? What if
wewereto allow banksto accept savings on condition that they would
directly invest them in different enterprises? The same question arises
again: Who would take the risk? If it is the bank, why should A take
any profit at al? If A would take the risk, why go to the bank at all?

3.5.2 QIR+& IN A SPECIAL BANKING SYSTEM

Consequently, it becomes clear that if we want to abolish interest from
banks, on borrowing and lending, the prevailing models of banking
would not work. In fact, it would be only the minority of savers who
would bewilling to keep some deposits (without any interest or profit)
with banks, and thus, bankswould ceaseto be the main source of credit
extension or money supply, or in simplewords, what they are at present.

These difficulties and the like made the advocates of QirEe to
suggest changing basically not only the function of banking, but also
its philosophy. In my view, they are quite justified in their suggestion
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because the present system is based entirely on interest transactions.
Mawd~ d¥ and Quresh¥ tend to consider banking asapublic service that
should best be owned or at least controlled by the State. The main job
of banks under such synthesiswould beto represent the government in
their policies, favoring some categories of productive projects by
extending to them the maximum possible credit without interest. They
would also function as the main channel of foreign trade settlements
and foreign capital movements. In both functions, banks would charge
commission for the respective services to cover their expenses but no
interest would be required.

It is noticeable that in the case of foreign trade, it is habitual to
effect payments over aperiod of time. For instance, on confirming the
order, acertain percentage of the value or afixed amount isrequired to
bepaid, or at least a“ credit letter” issupposed to be opened to guarantee
to the exporter the collection of his dues against shipment, or in many
cases a few months after shipment. In actual practice, banks extend
such payment facilities against collaterals furnished by their clients
and they do claim interest and charges. Thefirst isagainst the advance
of money to be paid to the exporter and/or against the letter of credit,
whilethe second isfor other services such as negotiation of documents
and banking guarantees and confirmations.

3.5.3 QIR+& AND INTEREST

| should like here to state that QirEé can take place whether banks are
charging interest or not. Another clearly important point is that QirEé
by itself does not abrogate or interfere with the actual banking system,
nor isit an element that if encouraged to the extreme would by itself
put an end to interest dealings. We have to bear in mind that QirEe is
nothing more than a partnership which cannot be instituted except by
the free will of the partners. Those who are advocating QirEé propose
legal intervention to prohibit dealing ininterest. The questioniswhether
such legal interdiction would really lead to the abalition of interest,
even when banks are nationalized and are prohibited to charge or pay
interest? | personally very much doubt that for many obvious reasons.

First, let us presume that we are going to apply the prohibition of
interest in the usual economic system prevailing at present in the free
competitive countries. In other words, interest would be prohibited while
“other things being equal”. Money holders would most probably seek
a “black market” in which they would be able to lend money for a
“price’ or a hidden interest built into the repayment of the principal.
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To dothis, they would not bewilling to deposit their money with banks,
thus depriving them of the source of their credit facilities. Capitalists
would find scores of tricksto get around the law and would bleed the
needy aslong as bankswere not able to meet the demand for money. It
isobviousthat if depositswith bankswere substantially curtailed, banks
would not be ableto create the usual credit amounting to four timesthe
money deposits. It would not be commendable that the Government
would simply print more currency notes and deposit them with banks
in an effort to replace the withdrawn capital as this would conduce to
serious inflation that could hit the poor rather than the rich, and would
upset the economic norm.

Second, let us presumethat interest islegally prohibited, that savers
of money find it difficult to charge interest in defiance of the law, and
that banks are provided with enough funds to meet the demand for
money. |n such ahypothetical case, money holderswould either spend
their “sterile” liquid money on consumption or investment. In either
case, Qir€e would play an insignificant role, or at the most, its role
would not exceed by far from what it was before introducing the new
system. Actually, there areincreasing number of people who are going
to the stock exchange and buying shares as an investment instrument.
A sharethus obtained is aparticipation by capital in an enterprisewhere
othersundertake the productive work itself; itisakind of MuéErabah.
Most probably these would continue their practice and stick to their
stock-exchange market. Those who are accustomed to living on their
fixed incomesyielded by interest would have to switch to another less
secure investment. They could go to the stock exchange directly or
resort to some investment institutions to place their money for them.

Whatever the behavior of the money-holder in an economy where
interest isprohibited, banks functioning would haveto changeradically.

a. Government authorities would have either to run the banking
systems themselves or keep them under very vigilant control
exercising very restricting policies. Failing such state control would
lead either to acredit crisis or illicit dealingsin interest.

b. A major function of commercial banks would be to study the
applications of borrowers and extend credit on the basis of two
criteria
i. Thesecurity of collaterals.

ii. The conformity of the enterprise to the Government’s general
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production planning.

c. Theissue of “Investment Certificates’ to be offered to those who
have available surplus funds and who wish to invest in enterprises
at minimum risks.

d. The undertaking of foreign trade services.

Thethorny problem under such termswould be the supply of money.
It isquite possiblethat money-holderswould prefer to hoard their money
or to hoard gold or any other durable commodity whose“ carrying cost”
isreatively low. Monetary authorities in such cases would be obliged
to provide banks with quantities equivalent to hoarded money plusthe
would-be-created money, in order to meet the demand for current
transactions and new capital goods.

Another subsidiary problem would be the source of borrowing of
an entrepreneur whose application wasturned down by the government-
controlled banks. With therate of borrowing reduced to zero, onewould
expect to rush to banksfor contracting loans and one can readily accept
that demand on money would far exceed its supply. An addition to the
total quantity on the market would lead to an inflationary situation,
especially ashoarderswould beready to liquidate their stockswhenever
it suited them to do so. Inflation would bring down the value of money
in terms of goods, and stock-hoarders would greatly benefit from such
a situation — a benefit, which would be hardly justifiable especialy if
gold were traded.

In short, by applying MuéGrabah alone, and leaving the other
elementsasthey are at present, while prohibiting interest, nothing much
can be achieved and more harm could perhaps be done than good. In
my view, other Islamic rules must simultaneously be applied toreach a
reasonably practical solution. But before | submit my suggestions, |
should like to give ashort resume to those sol utions proposed by some
eminent Western economists, which are mainly based upon the Islamic
theme of prohibiting interest and preserving the exchange value of
money at a relatively stable standard. It is futile to prohibit interest
without fixing the standard of value.

4. THEISLAMIC SOLUTION

| haveintentionally entitled this section the Islamic “ Solution” and not
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thelslamic“Theory”. A theory would indicate ascientific hypothesisat
the base and alogical synthesiswhich may be developedinto a“theory”
that can serve asthe basisof a“scientific law” onceit isproven beyond
doulbt.

We have no monetary theory in Islam. God in the Qur’En and
Mutammad (peace be upon him) in the Tradition never analyzed the
meaning of money or defined its functions. They did not explain to us
why interest has been so strictly forbidden that the menace to those
who “devour” itismorethan any other menace directed to those Mudlim
who would commit other sins:

“O ye who believe! Observe your duty to Allah and give what
remaineth (due to you) from usury, if you are (in truth) believers.
Andif you do not, then be warned of war (against you) from Allth
and His Messenger. And if ye repent then ye have your principal
(without interest). Wrong not, and ye shall not be wronged. (al-
QurCn, 2:278-9)

|slam gave us some basi ¢ rules admini stering the means of exchange
of goods and left it open to us to build on these solid foundations
whatever structures we deem fit and appropriate to our ever-changing
civilizations and economic conditions. We have alwaysto bear inmind
that in the Islamic framework economics is an aspect of the Muslim’s
life, which does not separate the materia from the spiritual or the secular
fromthetheological. Itisonly ameansto help theindividual withinhis
society to contribute to the eternal process of human devel opment and
welfare.

4.1 BASICRULES
L et us now examinethese basic rules about our social material behavior.

a. Workand reward. Every Muslimisunder the obligationtowork in
order to live, and nobody is entitled to any gain or reward without
exerting a productive effort and shouldering the subsequent risk.
In other words, any gain realized by any person earned without
work is not legitimate. Any work, effort or enterprise that insures
toitsowner again without risk or that precludes any lossto himis
equally illegitimate.
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Hoarding and monopoly. Human beings in a Muslim society are
under the obligation not to hoard money or goods required by other
members of their society nor to try to monopolize any good likewise
needed. They are expressedly required by Qur’Enic injunctionsto
“spend” without cessation and never to keep money “cornered,”
hoarded, or even idle. To spend the “right” way is to spend in
legitimate consumption or in productive investment, or in social
welfare —all the three aspects are “ spending in the cause of God.”
(al-Qur’En, 9:34; 57:7; 14:31; 2:3,159,282; 66:7; 8:6.)

Depreciation. Everything in this world is subjected to the natural
law of depreciation (al-Qur’En, 55:26) it isonly God — our Rabb —
whoisEverlasting and Infinite. To ascribethisdivine qualification
to any thing istantamount to shirk, i.e., association with God. This
isadenunciation to the essence of belief in God accordingto Ilamic
tenets. All monies must depreciate by lapse of time and it is the
duty of the Islamic state to impose and collect the “tax” or rate of
depreciation in accordance with Islamic jurisprudence. Thistax is
Zak(t, which is one of the five cornerstones of this great Religion.
Money as a means of exchange. In as much asmoney is concerned
it is supposed to be a means of exchange and nothing more. It is
not normal commadity, which can be bought and sold, evenifitis
made of gold and silver. It is aways recommended in Islam to
exchange goods against money and then to buy what is needed for
the same money. Buying and selling are two faces of the same
coin: the exchange transaction. The two processes are so closely
linked that theword (BE¢a) —sold —means bought aswell. Anybody
withholding money iscommitting aprohibited crime against himself
and his community.

Interest is RibE. All sorts of lending money against interest (i.e.,
increment to be paid to the lender at the due date over and above
his principal debt) is prohibited usury. Any state following the
Islamic laws must legally prohibited such usurious dealings and
must establish an appropriate system for borrowing without interest.

Social solidarity. Muslims are ordained to establish solidarity and
mutual helpintheir societieswithin the framework of their political
structure whereby the ruler (the government) have the obligation
to provide the citizens directly or indirectly with the essential
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amenitiesof lifein case of their poverty, incapacity or unemployment.
Against thisobligation, the ruler hastheright toimpose moretaxes
and to assign work to the unemployed who must obey himin this
case. Besides, there is the general moral obligation of a Muslim
towards his Muslim co-religious members of society. This aspect
of voluntary human fraternity, which has become the center of
modernradical reformatory doctrinesisanintegra part of theldamic
faith.

A number of Western scholars stressthe point that man’ sneedsare
not exclusively material, that the present material civilization is
alienating man, endaving him and making him a psychopath. They
suggest different remedies, which fall far behind what 1slam suggests
in this regard. The Muslim gets the message of human fraternity, co-
operation and mutual help since his early childhood through the
Qur’Enic versionsand the behavioral code of hislslamic society. Heis
aware that all wealth belongsto God and that he must share whatever
part thereof bestowed upon and entrusted to him with his fellow men.
Itisasocial system where giving and doing “good” isthe criterion for
distinction among citizens.

This is an important point though it may not look relevant to the
subject of this paper. Itsimportance derives from the fact that anybody
whowantsto apply the [amic “ Solution” must apply thewhole“Idlamic
system” if heisseriousand keen to achieve successand avoid ashocking
failure:

“Thenisit not only apart of the Book (Qur’En) that ye believein,
and do you reject the rest? But what is the reward of those who
behave like this but disgrace in thislife?’ (al-Qur’En, 2:85)

4.2 THE SYSTEM
a Between RibCE and ZakEt

| do not intend to explain in detail what is RibE (usury) in Islam, but |
believe that all sorts of interest that we meet in our present Western
Economic modelsisusury asprevioudly defined. Itiswhat istechnically
called in Figh: “RibC al-Nas¥’ah” which is categorically forbidden by
the Qur’En and the Sunnah. This idea has been expressed by most
modern Islamic thinkers; Mawd™ d¥, Quresh¥, Ab~ Zahrah, ¢jst Abdou
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and otherswho treated the subject. Thisopinionisinfact derived from
the concensus of views of the four ImEms and Uah¥r¥yah corroborated
by Sh¥ah ImEms. Thereisaso avery clear trend among old and modern
jurists that the solution to the problem of interest is engrained in the
system of ZakEt, which is the only specific financial “technique’
mentioned in Islamic jurisprudence. However, the meaning of ZakEt
has never been well defined and one would feel lost in front of the
great differences of opinion among jurists about this“corner” of Islam.
If thekey to theinterest-free economic problemis Zak(t, then we must
be very clear about the meaning and scope of this word.

b. What is ZakEt?

There isunanimity that it is one of the five pillars of Islam, that in the
legal senseit means*aright on wealth” or “the specified part of wealth
designated by God to be given to certain beneficiaries’ (al-Jaz¥r¥, Vol.
2,n.d., 435). A better definitionin my view isthat given by al-ShawkEn,
he states:

“Linguistically, ZakEt means growth; one says ZakE az-Zar®
meaning the plant grew up. It can also mean ‘purification’. In
Shar¥ah (Islamic law), it impliesboth meanings. Thefirst meaning
isconstrued asto cause growth inwealth, or asto cause morereward
or asto pertain to increasing wealth, such asthe case in commerce
and agriculture. This first meaning is supported by the Tradition.
‘No wealth decreases because of éadaqEt (ZakEt)', owing to the
fact that its reward is multiple. There is also the Tradition: ‘ God
increases (the reward of éadagEt).” The second meaning is
construed to imply that ZakEt purifies the human soul from the
vice of avariceaswell assins,” (al- ShawkEn¥, Vol. 2, n.d., 169).

| am moreinclined to agree with al-ShawkEn¥ sinterpretation though
| feel that the essence of the meaning is growth of wealth not simply
because God would bless such contribution, but because of a more
pertinent and important reason. | have already referred to the natural
law of depreciation, and the subtle meaning of associating with God an
ever-increasing object. | have also referred to the fact that money must
continuein circulation asthisisthe only way to keep production growing
without check. Hence, the growth of wealth implied by ZakEt isin my
opinion a confirmation of the general rule of the inevitability of
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depreciation and a practical orientation toward the necessity of not
hoarding money and goods but keeping them continuoudly in circulation.

Thereisno doubt that ZakEt hasagreat rolein the domain of social

welfare and in exalting the Muslims’ religious feelings; but these
guestions, though of vital importance for any sound society lie outside
my present essay. What | should like the reader to consider is: what is
that system that Islam prescribesto Muslimsto enable them to develop
their economy without touching interest, which is prohibited usury?
To me, the answer is Zak€t.

c. Function of ZakEt

Zak(Ct, in my opinion, is a tax in that system in which the main
economic principles mentioned above are enacted and applied in a
state where private ownership and free competition are liberally
practiced.

. Zak(t, being atax on wealth itself, does not heed the personwho is

in possession of thetaxable wealth. Whether the personisa*“ minor”
or a“fool” or a“dave’ is of not import whatsoever. Iméms have
unjustifiably raised the point of whoisliableto Zak&t, aquestion,
whichinmy view isirrelevant asit should only be: “which wealth
is subject to ZakEt?’

All wealth having market values is subject to ZakEt except those
goods, which are specifically exempted by expressinjunction. Itis
illogical to confine ZakEt to the well-known eight commaodities:
Gold, silver, wheat, barley, dates, camels, cowsand sheep (including
goats) as aleged by Ibn-Hazm (n.d., 209). Nor isit logical to go
with the other four ImE&ms subjecting some edibles and excluding
others, or exacting ZakEt from whatever is gold and silver only,
etc. Thejuristsintheir attempt to make ZakEt ook just and fair in
their respective ages have resorted to analogy copying “Umar |bn
al-Kha«tb when he subjected horses to ZakEt. They were not
applying any specific Qur’Enic injunction or approved Sunnah,
but following the general rule of introducing what realizes the
general welfare and social justices in their communities.

| do not see why we, at our present advanced and more civilized

age, should not follow their example and adopt the same analogical
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system to qualify ZakCt in away that culminates in the realization of
our Islamic ideology. | believe that ZakEt should be imposed on all
goods (with the exception of what was specifically exempted). To do
that in the most effective way, and to arrive at the goals of Zak(Ct as
mentioned above, | fed that the most practical way, the most fitting
and convenient, if not the only possibleone, isto tax money in circulation
in away analogous of that suggested by Silvio Gesell and adopted in
the Austrian town of Wogel in the early thirties.

| have reached thisconclusion, asthe nature of our modern economy
and the whole set-up of commerce, industry and agriculture has taken
entirely new aspects and dimensions, which are entirely different from
those known to our great Iméms who lived hundreds of years ago. We
have already seen that ImEm Shefi% disqualified the Act of Qirce if the
subject of partnership is an industrial activity, on the sole pleathat in
industry gainis predictable and determinable, whileitisnot the casein
commerce!

d. ZakEt Against Interest

If the above interpretation of ZakEt is acceptable, and if we were to
apply asystem similar to that suggested by Gesell, i.e., impose ZakEt
on money in the hands of those who are holding it, money in the new
sensewill be carrying acost and will loseits supremacy over thegenuine
goodsit represents.

Before elaborating on the new “purified” money, | should like to
dispose of ajuristic problem that would face any authority intending to
apply the Isamic way of life without prejudice to the established texts
of jurisprudence. There is no doubt about most of the sayings of the
Prophet (peace be upon him) concerning the collection of ZakEt and
thelimits of exemption, the above-mentioned eight commaodities. There
is also no doubt about the other Qur’Enic verse “. . . and with
(agricultural) produce of al kinds. . . eat of their fruit in their season,
but render the dues that are proper on the day that harvest is gathered .
.." (d-Qur’En, 6:141)

The wide difference about what is subject to ZakEt among jurists
makes me more inclined to interpret ZakEt in a way more expedient,
logical and just. Nevertheless, even if one sticks to the narrowest
interpretation of the word and believes that Zak€t is only imposed on
the eight commodities, excluding commerce, minerals and all other
goods, my answer to thisis that there is another obligation or “right”
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on wealth. This extratax or “dues’ mentioned in the aforementioned
verse does not specify the quantity nor the quality of the taxed goods.
BukhCr¥ quoted the Tad¥th of Mutdh addressing the Y emenites and
hisasking them to pay Zak€t in cloth rather thanin cereals—anindication
that Zak(t should not necessarily be collected in kind (al-Bukh&r, n.d.,
144).

If we follow the views of the different schools of ImEms, we may
say that most of them accepted the criterion that ZakEt should be
imposed on any commodity which has amarket value, whether itisan
agricultural or anindustrial product. Thisisavalid argument if only on
the basis of the accepted rule that there is another right on wealth. The
Qur’Enic text israther general covering wealth.

“Of their goods (Amwel) take ams . . .” (al-Qur’En, 9:103). The
word“ams’ inthistext may be mideading asthe Arabic word éadaqCt
means Zak€t in this context, while aims would give the impression of
voluntary charity. Aswell, the Arabic word AmwEl means money and
goods.

Inshort, itismy convictionthat ZakEt isatax that should beimposed
on all sorts of goods. It is not an income tax, but a tax on any sort of
“capital”, onceitisrealizable. Asfor the amount of thistax, how to be
collected and the numerous detail s concerning the qualifications of the
“taxable capital”, such issues cannot be amply dealt with here and,
indeed, should be the subject of an independent research.

For the purpose of this paper, | shall treat ZakEt and the right on
wealth astwo sources of public revenue of equal importancein meeting
the requirements of the Islamic state. Besides, | takeit for granted that
such astate will give priority in the course of its budgeting to the poor,
the needy and the rest of the eight categories of people who should
receive Zakt as stipulated in the Qur’En (9:60).

| would also not object to the idea that ZakEt should always be
singled out and collected separately in accordance with the Qur’Enic
injunctions and in fulfillment of the FarE®’ié. Other taxes should then
be distinctly imposed and collected under other names. Such minor
points should not detract us from the main economic issue, which to
my mind constitutes the backbone of the Islamic state.

The system | am suggesting is quite elastic and can fit in the most
conservative Islamic schools of thought. There is nothing in our
jurisprudence against “stamping” the currency notes, forcing them to
circulate without being held or hoarded. Theindicationsarethe Mudims
are strongly exhorted to spend and invest but not to monopolize or
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hoard. Anybody who isinterested to save is entitled to do so provided
he surrenders his savings to the banks, which become a part of the
government institution (or strictly controlled by it). If he does so, he
would be exempt from paying the “stamp” as long as hismoney isin
deposit. The reason for such exemption is that the bank will lend the
money to those who may need it, either for their investment or
consumption purposes, and thus money will be put back into circulation
for the benefit of both producers and consumers.

Aswe have seenin“The Natural Economic Order” of Gesell, such
asystemwould put an end to interest on all borrowingsfor investment.
| differ from Gesell in that | suggest that even personal loans for
consumption should not carry any interest, while Gesell finds it
necessary to impose interest on such loansto penalize the prodigal and
thelazy. My view isthat banks do not entertain unsecured loans, while
Zak(t takes care of the poor and the needy in the Islamic order. So,
extravagance and prodigality will find it difficult to tap lending sources.

Another major point of difference from Gesell island exploitation.
Islamic jurisprudence allows the private ownership of land, whether
rural or urban. In my view, agricultural land can be exploited in an
Islamic state only in either of the following manners:

i.  When the owner of the land may cultivate it himself and for his
own account, he may hire labor, but his is supposed to meet all
expenses necessary for cultivation. Thisentitleshimtothefull yield
of such land, which yield may turn out to be negative if the value
of hiscropsfall too short to cover his expenses.

ii. Hemay enter inasort of QirEé contract with afarmer who becomes
apartner totill theland, whilethe owner suppliesthe other elements
necessary for cultivation: seeds, manure, machinery, water, etc. In
this case, labor isto be assessed in relation to the total value of the
other factors contributed by the landlord, and the yield is shared
between them according to thisrelation without including any share
tothelanditself. In case the farmer contributes anything other than
his labor, he gets a share of the total yield in proportion to what he
contributed. In no case, rent —i.e., giving theland to the farmer at
a fixed amount of money or a fixed share in the output — is
permissible (Ab” Sa”d, n.d., 76).

Urban land also should not be allowed to be asource of unjustifiable
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unearned income. The increase of capital values of urban sites are
rarely the result of the owner’s efforts; it isgenerally speaking, aresult
of some socia demographical agglomeration and thefacilities provided
by the community or itsgovernment. Any benefits stemming from such
developments and facilities must be enjoyed by the community
represented by its government. Thus, owners of urban sites are not
allowed in the Islamic state to earn any more when selling their plots.
If such an important measure is not adopted, many may be tempted to
withhold land in lieu of depreciating money and to expect a certain
unearned income instead of the prohibited interest.

By collecting ZakEt and by imposing a carrying cost on money, |
believe there will be a new economic system where banks will gladly
lend money without charging any interest, where borrowers will be
more keen than their lenders to settle their debts, and where money
will lose its divinity and sacredness. There will be enough funds for
gifted borrowers to innovate and to increase production. Demand will
precede supply in most cases, indicating to entrepreneurs the right
direction for new investments and cutting risks to the bone. Full
employment will be the norm rather than an abstract or the exception,
and labor will bethe most demanded and scarce el ement of production.

Zak(t will be collected and thus social security will be ascertained
for every citizen. Personal loans for the needy and the poor will not
occur because such people will automatically be looked after.
Entrepreneurs will not find any difficulty to get the necessary capital
for their sound projects, without paying interest which used to be a
charge on their profit — or, indeed, on the consumer. Competition will
bring profit and incomes closer together with the lapse of time, and
people will not be distinguished by their wealth and the money in their
vaults. Banks will function in a way quite similar to that explained
under the Gesellian pattern except that no interest at all will be charged.
If the government needs money, it will either borrow from the central
bank without interest if the loan is short-term, or it will increase the
value of “stamps’ on money in circulation, or impose anew tax. In no
case should the government resort to deficit financing, and indeed there
will be no necessity for such a policy. If money value is stabilized,
there will be no recession nor inflation as Harrod put is clearly, and
irrespective of the method such stabilization takes place.
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