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" A
1-Justification of the Workings of Islamic Banking

as It should be:
The difficulty lies, not in the new ideas,but in escapingfrom the
old ones,which ramify, for thosebrought up as most of us have
been,into every corner of our minds. (KEYNES)

WHY TO JUSTIFY?

A There have been attempts to show that there are many similarities
between Islamic banking and conventional banking, both despite
the fundamental differences in philosophical foundations and non-
existence of money market due to abolition of interest (Riba) in the
I[slamic Framework.

A In capitalistic economy , the capital market is unduly
overshadowed by the money market which, far from providing
solutions to severe economic problems, impedes economic growth.
In this system money has been placed in an “ivory tower” which has
to be given its proper place.
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WHY TO JUSTIFY?

A My Study Shows that there are no similarities between the
two systems at all. In the conventional system of zero-sum
game, money is treated as private good. In my model
money has been demonstrated to have the properties of
impure public good; following Gordon Tullock’s assertion:

Money,in and of itself, is an almostperfectexpressiorof

a large externality Moneythenis judgedby himto bea
Anpulgloiod o
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A Zero rate of interest does not imply that Qarad-ul-Hassan is
the solution for all economic activities.

A There are Shariah-Compliant contracts that seem to be
sufficient instruments to finance needs of both individuals and
firms. To be able to properly launch these contracts requires
different skills to advise finance seekers as opposed to the
conventional system where valuable collateral makes it easy to
grant loan.

A To substitute Islamic Contracts for interest-based loans in the
conventional system will change the character and nature of
the banks form monetary institutions to financial institutions.
They, in turn, change the legal character of money to that of
capital and hence making it eligible to claim profit.
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as It should be:
Rate of interest, moneyand more:

As soon as money (Le. potential capital) is legally combined with
other factors of production it changes to actual capital:

Ml LY Actual Capital  via the institution of firm,
(example: Mudarabah Contract)
Money and/or debt market will disappear due to abolition of interest.

There are as many rates of interest as there are durable goods. We
can have wheat rate of interest, copper rate of interest, gold rate of

- rate of interest.
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