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ABSTRACT

Isslam is a religion and a unique way of life based on the
commandments of Allah contained in the Holy Quran and the sunnah of the
Holy Prophet of Islam Muhammad. The idea that Islam is a unique
way of life distinct from all other "Isms and ideologies". naturally
extends to the economic life of the Mudem community. A determination
to reshape the economy on distinctive islamic line has been an
important dimension of Islam, visible ;1| over the World, The area
of investment: or trade "Al-Tijara" is regarded as one of the most
crucial to the process of Islarnisation of an economy. The Islamic
emphassis on co-operation as the key concept in economic life had led
the reliance on profit—sharing and participation as the alternative

bases for banking and investment in the Islamic frame-work.

Considering th; secular nature of this country, and its
heterogeneous features, this projects ams at analysing the type
and methods of investment in Islam which could suplement the
existing interest base investment methods of the so-call developed
Western nation.

Accordingly, a survey has been carried out using two separate
guestionaires, Type 'A' and 'B' The type A was address to a
statified sample of 100 people (consisting of 65 Muslims and
35 non-muslims) drawn from four sample states randomly oselected.
This questionaire facilitate the gathering of public opinion on
the idea of interest fee Islamic bank. While the Type B was address
to a sample of sir selected Muslim scholars who are knowledgeble in
Islamic economic system and the experience of islamic Bak existing in
other parts of Africa,
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This questionaires focused attention on the experience of
the existing islamic banks and the viability of such banking .system
in Nigeria considering the enviromental factors that may
have influence over it- The responses received are presented
and analysed accordingly, which led to the conclusion that

the prospect of islamic banking in Nigeria is bright.

For easy presentation, the projnet is divided into five
different chapters. Chapter Orne only deal with the introduction
of the project, the scope objective and methods of data collection
Chapter two analyses the types and methods of investment in islam such
as Mudarabah, Shirakah, Bai Muajjal, Ba Salam and Al-Hawala.
Chapter three focus attention on concept of islamic banking
which include how loan is given and ways of repayment of loan
while Chapter four look at the efforts made toward the
establishment of Islamic bank in Nigeria and the prospect
of such bank in Nigeria, and Chapter five form the concluding
part of the project which include some recommendation and ways
to solve some of the problems identified in the course of
the analysis.

May Allah guide us to the right path- Amen.
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CHAPTER ONE

INTRODUCTION

Islam ic n religion and a way of 1ife based on the comaan-
wents of illah contained in the Holy ‘mran ana the osnanah of
ghe Holy Frophet of Tolwmm, Imhammad (5aY)e Every mmslim is unier
an oblisation to fashion his entire life in accorcdance with the
Jictates ¢f ‘mran aad gunnzh, G0 he hns to obuerve ot every step
the ristinction between what is ripght (lalal) and what iz wrong
(Maram)e This highlights the need and importance of hio
aconaintance with the knowleoge and principles guiding investment
in Tclame (7 v i)

(APt yaraly) ,
A
Zvery nmoslim should live his life as if i6 always in the

presence of Allahy e have to think that we hold all the property
2s a trust from /1lah, whether the property is in our own naume

or in someonc el:zc name or belonrs to the entire commmmity. All
investment shonld be such that in the process tiiere shonld be an
exchanse of bencfits as profit without exercising any unlawful

pressure or franni on another party.

The Qu'ran verse emphasises on mood will in investment i
which means that there should Le no diuspleasure or disagreement
between the parties in hsiness relationship.

In bribery or usury onc often thinks that, there is no harm
practisine bribery uand usnry, infact there #s still a great

veal ol concealed “pressure' to entre into such an agreement

Just a5 it bappened in gamtling where there is geemingly an
agreement hetween the gimbling parties but in reality that sort

of tacit agrecm: nt Las come abont as & result of false hopes in
their minds that tiey are goinsg to win, one will pot participate

in pamblin~ wiln the hope of losing.



I must admit that the interpretation of the Divine
meséégé ig not an easy task., I seek Allah's guidance and
pray for his forgiveness for any shortcoming in undexr-
taking it, but I am doing so with the hope that this
project may stimlate further thought and research in

thia fascinating area and be of use to those interegted

in the subject.



1.4 QBJECTIVE CF THIE STUDY

I was completely disenchanted with the high
sounding theories of synthetic interest banking system
and investment and this conditicned my thinking on other
aspects of man made theories, I therefore began thinking
that in order to save others from falling into the same
error I owed a duty that I must not only acguidht them
with the injuctions scattared throughout the Hely Qur'an
and the Sunnah which form the basis of non-interest
investment but also enlighten them about the rational and

comparative importance of such injuctions,
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1.2 THE SCOPE AND JUSTIFICATION OF THE SWUDY

Ag the topic implies the project aims at determining
the methods of investment in Islam, It analyse the desira-
bility of such methods, its effect on the economy and the
problems, it is likely to face in view of the secular nature
of the country vis-a-vis the religions background on which
the system is based, It should be borne in mind that method
of investment in Islam is viewed here as an alternative to
the so called progressive and modern methods of investment
and not as a supplement to be in corporated by the existing

investment mecthods,

The Islamic emphasis on co-operation as the key con-
cept in economic life has led to reliance on profit sharing
and participation as the alternative bases for banking and
investment in the Islamic framework such as the Al-muda-

rabah Al-Shirakah and Al-Murabah,

The project examine some of the factors that should
always be kept in mind when dealing with Islamic economic,
Such as the Islamic financial conception of life affecting
indivyidual and the community which evolved a period of
fourteen hundred years preceding from foundation, Its
conception rejects and gives its decision in accordance with

its own legislative system (Shari‘'a),

To justify the study all the Topics presented are
supported by some yerses of the holy Qur'an and the Sunnah

(Hadith) of the Holy Brophet Mohammad (S.A.V.).
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1.3 RESEARCH METHODOLOGY

The data necessary for the completion of this project
has been sought through wvarious means that ensured an ade-

quate treatment of the topic.

The Secondary data is obtained from the existing
literatures on methods of investment in Islam as developed
by Islamic economist and the review of seminar papers
presented by different Scholars on the concepts and Islamic
approach not only to inveatment but to the entire financial
system sanctioned by Shari'a as against those of modern

progressive interest based economy,

The primary data was obtained through survey of
public opinion as well as the views of some muslim
Scholars on the subject. Two Separate questionairs were
prepared accordingly, One was addressed to ihe public
while the other to the muslim scholars who are versed

in Islamic econcmics,
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1.4 MuUTHOD OF DATA COLLICTION AND ANALYSIS

The method of random sampling has been used to seleot
the ;&te where the research has been conducted as a repre--
sentation of the whole country, four States have been
congidered adequate size of the sample and the States that
happened to be choben are Kaduna, Sckoto, Kano and Plateau
States.

The first sample of respondents, that is the one
representing the public opinion was selected using satified
Sampling, The criteria used, is the type of cccupation which
is expected to have a bearing on the extent to which each
sub group is likely to have dealings with investment and
hence the relative importance of their views, This sample
has a size of one hundred respondents 65% of whom are Muslims
and 35/ Christians which include businessmen and women,
lecturers Civil Servants and farmers, Lventhough the size

of the sample has not been scientifically arrived dt,

The size of the sample covering the whole of the
country runs into thousands, In view of financial and time
constraint, it is not feasible to treat a sample of that
size in this project. However the project is still considered
very useful in that it set the ball rolling for a more ele-
borate survey to be carried out in this area,

A list of muslim scholars very versed in Islamic
econcmic system was also compiled and a sample of the
scholars from each State was randomly selected. The second
questionair was address to this sample,

The response received are studied and analysed, The
advantages of Islamic banking and investment have been per-
cived through the analysis:fuggestions have been made
accordingly on ways to resolve the issue identified,



15 LIMITATION OF THE STUDY

The work is limited to the methoda of research
describéd in the other page. A sample of four States was
taken to represent the whole country. In view of the higher
maslim populatien of the State that happencd to be choosen h
in the sample substantial part of the project reflect more
about the viewa of the State where the muslim population
is predeominant. However the sample reflecting the public
opinien which includes nonnﬁualiﬁa residing in the sample

States.

The stratification wsed in sampling of the public
would have been more appropriately based on annual in-come -
category which is a better indicator af the extent to which
an individual is likely to have dealings with banks, and
there ia likelyhood of making some kind of investment,
Howaver, due tc some foreseen difficulties in obtaining
factual information on people income level, the stratifi-
cation was based on occupation, which to some extent can

be approximated to serve the same purpose,.

The size of the public sample being 100, limits the
extent to which the finding could be used, However, the
projects remains useful =since it set the foundation for a

more elaborate survey to be conducted to this area,
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CllaPTER TwO

METHODS OF INVESTMENT IN ISLAM

Islam being a cemplete ideolege has its ewm estaslishment
guidance as te hew memetery tramsactiems sheuld be cemducted
te easure ce-eperatien amd ecenemic develepment te the seciety,
There are twe impertaat facters that sheuld always be kept im
mind when dealing with Islamic ecememic, First, the Islamic
fimancilld system is am imntergral part ef the whele Islamic =
cenceptiion eof life affecting individuals as well as the
commmnity, Secendly, lslam allews adeptdéiden in accerdance
with the meed of a changing seciety amd physical emviremment.
Since it is matural that Muslims mewadays nse medern ecenemie
terminelegy, The Islamic financid system has evelved ever a
peried of feurteem humdred years, preceeding frem simple feundatienm
it accepts, rejects amd gives its decisien im accerdance with ite

ewn legislative system (Shari'a),

There are a mumser of n'ramie injuctiens which have
encenraged Muslims te engage themselves im lawful and wide
range of trade and cemmerce and there are a number of
Khadith of the Prephet which alse suppert the Qu'ranmic
injuctien. In erder te de successful trade, Mnuslims have
been asked te undertake travelling ame leng jeurmgy.

"Seme peeple will travel in seeking beunties of Allah
(threugh trade) amd seme peeple will travel te fight war

1
of defence (Jihad) in the parth of Aliak'"

1. Quraa ch 73%:20
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.InHSﬁfah -.Al-aum;h ﬁusliﬁg.kaVe be;n wafnéd”that
their engagement in trade and business must net make them
negligent of their dnties te Allah, their creater, As sweox
as the call fer Jumalk prayer is given and likewise call fer
ether prayers as well,x we are asked te clese eur Wwusimess
and axwwer the call earmestly aad layally and submit te

Allaha

We are remipded that Wnsiness and trade mnst pet make us
forget our.responsibilty teward Allah amd Nis Servaat whild
cenntiag capital ane prefit at all times.

The Messenger of Allak himself had engaged in trade ém
pehall of lady Xhadijah amd has emceuraged Wusiness threugh

his ewn practise, He once sajd:

A trustwerthy and an honest and truthfull businessman will
rise up with martrys em the day ef resurrection"?

The wise words of the prebhet has givea henest trading
suck a high status that these engaged im it are likemed
with the Martrys whe feught and gave them lives ix Jihad
Fi-8abil Allak (War in the path ef Allah}, These meams
that if he centined his trade withont deceivimg peeple
and withent practisiag neury and adhared te eother primciples
of lawful trade, them it wenuld be corstruedd as if he passed

his 1ffe waging Ecenemic Jihad',

2. Qu!"an che 62:9

3¢ wuxkax Ien Majsh ane Al-hakim
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Accerdingly, the Islamic invektment system is based en
the follewing principles.1+
1 Humun life depends em material reseurces and Ged prevides
man with the means ef living,
2+ Islamic emphasies investment and prehibits menepely er
horaing., 5
2. Investment shenld be allecated im such a way as te ensure
the fulfilmen. of legitimate needs thus there shenld he balance
in the fevelepment et ecomemic lite cevering ull aspects ef
life.
4, The Islamic pelicy e: distributiem er wealth threnugh
liraiﬁ, Zakkat, sadat etc helps a let in disceuraging
accumulatieon and cencentratien eof wealth in the hand ef few
which is an essential part ef the Islamic ecenemic system
and these is an impertant stimulus te ecenemic develepment
of the Islamic seciety.
5« Islamic ecenomic system depends en strick ebjective
of moral standard which are within the Islamic Secial system
bnt net in accerdance with is prehibited and cemmanded,
(o Interest is prehibited in Islam. These evil means ef
acquiring wealth has been discribed in the Nely Qur'am as
"&Ykak Al-Riba'" the nsury, seme peeple in erder te satisfy
their lust and gain mere wealth say, trade is like usury
and see ne difference between the two bnt the former is

permitted in Islam and the letter is ferbidding cempletely.

4. Islamic Banking: Pregress and obstacles-Islamic
finance a menthly review eof Islamic Banking &
ecenomic July, 1993 page 81

5. Bukkari ch., 34 Hadith 5k,
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"0 you whe believe, fear Allah and give up what remains
of your demand fer nsury if yon are indedd believers".6

It is emsured by Shari'ah that the trader must net expleit
the buyer, Islam teok imterest im the market cemditiem and
thus there developmd and institutieon of “"Hisab" the department
eof inspectiem which was respensible for stepping adulteratienm,
nnderweighing, ever werk by nmlawful prefession.

Such departments were headed by '"Muhtasibs'", There are
aumerons instances when Islamic gevernment intervemed if the rile,
of justice and fairplay were vielated, The hely prephet treaties
with the Thagif, Hawazim and the peeple of Najram required ban en
the transactiems invelving nncertainty., The Hely prephet met enly
appeinted an inspector te emsure that the unlawful tramsaction
were aveided but alse himself visited during his life time the
market palces advising the traders to ebserve meral principles
in trade.

The major comtracts nsed inlslam suite medinm term and lengterm
investment wenture particularly these in whick equity participatiem
is iavelved and im case where there is definite time herizen fer
the eperation, Shert term financing eof preject, the time spam
of whcih cannet adequately determined in advance remains preblematic,
Rapid chunges ém working capital reguirements cannet as yet
easily be accomedated within the type of centracts mest frequemtly

nsed by the Islamic banks for imvestment purpese,

6. Qur'an ch, 2:278
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These contract inpractice cembine with imdigniens and Islamice
way.can new provide an impressive range ef investment eppsrtunities,

whick would pe discnss under the fellewing headings.

1 Mudarabad

2+ Bhirakahn .
3 Bai - n'ajjal
b, Xai - Salam

S Al ~ Xawala.,

2.1  MUBARARAH:

Thie is a legal terminelegy which is mentiened in the
Burrak Al—Bagarah?: It is a centract in which certain property
or steck (Ras al-mal) is effered by the oswner er preprietar
(Raby» al-mal) to the ether party te form a jeint partnership
in whcibh both parties will participate in prafitg. The sther
party 1s entitled to a prefit in lien of his labeur since he
is giving to manage the property (Mudariw).

Mudarabah is used te sipgnify the idea of one persen
sivizg ent his capital er part to anoiher persen te trade inm
and 2ach will have the share of the profit. In the terminslegy
of figh the relatienship is called mudarabah, the ewner of the

_ capital Rab® a1l mal and the interprenuer mmdarib,

In the process of runnimg the business the Rabb al mal
get his ewm share of the business in the form of profit while
the person who actnally managed the business mudaris gets his
swa share in the form of wages, The Noly prephet (peace be
upen kim) himself Was made such an agreement with kadijah
before their marriage.

There is hardly a secknd Hadith thut directly described
mudarabah except what Iba majak related en the autherity ef
Subaik whe reported thut the prephet (3AW) =aid.

7« Qur'an ch., 2. 273
8. Al-Muhjuki Shark wigayah lahere Vel;3.p. 816
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Three are blessed, Defrered sales mugarabah (a term nsed by the -
peeple of Medinah te denete mudarabbd) and mixing wheat with
barley for heme use and net tor sale" en the chain o1 trans-
mitters of this hadith twe persen are unknewn as such the hadith

is weak"g,

Most of the Jurist base their argnment on the fact that it
wag practice during the day of the hely prephet (SAW) whe was
aware of it and whe appreved it etherwise it wenld met have been
lagitimate 10, Kewever, there are areas where these Jurists
have differences in opinien concerning the details of the Nu-
darabah agreement, Mest impetamt et themss difierences is the
form of the capital participation of Rabb-al-mal snenuld take,

The contract of mudarabak is invalid if capital is in
non-minted Silver or Geola or when goods are givem as
capital participatien which is the epinion of Hanafis scheel
of theght similarly zahiriyah Schoeol ef thought are of the »
epinion that the mudarabah capital must cemprise cashy Mt
accerding te Hambali ane Shufi'e Scheols ef thowight, they,
sajd the participatien must B by means o: a definite amount
of minited ceim while the contract io vitiated if it takes
the form of eiiher nen minted gole and silver or aay ether
goeds., The Malikis school of theugh are g: the epinioen that
mdarabah capital i1s valid iflhe subseribed capital is deter-

mined irrespective of the form it takes,

9+ The prospect ef rmral banking in Nigeria by Abdullahi Omar
1886 page 16.

10, Stndies in Islamic economic Ed by Kushird Ahmed.
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The essence of the capital being in cash is to enable
the determination of trade capital so that every partner
¢an assess bis share ef profit in accerdance with his degree
of participatien especially where thercvis more than one
persen making the capital cemtribntien. o
The contract of madarabzk is vitiated whefe the capital
share of the Rabb-al-mal is in the form ef delbt, Therafers
one ¢f the pre-reqisite of the contract is the avajlability
of the capital at the time of the contract as a dispesible
amount, likewise the contract is net regarded as valid if
the capital depends on cellection of specified ameunt frem
a third party by the mudarib befare the centract is ferm,
There is a concensus of epinien that the partnershiy should
be independant of any ether obligztiom and sheuld be absence
of duress and 'mdne influence.)s
2, 2 SHIRAKAH
In the boly Qur'sm the word sharing and partmnership in
activities bhas ecenred several times, Meses prays to Allabh
te make Marun his brother, his partner im his great mission
to pharaah,
"Harnn (is) my wrother add to my streaght throngh him and

make him share my task"12

10 Studies in Islamic economic Ed. sy Kursaid Ahmad
11 Ieib 9

12 Qurtan vh. 20:31«35,
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Skirakah signifies the cenjuction ef twe ar mere person te
carry on a Wnsiness te share the profit's by jeint investment
in the widest zenee the term Shirakah, the partnership exist
where property is held in common between twe or more co-
proprietors., A persen thus ahenates an mndivided share of
his preperty, in returﬁ for an undivided share of the preperty
of another each bhaving a right te administer the whole.13
According to the terminolegy of ecenemice, all the
partner will de entittled te "prafit'' in se far as they have
invested capital and alse entitle te "wages' in-seo far as
they have taken part in the management of the business. Islam
has sanctioned this ferm of business erganisation. It was
quite common before the time of the hely prophet (8awW). Me
parmitted people to retain it and since them thnere bhas been
a concensns of opinicn on its permissikility.
lglamim law allews twoe or mere persen te associate
themzelves for the exearcise of a prefessien or a handicraft,
The profits will be practically eqnal for the partners with
a view to lending mitual assistance even though the asseciation
woTk cGeperately, INAM Malik says in Mndawwamah Al-kubra that
the stock of tools may be provided by each partner in auch
labour asseciations but the other jurists say that the tools
will be owned by the association or hired by the association
at cemmon expense., ln this kind eof Shirakah any payment
received or engagement upon by one of the associates for
some work done or te be done binds the other and the payment
remaing at their risk sven after the disselntion of the

Shirakah,

13 This is the definiction given by Ibn Arfa

in mukbhtasar of sidi wkali p. 193
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I£ wili Be illegal fmr.cne ;f the aésociate fo ﬁold a greatly
predominant in the stock of tpols by one of the asociates of the
Shirakah,

The Shirakah us;ociation can take any ferm. All partnmers
muy contribute egual capital and participate egually in managing
the business, hence entitled te egaul share of the profit and
less that may resunlt from the Wusineas, All the paptmers have
equal Anthority te act and each partner is jointly and severally
responsible, Thus egach partner is an agent and a trustee and can
act on behalf of the sther partners. An underlining cenditien
of the is that each ef the partner mmst have the capacity te

contract and they must be adults,

Where the capital contribution or perticipatien inm
management is net equal, im suchk case the prefit sharing
ratio may noat be equal fer each partner, Such ratic ef
profit sharing dees not only show the degree of capital
participation but also the extent to whiéh a partner parté-
cipatdex in running tke business, At times, soeme partners
make their contribution to either capital only er te mana-
gement only, hence the liability of each partner can be several
b1t pot necessary jeintly. Tke prefitfless incurred must
ke shared by the partners propertionately te their capital

contribmtion as stipulated by Sharia.

i3,
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Accerding te Maliki and Shafi'i School ef theught the paximexx
profits are to be distributed among the partners im prepertien
to their respective share in capital. But the Hanafi and Nambali
School permit the profits to be distributed accerding to the terms
of the agreemént, 14

In view of the above, therefore the distributien ef profit
does not necessary have to be in proportion to the capital
contributien which is supperted by the traditiem of the hely
prephet (P 8 U H) where he said was reported te have said
“uuslims shonld abide by their agreement nnless the agreement
turas licit in the illicit and i1licits inte licit. Kowever,
there is a concensus among all the jurist that the loss weuld

have to be shared in preportien to capital contribution of the

partners,

2.% BAI'MU'AJUAL

This is the process of sale wnereby the price ef the item
is paid at a deferred time period et instalmentally.
Under the Bai'Mn'ajjal the sale price may be the cost price
er a price higher tham the cost price,

Majerity of the Ulama have appreved it while some of
them ceonsider it as forbidden, They base their argument on
the greund, that where the sale price is higher and the
seller have a gnarantee of receiving back the price he actually
paid, plus a preditermint retumn, then the Bai'Mu'ajjal
transaction becomes a cover for continning the interest based

transaction,

1. DOI Zakir Abdulrahaman - Islami. Banking in Sudan and

its relevance in Nigerian Context MBA Préject 1985,



The epinion of ikx ene reknewn Islamic schelar Mithammad
Najetiwullah saddigi was that the use ot Bai'Mu'ajjal will create
a tendency of preferring it over profit sharing transactien
(instead of peing supplementary to it) er any other methed
discusused above since it helps te muintain the present interest
system, 15 It wonld amount to opening a back door for dealing
on the basis of interest., He suggest its use to be restricted
to enly situnatien in which its use becomes unavoidable,

2.4 BAL SallAK

Under this type of agreement the buyer and the seller
usnally enter inte a certain agreement where by the purchase
is made in advance with specification of the gunantity and quality
of the comedity, The price of the commedity, the mode of payment,
place and time of delivery wonld have to be specified, However,
the agreed paymen. have to be mude in full before delivery of
goods., The payment .an be at the time of the agreement or any
other time before delivery as contained in the terms and conditiens
of the agreement,

The delivery of the goods at the agreed place ana time
is to be undertaken by the seller, This type of s33es is an
exception of sales invelving uncertainky, speculatien er
gambling all of which are prohibited in Islam. 16
* The messenger of Allub has forbidden dishoneoty and bad behavionr

in transaction."17

15. M,n, Baddigi: Issues in Islamic banking p. 1380139 the
Islamic foundatiom.

16, Darir Ahmed Types ana methos of investment in Islam, P,25

17. Al- Bukhari . Ve = 2.



This type of zale in other words involves specnlative
risks in contract and it resembles tbe prasent sale of

futnre goods recegnised by sale of goods acts in the commom

law conntries,

25 AI;-H;LWAILAH
This is a type of sale whereby the proceeds are

received in fnture date and the money to be received can be

assigned to some body use. For example, A lends some goods

cn condit to B.A may by contracting with, assign the claim te

Ce This is called #Hawalah" j.e. trangfer or assignment,
Imam ¥alik approves such assignment bnt other jurist ef

Sgafi'i and Hambali Schools eppese it while Hanafis allowse it

in exeeptional cases, B3ut all the jurists permit A to sell

his claim againat 3 to any one A likes or to make a gift of

it te any personm other thaam the debtor B.

Below are aome of the reguisite fer a valid Hawalah,

(1) The sale en debt whibb is the subject of the contract
mist pbe a lawfully subsisting ebkligation.

{2) The sriginal creditor (A) and debter (3) mnust mutually

agreed that the debt sheuld be paid by B fe C. The assigned

debt which constitnutes the objec of the transfer,

(3) Boths debts mnst consist in objects ef the same kind,
equal in gquantity and guality, there are sevaral
epirious hoewever as to the varying finers of coin,.

(4) Vhere two or more diztinct articles are the object
of a cingle sale, the price ot each shonld be individually
known and determine, otherwise the tramsaction is veid

for uncertaintj}ty and caanet be assigned or transferred.
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CHAPTLR THALE

CONC&PT OF ISLAMIC BANKING

Money eor preperty which is acqguired through unfair
means is possitively nnclean and unlawfnl and anyone who
muake nse of it ®=p or spends it en his needs does himself a
great harm. As the holy prophet has warned, his prayers
will net find acceptance with Allah, his supplication will
not be answered , his petition will not be granted, and incase
he does goed deeds they will avail him nothing. In the next
world, there will be no share for him in the special favours
of Alkikghty Allah,

While solving the economic problems of man, one has to be
Yealistic in one's appreach to human life en this palnet.

It iz trme that a man has various economic needs in life,

it is not necessary to exaggezzte its importance of the extent
that it is reckoned as the wnole problem of life, A man is

not to live by bread alone. Therefore, it will be a blunder

to share our lives or our ehtical and moral values, our culture
and society on economic foundation.

A Muslim sage has rightly remarked that a man does net live

to eat but eats to live and sarvive.

The idea of uenry is guite evidence in the concept of
medern bank interest, The rate of interest as defined by modera
economist i# the price of money at which it can be beorrowed
ana determined by forces ef supply and demand.?

Originally wusury means the preminm paid for the use of money,
Nowadays, it means the practise of demanding anst exerbitant
preminmm of interest, Attempts were made particnlary by the
Roman, to provide maximum rate of interest, bnt they were

nnsuccessfnl. Borrowing with interest is now
1

Hanson J.l.. monetory theory and practice ILomdon 1974 p. 1804
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Unfortunatelj & world wide phenc;menon.2 ";}'“;r.j ;

A1l the modern banks Tunction en the basis of interest.
Every business man in need of loans #s driven by force of
circnmitances to worrow from the banks which charge high rate
~of interest. It was argied by most of the Ulama that the
interest give by the banks on deposit account is "Riba" and
likewize ene whe receives loan from the banks on interebt
aleo gives Riba to the Banks,.

Hnslims were the first to lay down the trme foundatioﬁ
of proper trade and éven banking in modern civilization.

Hence the precent day bonking terminclegy is permeated

with Arabic words and exprecsions. Indeed the bistory of
chegnes goes back te the time of caliph Umar ®in Alkhatéab,
He was the first to draw a chegue (633~634-DA) Al-Yaknbi an
eminent muslim histerian whe died in 897 AD mentioned thids
in bis history book likewise Alwjahashiyari who died in 942
makes similar stutement with regard to Harun Al-Bashis whe
draw cheqne for some sum of money in his name.3

The institntion of interest is a great challenge te
all those who are trying te revive and reconstruct the Islamic
way of life in the wedern times. In the moweern economic
system interets, and enterprises based on interest, eccnupy
a key poocition, The whole banking system rest on interest.
It is therefore imperative that for the reconstrniction vs

the economic system on the lsiamic pattern, an interest

less bankiug gystem shonld be established and rin successfnlly,
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Obvionsly, the banking system renders a few fundatimmntal
benefical and essential services without which ne modern developed
economy can be conceived, There is alse a censensus of epinion
among the muslim economists en the point that even withent interest
banking system can be erganised teo diascharged all the usnal
functions performed by modern banking system bused upen, interest,
These exports alse agree that the re-erganisatien of banking
on the Islamic pattern can be beught abkont em Islamic principles
of Mudarabah and Shirakakh, which has been discussed in the previews

chapter,

3,1 LOAN AND JOAN PAYMENT IN ISLAM:

In human life, there comes ups and downs and themex are
periods of trails from Allah, In sich circumstance, beliwwers
are asked to remain patient when one has a family to look after
or some sudden need arises of borrowing money for keeping the
business going one is regnired te go to friends, neighbours,
relatives or philantkropic people to ask for loan., The holy
Gur'ran has laid dewn principles concerning the repayment of
loan and debts which was supperted by gaidance from the prophetic

tradition of prophet Mohammad (SAW).

In islam lean is alse the trust which shenld be returned
to its owner Imam Al-Buhari has nsed this verse as the captain

of a Chapter concerning repayment ef debt,

“ Allah does command yon te render back the trust ef the peoplell

4, Qur'an sh. 4:58



The Holy Qur'en has gnided muslim in respect of lending
and berrewing in Sura Al-Bakarah. This verse give injunction
on debt and its repayment and it is ameng the verse that give
Allah's commandments. (Ayat al-ah~kam-al-mnfussal).

The verse says:=
(1) When meney or csomething is lend for specific term, it
shonld be written dewn in a decument,

(¢) The person whe is called upeon to write shonld not refuse,
since Allah has gifted him the art of writing.

He shonld write exactly what ic dictated.

(3) The person taking eath shenld dictate,
(4) If a person is ignorant ef the erdinance or status

or if he does not know what dictate is or cannot

dictate well dne to immature age or foreighaner whe is

ignerant ef the langnage of the land, them his gnardian

or agent shenld dictate justly.

(5) Two adnult male of gooa characters and must be Mnslim
sheuld ke called to witness the deed,

(6) If twe muslim male witness are not available, then

one man or twe muslim women shonla be invited to witness

the deed.

(/) The parties concerned should fear Allab de justice,

Allah has laid down the proceddure of lending and
repayment of lean whereby he categorically makes it c¢lear that
when ever the loan is to be givea even if it is from the
repayment anf the amount received and at the same time
the deed should be execinted in the presence o1 at least
two matured mmslim adults who shenuld be ot good character
or at least one male anf two women of reputable character.

The repayment of the loau is very essential, as said by the

holy prophet.
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Asu Huraira reported that Allah's messenger said, “If I had
gold equal to the mouni ef Ubud, it wonlu net please me, that
it should remaia witnh me for mere thak three days except an

ameunt which I weuld keep for rvpaying debts,"5

Therefere the payment of dabt is very essential as
indicated by the holy prephet and whenever such debt is
_repaid the amonunt can be used to help ancthexr needy percen
and it will make yon regain your freedom and peeople will

have more con,idence en yon for not valioting your promise,

5. Bukbhari 3:5¢4.
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CHAPTER FOUR

EFFORTS MADE TOWARD ESTABLISHMENT
OF ISLAMIC BANK IN NIGERIA,

The efforts to establish the Islamic bank in Nigeria,
the giant of African where the large population are muslims;
has shown new horizon of hope to muslims. It will help to
set up the New Islamic Economic order, based on the 9év1ne
principles which the world has more or less forgotten due to
the lathargy of muslims themselves.

The first Islamic bank in African was established in
Egypt in 1963 with the help of late King Faisal of Saudi
Arabia. The bank operate with entirely new functions and
principles, it is simple and just, as well as free from
interest and the complex loopholes of the current financlal
transactions. The experiment proved highly profitable, It
draw the attention of many people tc the possibility of
achieving a healthy profit by the establishment of Islamic
institution in the field of finance and investment. X\

The successes demonstrated by the Egypt experiment
was appreciated by many African countries. The movement
toward the establishment of Islamic banks gained momentum
which received the biggest encouragement in Africa and
West Asla and this lead to the establishment of interest free
banks in Gabon, Mali, Senegal, Togo, Sudan and many African
countries,

Islamic movements in Nigeria have on various occasion
organised and conduct public lectures and symposium to |
enlighten the public on Islamic banking. This generate the
desire of many Nigerians more especially the business community

and some muslims scholars of having an Islamic bank establish

in Nigeria.



Prince Mﬁhammad Al-Faisal Al-séué;.ﬁﬁe president of
Dar-al-mal~Islam {(D.M.I.) act as a parrent body to all Islamic
banks was invited toc the country in 1882 by some business
lcéﬁﬁﬁnity and muslim gcheolars in thelr efforts towards the
establishment of Islamic bank. Their mission which was aimed
at establishment of Islamic bank in Nigeria lead to the return
of the Prince in May 1982 who was accompanied on his trip by
the founding members, Director of DMI andﬂ?;:ectqr of Faisal

Islamic bank of Madina. = . ;i i,

A meeting was held in.Kano.bethen the Pfince and top
Gﬁvernment officials at central hotel VIP Challet in May,1982,
Among the top Government officials present in the meeting
include the then Permanent Secretary Federal Ministry of
finance, the Governor of Central bank of Nigeria and other
dignatorles. The Prince and his entourage pald a courtacy
call to the president Alhajli Shehu Shagari and held a usefull
discussion on the possibilities of establishing an Interest
free bank 1ln Nigeria. . | _

AQIDABANK file its application to Eedéral Ministry -of
finance Lagos in 1983 for the establishment of an Islamic bank
in the country. A number of such applicatlions were submitted
by other foreign based operating on Islamic framework but the
details of such applications and Government response to it
was nolt made avallable since it is treated as highly
confidential,

There hasn't been much progress since then which can be
said, it was due to change in Government and policies in the

counkry, However an Islamic investment company has been
established in Kano, which perform almost all the functions of
Islamic bank. The Company is being manage by Or. Ibrahim
Ayagi. Eventhough full details of its operation are not
radily available as at now.
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v 4,1 THE PROSPECT OF ISLAMIC BANK IN NIGERIA.

Nigeria a country where the muslims form a sizeable
Community, they can easily avoid Riba (interest) by i
~constructing such banks. We thank Allah, that Islamic
investment company have been set up in Kano in recent times,
from the avallable reports, it seems that these company 1s
becoming successfull, The Institution of interest is a great
challenge to all those who are trylng to revive and
reconstruct the Islamic way of life in the modern times,

,  The interest free commercial transactions which is

heing practice by the muslim interprenuers seems to have
baffled and surprised many western scholars who believed
that it is simply unworkable in the moaérn Eimes because
they try to build the society on economic foundation alone,
which will mean that man position is being reduced to a
grazing animal. A purely materialistic socliety, as we can
see of Nigeria of today, the spiritual and motal values of
life are lost and only selfishness thr;ves.

With the prevailing brobléﬁs bf tﬁeﬁcoﬁntry peopie.
tend to forget that they were morely custodians over their
property and not real masters and they forget that they
should acquire their wealth through lawful means and not
through dishonesty and treachery if one will adhere to the
teadhing of Islamic he will not involve himself to all those
atrocities of acquiring money and mothing but money.

Despite the secular nature of the country, the survey
conducted in the course of this project an average of 65%
of the respondents welcome the idea of establishing Islamic
pank in the country which include some scholars who are
optimistic that Islamic banking would be very viable in
Nigerlia. 25% are indifferent while only 10% indicate that it
will not work in Nigeria, . o '



All the three categorieé of respondenélhentioned
indicate their intention or desire to deal with Islamic
bank if it is established in the country in one way or
the other, from the above analysis and information
gathered one can condiently say that Islamic bank has

a very bright prospect in Nigeria.



CONCLUSZIQU:

One such evil means of acquiring wealth which is
described in the Holy Qur'an in no uncertain term.is Al-Riba
the usury, a practice prevalent in the Jahiliyya and equally
prevalent in the modern time. In order to satisfy their lust
and gain more wealth, some people say, "Trade is like usury"
and see no difference between the two, but the former is
permitted in Islam and the later forbidden completely.

Even before the advent of Islam, the system of usury
prevailed in the Arablan peninsula, and the entire economy
was based on it. Let no one imagine, that it was simply a
question of isolated transactlon between individuals., If
usury had simply been practised in restricted individual
dealings and had not been comprehensive system of economic
life, 1t would not have deserved the repeated and scorching
attack made on it by Almighty Allah in the Qur'an and
pursuance of that attack by the prophet in the Hadith. This
was the economic reality on which the life of land was based.
Then Islam came denylng and rejecting this unjust and criminal
system and setting forth in its stead a new basis.

The Islamic policy of distribution of wealth through
zakat and Sadakat helps a lot in discouraging accumulating
and concentration of wealth in few hands. The land owners,
the labourers and owners of capital jointly share in their
production. As a practical religion and way of life it
compulsarily retained a portion of this produced wealth for
those who are detained from contributing their share in

production due to any social physical or economic handicape.



The ideal of usury is quite evident in the concept of
modern investment and banking. The rate of interest as
defined by modern economist 1s the price of money, the price
at which money can be borrowed and determined like other
prices, by the interaction of the forces of supply and
demand. ©riginally, susury meant any premium paid for the
use of meney. But nowasdays, it means the practice of
demanding an exhorbitant premium of interest,

The so called Western developed investment and
banking which was based on interest is a great challenge
tc all those who are trying tc revive and reconstruct, the
Islamic way of life in the modern times, In the modern
economic system interest and interprises based on interest
occupy & key position. The whole investment and banking
system rest on interest. It 1s the refore imparative that for
the reconstruction of the economic system on the Islamic
pattern an interest free banking system should be established
and run successfully.

There is also a concensus of opinion among the muslims
respondents on the opinion that even without interest a
banking system can be organised to discharge all the usual
functions performed by the modern banking system based upon
interest. Most of the Islamic scholars agreed that the
re-organisation of banking on Islamic pattern can be brought
about on the Islamic principles of Mudarabah (a joint
enterprise) and Shirakah (partnership).

From the survey conducted in the course of this project
desplite the secular nature of this country, an average of
65% of the respondents welcomes the idea of trying the methods

of investment stated by divine rule since the modern investment



method which 1s based on interest is not yielding any

frultful result but concentrating wealth in the hand of
very few individuals. 10% are optimistic that it would
not work in Nigeria due to it secular nature while 25%

are indifferent.
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This project has shown that investment via Islamic
principles is viable in this country and it has a brighter
prospects. Furthermore experience of other African countries
where these free interest banks are operating prove them to
be more profitable than the interest based banks which are
formed in contrast to the Islamic principles. It should
be remembered that Islamic forbide interest in any form,

It is therefore recommended that:

(1) The Government of this country should take interest

in the market condition and developed an institution of
Hinsab, the department of inspection which is responsible

for stopping adulteration, underweighing overwork by
employers, employment in rlsky jobs, unhealthy traders and
unlawful professions,

(2) The Federal Government should amend it degree on
investment to accomodate the methods of investment stated

in the Holy Qur'an and Hadith of the Holy Prophet which is
based on free interest rate,

(3) The Federal Government should approved the application
submitted to Federal Ministry of Finance for the establishment
of Islamic bank in Nigeria. Due to the secular nature of the
country, the muslims should be given a chance to experiment
the setting of Islamic bank in the country.

(4) Due to the present hardship beihg experience in the
country, the economy of the country is in & messe and the
only remedy to the situation is to turn to the laid down

principle based on Islamic doctrine.



(5) The Federal Government should amend its banking act
to accommodate Islamic banking which will give the muslims
the opportunity to revive the economy of the country since,

The Western method of banking services is not the solution

of the country present predicament,

(6) The movement for the establishment oé islamic banks in
Nigeria {(which is already in existance) should organised
training programms to train Nigerians the practice of
.Islamic banking system so that when approval is given for
the establishment of such banks is-given, the banks will

not find difficulty in recruiting staff,

.
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APPENDIX A
ANALYSIS OF QUESTIONAIRE;S_

The questionaires are grouped into two broad sections
in accordance with the area they cover for the purpose of
this analysis.

(1) General questions on investment, banking and

(2) CQuestions directly related to the viability of
Islamic Methods of investment and their prospect
in Nigeria.

The questionaire were sent to a sample of 100 people

consisting of businessmen, farmers, teachers and ciwll

servant and thelr responses are shown belowi=

Sample No of No of Percentage of

Composition| Questionaire| Responses Responses
Sent out received

Civil

Servant 25 20 80%

Teachers 25 23 92%

Businessmen | 25 18 72%

Farmers 25 14 56%

Aggregate 100 75 75%

The Studies to each response to the questions as
classified above was carried out seperately. The following
tables shows the response on the group of questions that
are general in nature, together with the implication of each
response on the idea on investment in Islam and interest

free banking.
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RESPONCES

QUESTION

ALTERNATIVE
ANSWERS

BUSINESSMEN

FARMERS

TEACHERS

CIVIL
SERVANT

AGGREGATE

REMARKS

A yes

100

100

100

100

100%

1. All the respon-
dence have dea-
ling with the
existing banks.

Have you any dealings
with the existing banks?

B No

2 Their dealing
with existing
banks is an
indication that
they have scme
experience and
knowledge of

what bank is.

what type of bank do
you deal with?

A, Commercial B.
By Investment B
C, Central Bank
D, Merchant "

60
20

20

80
10

A
F 3

100

(o J o B

100

(o el e

85%
7<5%

T.5%

Islamic banks are
designed to perform
almost all the
function performed
by commercial banks
A proper balance
most be maintained
in order to succed.

2. Businessmen and
farmers are the
main customers of
investment and
merchant Bank.

Do you operate Saving
Account

A, Yes

65

50

70

83

67%

with an aggregate
of 67%. The
Islamic bank has the




Tr i T TR e e e L - Lo

- B, No - : 35 50 |30 17 |35% Opportunity to exploit :
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- o R saving it is &able to influence

. and advance it to enterpremers

for productive use.

-

How does interest A, Interest rate are : _ )
C relate to the the best requlator - . _ . e o
% - pational Economy of economic ; .
; S R T developmente..- ... 15 10 0 . i 6. 25% 1, Only very few Teachers are
e L SR : - . optimistic that high knterest rate

éare desirable,

B, High rate of : .
interest encoursge o : -
saving but not
necessary
investment in

productive sector. S0 30 150 a8 49,5% 2. High interest rate
constraints jnvestment in most

productive sectors.

C, High rate of

. - interest encourage
savings and :

enhence investment 0 ¢ 40 0 10% 3. Over half of the respondents

: sees interest as detrimental to

the naticnal economy. These

people are likely to welcome

an alternative system that is

interest free.,




g D, Interest rate in
A“ itself is the need for N
¢ crisis in an econcnmy 35 60 10 3z 34, 25%

Economic values seems to play

Interest paid on :
a greater role than religious

saving account what:

do people do with it?2{A, Leave it to the : . values. The free interest
- . .. .., .—=-']bank because of its . banking in attracting public
. - _ =i = {prohibition. .t 2 40 20 ¢ | 20% saving would be influence to
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- K _ S e deposit which are higher than
e =JC, Take it for . z. - ” the interest paid on saving
’ personal use. - 70 50 | 80 80 70% account,
How would the -
establishment of
interest influence -
the Econony. _ A, Create chaos in _ .
the economic
: structure. . 20 0 0 10 7.5%
B, Retard savings Must of the respondent are of
_ =+ .. . tthus hindering the opinion that the
&-.,H e e linvestment. S 20 80 75 10 46, 25% | abolishment of interest would
e e yleld positive result while
R T S about 46% are optimistic that
T s e C, nnJaUHm.mWa.mnnsoaf -po 0 m.-. o.,. anmM | the removal of interest would
_ . _ v - hinder investment since there

e . o are less promissing of
T ahn _ L incentive to saving.

b, Encourage
investment to producti-
. ve sector of the
e | economy. 50 20 20 80 42,5%
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APPENDIX B

The guestions on type A of my questionaire directly relate

to the prospect of Islamic banking in Nigeria Unlike the group
analysils which analysis the group and the responses are °

categorised into three classes: '
(1) Responses in favour of interest free Islamic banking (ie .for)

(2) Responses that discourage interest free Islamic Banking
(ie Against)

(3) Responses that are neither for nor against the idea of
interest free Islamic Bank. (Nuotral).

Each score is assigned a score out of 100 points for each
questions. The score is proportionate to the percentage of
respondent with a particular response the table below asses the
prospect of interest free Islamic banking in Nigeria in view of

the response.

DESCRIPTICN FOR AGAINST| NUETRAL

Considering the ecconomic situation
of the country what is the people
view of establishing on Islamic bank
in Nigeria. 56 9 25

wWhy some people do not operate
an interest based saving account 30 4 66

Theilr feeling about payment of

interest on loans 65 15 20
Desirability of estability of

establishing an Islamic bank. 100 -~ -
Viability of Islamic bank ' 65 35 -
Total 316 63 121
Percentage 63e2% | 12.6% 24. 2%

The second questionaire focuss attention on the experiences of
existing Islamic banks and the viability of such banking system in
Nigeria considering the envirenmental factors that may have

influence overit, The table below indicate the responses of each

respondent. The remark column discuss briefly the findings
facilithes Dby the questionaires. The State to which the respondent
comes from is abrebrated.
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QUESTION

ALTERNATIVE ANSWERS

RESPONSES

REMARKS

’smn relevance is Islamic

panking to this country

A, To provide the muslim
population with a banking
system which does not

contraduct their believe

KD

S0

KN

P

B, Just to provide banking
|_system

C, To Islamize the Economy

In order to harmonize the muslim
pelief and prachie there is & need
for a more suitable banking prachie
that is interest free because the
existing prachie contradicts the
belief of the muslim.

what role does an Islamic
Interest free bank pay?

A, Collection and
|_distrkbution of Zakka

B, It serves as an
investment bank

C, It serve as an
investment bank as well as
a commercial bank

D, It mobilize savings on a

ribute them as non interest
bearing loans to the less
previllage members of the
society.

non interest basis and dist-

Islamic bank combine the service of
investment bank and commer¢ial bank
efid at the same time mobllize
saving from these having funds in
excess of their immediate need and
distribute them as charitable loans
the less previllaged members of the
society

Wigat benefit are likely to
b erived from Islamic
Bahk?

A, Organised monetory
transacticns in accordance
with the sharia

B, Eleminate all evils
generated by jnterest

C, All of the above

Many people especially the muslims
believed that interest generate
evils. The survey show that an the
evils can be over come by substitu-
ting the present practice with an
interest free Islamic Banking.




QUESTION

ALTERNATIVE ANSWERS

RESPONSES

REMARKS

Can any of these benefits be
achieved in Nigeria in view
of the secular nature of the
country?

A, It could not be
achieved unless interest
is removed from all
sectors of the economy
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B, If could be
achieved once the banks
are established

C, It could only be
achieved in some parts
of the country

Despite the secular nature of
the country the beneflit could be
achieved at least in some part
of the country once the banks
are established.

What are the requirement
for establishing an
Islam Bank?

A, The Availability of
appropriate personnel

B, High degree of
Governments participation
for proper control

C, Dedication honesty and
commitment on the part of
the bank management

1. The critrial for the
establishment of Islamic banks
are the availability of
appropriate personnel and the
conduct of much personnel.

wWhat are the likely
problems to be enccuntered
by Islamic banks 1f they
are to be established in
Nigeria?

A, The problem of getting
trained staff to man the

bank.

B, Completicn from
jnterest based banks

C, There may be a big rush
that would generate excess

| liquidity.
D, The problem of moblizing
depositors.

The big rush predicted may creat
the problem of excess liguidity
and induce competetion from
cenventional banks.




