The Value of Time and Risk in Islamic Economiecs

The one feature of Islamic economics most familiar to all is that
interest is prohibited by Islam.1 This feature dates from the prohibi-
tion of "riba" in the Quran and the general identification of "riba"
with interest. Modern commentators have justified this ban in two
ways: on the one hand, 1t is said that one whe receives interest gets
paid for no service and hence riba involves injustice; on the other
hand, the social consequences of interest, in permitting the growth of
an idle, exploitive rich class is depicted as adequate reason for ics
prohibirion. As interest is most prominent in the banking system,
this has even led to "interest-=free banking” as a major characteriza-
tion of Islamic economics. However, from a theorerical point of view,
it is the first consideration that is of greatest importance. Under
the exigencies of modern conditions, & variety of arguments have been
put forth to justify the interest-laden banking system: it has been
said that riba applies only to excessive interest rates, that riba
occurred primarily for consumption loans and do not reflect modern
banking conditions and some scholars have even tried to challenge the
ready identification of ribz with interest.? In this note, I would
like to urge that the issue be reassessed by pointing to a serious
internal contradiction in the schems of accepred Islamic practices.

To begin with, I would like to emphasize that I have no Iintention
of finding fault with the Islamic banks that have been set up on the
basis of partnership or "modaraba.” On the contrary, there is no dif-
ficulty in principle with the functioning of such banks and they even

possess certain advantages over the interest based banking mechanism.
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1f Islamic banks, which provide shareholders with equity shares instead
of nominally fixed deposits, are faced with an exogenous loss of
assets then the value of the shares immediately fall to reflect the
new position of the bank. Under the traditional system, however, a
large exogenous shock cannot be sustained because the liabilities of
the bank are fixed in nominal terms. As a result, in order to prevent
the spread of bankruptcies, the government typically insures bank
deposits. What this amounts to then is that the public at large is
taxed to provide for the solvency of the banks. On equity grounds,
the Islamie system certainly seems better——indeed, the desirability of
a change from the fixed nominal wvalue system has alsc been advocated
by several prominent Western economists.3 From a historical point
of view, it is clear from the existence of extensive profit-sharing
partnerships in the Islamic Middle East that standards of commercial
probity can be developed to a point where distant partmers can
transact faithfully with each other. In the words of 5. D. Goitein,
who spent a lifetime studying such commercial recnrds.a

The present writer must confess that it teook him

guite 2 number of years until he understood the

nature of informal business cooperation as evident

in ecountless Geniza papers. For at first sight it

seemed strange that a merchant should invest sco

much time and work in the mere expectation that his

efforts would be properly reciprocated, or, as our

sources say, "he serves there and I serve here,”

“you are in my place there, for you know well that

I am vour support here.” However, this is exactly

what happened. An 'umlah, or commission, was paid

for special service, mot for the relationship with

which we are concerned here. The fact remains

that the Mediterranean and Indian trade, as re-

vealed by the Cairo Geniza, was largely based not

upon cash benefits or legal guarantees, but on the
human qualities of mutuwal trust and friendship.
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In any attempt to interpret Islamic economics it is essential te have

on hand appropriate authority. For the Sunni point of view, I shall

use Yusuf al Qaradawi's The Lawful and the Prohibited in Islam while

for the Shia view I shall use the translation of Ayatollah Khomeini's

A Clarification of Questinns.S

The real difficulty from the economists point of view is the claim
that interest, even between two otherwise egual individuals, is

prohibited.

Firgt: The taking of interest implies appropriating
another perseon's property without giving him anv-
thing in exchange, because one who lends one dirham
for two dirhams gets the extra dirham for nothing.
Now, a man's property is for (the purpose of} ful-
filling his needs and it has great sanctity, accord-
ing to the hadith, "A man's property is as sacred as
his blood.” This means that taking it from him
without giving him something in exchange is haram.

What this quote clearly implies is that time, in the Islamic view, has
no value. This is clearly the crux of the issue. Whether banking
exists with or without interest is a minor affair by comparison.

Why should time not have an economic value? When we transport
rice between two locations we think nothing of paying for the cost of
transport. Why then should there be & special onus on transporting
purchasing power over time, which is the only essential function of
credit? No doubt there is a long tradition, dating from Aristotle's
claim that "money is barren” which will support the view that time mneed
not be paid for, but surely Aristotle and the other philosopher's have
no hold on Islamic ways. It is remarkable that the Christian West long
adopted the Greek mode of thought and dissipated much of its energies

in trying to halt a1l forms of usury. From the Christian point of







