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A New Worldwide Movement For Equzty-Based

Financing

Interest-Free Bankmg
Highway To Equ1tab1e Growth

Notw:fhstaudmg some initial hesitatioh and apprehem‘:an Islamic Banking is now a reality.
Here we find a clear illustration of the Islamic ideals taking a pracncal shape in the context

of modern institutions and practices. Ed.

A GLOBAL PHENOMENON

he year 1975 can rightly be described
as the watershed for the emergence
of Islamic Banking Movement at the
global stage. Although a lot of intellectual
effort was consummated in the earlier decades
and some pioneering spade work done in
1960s and early 1970s, it was the establish-
ment of Dubai Islamic Bank at the national
level and of the Islamic Development Bank,
Jeddah, at the international level, both in 1975,
that the vision began to be translated into
concrete, vibrant and dynamic institutions.
Since then Islamic Banking and financial in-
stitutions have been continuously and gradu-
ally established in different parts of the world
and a number of Muslim countries have ini-
tiated a process to re-model their entire bank-
ing system on mtcrcst free Shari’ ah -consis-
tent lines.

In Pakistan, Iran and Sudan, there has been
afoot an effort to completely switch over from
traditional banking to Islamic Banking, while
other Muslim countries (namely, Malaysia,
U.A.E., Kuwait, Turkey,
Egypt, Algeria, Tunis, and
Kazakhistan) have been ex-
perimenting with private sec- .
tor Islamic banks and other
financial institutions. Such
banks and projects have also
been started in a number of
non-Muslim countries - like
U.S.A., U.K., Switzerland,
Denmark and Luxembourg).
It is estimated that about 200
banks with a deposit base of
over US$.80 billion are pres-
ently operating in 30 coun-
tries of the world. According
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to a recent study, interest-free banks and fi-
nancial institutions manage over 10 per cent .
of financial sector in Kuwait and Gulf region,

and at the present rate of growth are expected

to more than double this business by the early

years of:. [twenty-first century. In view of the

vast market potential an increasing number of

even interest-based banks and financial insti-

tutions in the West have opened up interest-

free banking counters and are offering inter-

est-free investment portfolios.

The phenomenon of Islamic banking is
one of major innovations introduced in the
last quarter of the twentieth century. It is
worthwhile to examine briefly why this inno-
vation has taken place and what may be the
future role of financial institutions based on
Islamic pnnf:lples of riba-elimination and eq-
uity-based financing. : :

Muslims constitute over one-fifth of man-
kind, with 54 independent states, occupying
some of the most strategic areas of the world.
There is a universal realisation amongst the
Muslim people to order their
socioeconomic life under the
inspiration and guidance of
their faith and its moral val-
ues and principles and seek
| consolidation and integration
of the Islamic Ummah. That
provides the raison d’etre of
the Islamisation movement,
Islamic banking movement
- being a part of this world-
: wide Islamic resurgence.
. However, religious enthusi-
§ asm is not the sole explana-
tion for the widespread ac-
ceptance of Islamic banking .
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practices, even though such considerations
have been the prime movers for this very
original and innovative financial experiment.
Indeed, a lot of hard-headedness has been
shown even by Muslim bankers in adapting

Islamic financial principles to the real-world’

profit-maximising behaviour. A large part of
the acceptability of Islamic Banking principles
can be attributed to the realisation that equity
capital may indeed be superior to debt capi-

tal. For instance, it has been suggested that-

the debt crisis of the decade of eighties (a by-
product of recycling of petro-dollars surplus
in the preceding decade) could have been
‘avoided if developing countries had preferred
equity capital to debt capital. This is so be-
cause payment due to the former can be turned
on in good years and off in bad years, the
same is not the case for the latter, in which
case fixed charges must be paid at all times,
good or bad.

The emergence of Islamic banking is a
creative response on the part of Muslim econo-
mists and bankers to squarely face some of
the challenges produced by economic ideolo-
gies and experiences of twentieth century.

LOP-SIDED WORLD ¥ 1

Despite the decline of colonialism and
emergence of over 140 independent states (54
of them being Muslim states) during the last
half a century, political and economic hege-
mony of the West remains a gruesome real-
ity. Whereas the British and the Mughal India
had roughly similar per capita levels of
industrialisation and income at the beginning
of the nineteenth century' and Turkey was
more affluent and technologically ahead of
most of Europe and America at that moment
of world history; the picture is very different
as the twentieth century is drawing towards

its end. The present world economic system

is controlled antl manipulated by a group of
23 countries belonging mostly to. Western

“hemisphere. “The richest onc-'s,i_xth of the

earth’s population ...enjoys a disproportionate
five-sixths of its wealth.”” In the words of a
former Secretary, General of World Federa-
tion of United IfIations Association: “Twenty
per cent of the Northern minority controls
82.7% of world gross national product, 81.2%
of world trade, 80.5% of domestic investment,
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and 94% of research and development.” |

According to the UN Development Studies,
developing. countries are losing over $500
billion a year income that they could have
earned because of protectionist and restrictive
barriers that exist in the North against their

products, as also because of multifarious pres--

sures of interest rates on their borrowings and
other structural inequities between North and
South. Add to this the role of multinational
companies, around 500 of which control some
50% of the total world trade. The politico-
economic crisis of the South has been further
aggravated by the grafting of Western model
of centrist nation-state into almost every soci-
ety in the Third and the Muslim world, result-
ing in regional divides, ethnic conflagrations,
and social tensions. The neglect of small pro-
ducer and trader, who make up the backbone
of economics in most of Third World coun-
tries, has further dampened the economic
scene. _

This has produced a lop-sided world. As
Paul Kennedy puts it: “Developed Northern
regions place much greater stress per capita
upon the earth’s resources than do.developing
countries, simply because the former consumes
so much more. Thus, the consumption of oil
in the United States — with only 4 per cent of
the world’s population — equals one-quarter
of total world annual production; in 1989, the
United States consumed 6.3 billion barrels of
oil, ten times the consumption of Britain or
Canada and hundreds of times that of most
Third World countries. The samie imbalance

is true of a range of other items from paper to
- beef. According to one calculation, the aver-

age American baby represents twice the envi-
ronmental damage of a Swedish child, three
times that of an Italian, thirteen times that of
a Brazilian, thirty-five times that of an In-
dian, ‘and 280 times that of a Chadian or
Haitian because its level of consumption
throughout its life will be so much greater.

That is not a comfortable statistics for anyone |
‘'with a conscience.”

And the prospects for the future are more |

grave. Paul Kennedy concludes: “The gap be-
tween rich and poor will steadily widen as we

enter the twenty-first century, leading not only |

to social unrest within developed countries but
also to growing North-South tension, mass
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