213/ %2’ |

Occasional Paper No. 49

Islamic Banking

By Zubair Igbal and Abbas Mirakhor

International Monetary Fund
Washington, D.C.
March 1987

VB TU Darmstadt

||II|I||II i




Contents

Prefatory Note

I.

II.

III.

IV.

Theoretical Considerations

Explanation of Prohibition of Interest
Permissible Forms of Transactions

The Banking System

Financial Markets

Effects on Saving and Investment

Central Banking and Monetary Policy

Summary and Issues

Islamic Banking in the Islamic Republic of Iran and in Pakistan
Islamic Republic of Iran
Characteristics of Bank Liabilities and Assets
Implementation of the Law
Effectiveness of Monetary Policy
Pakistan
Financing and Credit Operations of Banks
Rates of Return and Charges
Experience
Impact on Monetary Policy and Bank Regulation

Major Issues of Transition to Islamic Banking
Transitional Issues in the Islamic Republic of Iran and in
Pakistan
Asset Concentration /
Government Borrowing ,’
Country-Specific Issues
Sources of Problems and Suggested Solutions
Legal Framework
Government Deficit Financing
Infrastructure

Summary and Conclusions

APPENDIX

Laws and Regulations Governing Islamic Banking in the Islamic

Republic of Iran and in Pakistan

Islamic Republic of Iran

The Law for Usury- (Interest) Free Banking (August 1983)
Regulations Relating to the Law for Usury-Free Banking
Pakistan N
Elimination of ‘‘Riba’’ from the Banking System
Elimination of ‘‘Riba’’ from the Banking System—

Rate of Service Charge Recoverable on Finances Provided

by Way of Lending Other Than ‘‘Qard-e-Hasana”
Elimination of ‘‘Riba’’ from the Banking System—

Determination of Rates of Profit on Various Types of PLS

Liabilities of the Banks and Development Finance
Instivations

=

Page

23

29

k)|



CONTENTS

v

Page
GLOSSARY 59
BIBLIOGRAPHY 60
TABLES
Section
I 1. Islamic Republic of Iran: Modes of Permissible
Transactions Corresponding to Types of Economic
Activity 12
2. Islamic Republic of Iran: Assets and Liabilities of the
Banking System, 1984/85 13
3. Islamic Republic of Iran: Breakdown of New Banking
Facilities Extended According to Various Islamic
Contracts ' 13
4. Pakistan: Comparisons of Interest Rates and Rates of
Return Under Profit-and-Loss-Sharing Deposits, 1981-85 18
5. Pakistan: Ranges of Profits on Trade-Related and
Investment-Type Modes of Financing 19
6. Pakistan: Growth of Profit-and-Loss-Sharing Deposits,
1981-85 “ 19
7. Pakistan: Investment of Profit-and-Loss-Sharing Funds by -
Commercial Banks, 1984 20

The following symbols have been used throughout this paper:

. to indicate that data are not available;

'— to indicate that the figure is zero or less than half the final digit
shown, or that the item does not exist; »

- between years or months (e.g., 1984-85 or January-June) to indicate
the years or months covered, including the beginning and ending

years or months; :

/ between years (e.g., 19\85/86) to indicate a crop or fiscal (financial)
year.

““Billion’” means a thousand million.

Minor discrepancies between constituent figures and totals are due to
rounding.




