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Abstrak

Sistem ekonomi Islam adalah sistem ekonomi yang berasaskan
kepada tauhid dan lebih unggul berbanding dengan sistem-
sistem ekonomi konvensional seperti kapitalis. Semua transaksi
dalam sistem ekonomi Islam berdusarkan kepada keadilan
dan menolak semua bentuk penindasan dan eksploitasi seperti
riba. Sebaliknya sistem ekonomi kapitalis menjadikan amalan
riba sebagai asas utama dalam kegiatan ekonominya. Artikal
ini menjelaskan kesan dan rasional dari pengharaman riba
dalam sistem ekonomi Islam

I. Imtroduction

This article explains about the consequences and rationale of the prohi-
bition of ¥iba in an Islamic economic system. Any transaction in Islamic eco-
nomic system is based on justice ( ‘adl) and remove all form of exploitation
through unfair exchange such as riba. Riba"is defined as an increase (fadl)
of capital whether in loans or in an exchange of a commodity, accrues to the
owner (lender) without giving in retum any equivalent countervalue orrecom-
pense (‘iwad) to the other party.” Fwad isthe basic trait or the condition of
a halal or lawful sale because sale or exchange is necessary an exchange of
value against an equivalent value, an equitable return and compensation for
the goods or services exchanged. Riba occurs either in the thing or commod-
ity and money, as the loan of a sum of money or commodity to be returned
with an increase, or in a sale or exchange when cxchange of one commodity
~ against another brings with it an increase in the commodity.’ Riba canbe
divided into two kinds, i.e. riba al-nasi ‘ah (also known as riba al-duyun or
riba al-jahiliyyah) and riba al-fadl. Riba al-nasi'ah refers to the “pre-
mium” that must be paid by the borrower to the lender along with the princi-
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pal amount as a condition for the loan or for an extension in its maturity. Riba
al-nasi‘ah has the same meaning as interest :n accordance with the consen-
sus of all fugaha’ (jurists) without any exception. Whereas riba al-fadl re-
fers to an exchange of ribawi commoditiy without the same reciprocal trans-
actions. In other words, the exchange or transaction of the six ribaws com-
modities thatif gold, silver, wheat, barley, dates and salt are exchanged agaimst
themselves they should be exchanged in spot and be equal, and alike. The
hadith related to this case is, among others, as follows:

From Abu Sa‘id al-Khudri (ra.): The prophet SAW said: “Gold for
gold, silver for silver, wheat for wheat, barley Jor barley, dates for
dates, and salt for salt - like for like, and from hand to hand fyadan
bi-yadin). Whoever pays more or takes more has indulged in riba.
The taker and giver are alike (in guilt) "

II. The Prohibition of Riba.
The prohibition of riba appears in the Qur’an in many verses such as;

“Those who benefit from interest shall be raised like those who
have been driven to madness by the touch of the Devil; this is be-
cause they say: “Trade is like interest” while Allak has permitted
trade and forbidden interest. Hence those who have received the
admonition from their Lord and desist, may have what has already
passed, their case being entrusted to Allah; but those who revert
shall be the inhabitants of the fire and abide therein Jor ever”®

There are many hadiths of Prophet Muhammad SAW relating to this
case condemned in the most unambiguous words not onl y those who take
riba, but also those who give #iba and those who record the transaction or
act as witnesses to it.” The Prophet Muhammad SAW also equated the
taking of riba to committing adultery thirty-six times® and The Prophet SAW
also said that “There will certainly come a time for mankind when everyone
will take riba and ifhe does not do 50, its dust will reach him™.? In another
word, in trade an entrepreneur has the prospect of making a profit, he also
faces the risk of incurring a loss. Whereas, riba is predetermined to be posi-
tive irrespective of the ultimate outcome of the business which may be posi-
tive or negative depending to a great extent on factors beyond control ofthe
entrepreneur. '
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Hence, riba is essentially in conflict with the clear and unequivocal Is-
lamic emphasis on socio-economic justice. The owners of the capital who do
not wish to take the risk are entitled to only the principal and no more. Those
who insist on charging riba in spite of its prohibition are declared by the
Qur’an to be at war with Allah SWT and His Prophet Muhammad SAW.

The nature of the prohibition is strict, absolute and unambiguous.' There
is no room for arguing that #iba refers to usury and not interest, because the
Prophet SAW prohibited the taking of even a small gift, service or favour as
a condition for the loan, in addition to the principal. The Prophet Muhammad
SAW said: “When one of you grants a loan and the borrower offers him a
dish, he should not accept it; and if the borrower offers aride on an animal, he
should not ride, unless the two of them have been previously accustomed to
exchanging such favours mutually”.* The prohibition of riba al-nasi‘ah
essentially implies that the fixing in advance of a positive return on aloan as
reward for waiting is not permitted by the Shari ‘ah. It makes no difference
whether the return is a fixed or a variable per cent of the principal, or an
absolute amount to be paid in advance or on maturity, or a gift or service to
bereceived as a condition for the loan..'* On the other hand, if the retum on
principal can be either positive or negative depending on the outcome ofthe
business, which is not known in advance, it is allowed on condition that it is
shared in accordance with the principle of justice (al- ‘adl) 1aid down in Is-
Tamic economics through the contracts of profit sharing such as al-mudarabah,
al-musharakah, or contracts of exchanges such as bay " al-istisna’, bay’
al-dayn, bay " al-salam or contract of al-ijarah , etc.

Riba al-fadl is prohibited in order to ensure justice and remove all forms
of exploitation in economic transactions through unfair exchanges." In this
sense, of the six commodities specified in the ahadith about riba al-fadl,
two represent commodity money, whereas the other four represent staple
food items.'SThe question is why is exactly the same reciprocal transactions
required, for example, if gold is exchanged for gold, it must be exchanged in
spot, tike for like and yadan bi-vadin is because what is essentially being
required is justice and fair play in spot transactions; the price and the
countervalue should be just in all transactions where cash payment (irrespec-
tive of what constitutes money) is made by one party and the commuodity ot
service is delivered reciprocally by the other.'® Anything that is received as

“extra” by one of the two parties Lo the transactions is riba al-fadl, which
could be defined in the world of Ton al-"Arabi as “all excess over what is
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justified by the countervalue”.”” Justice can berendered only if the two scales
of the balance carry the same value of goods.”® To ensure justice, the Prophet
SAW even discouraged barter transactions and asked that a commodity for
sale be exchanged against cash and the cash proceeds be used to buy the
needed commodity.”® Hence, the use of' money in a transaction, could estab-
lish the equivalent and justice to the other party, and therefore reduce the
possibility of an unfair exchange.

1IL Rationality Aspects

The rationale of the prohibition of interest (#iba) inthe economy, among
others, can be seen from the questions of savings and capital formation, prof-
itability and productivity, and unemployment and inflation,

A.Savings and Investment

Savings and investment are two of the most important determinants of
economic growth and development in an economy. There is an apprehension
that prohibition of interest and replace it with profit-sharing system may re-
duce the levels of savings and may retard economic growth and develop-
ment.** This gpprehension is misfounded because empirical evidence does
not indicate a significant positive correlation between interest and savin gs even
in industrial countries.?' The impact of interest rate on savings in developing
countrics has been found to be negligible in most studies.?? The classical econo-
mists such as Keynes belief that savings are determined by interest refuted.
According to him, aggregate saving is governed by aggregate income. A rise
in the interest rate diminishes investment and income. This leads to a decrease
inboth saving and spending. Further, individuals and business firms save
for different purposes irrespective of the level of interest rate, and the bulk of
saving in many countries is largely done by firms in the form of retained profits
independent of interest rate.

Moreover, even on theoretical grounds, the assumption of a positive time
preference in the theory of interest used by Bohm-Bawerk has been rejected
by a number of prominent economists. For example, Graaf has doubted its
very existence. It has, however, been generally argued that a rationat con-
sumer may have a positive, zero or negative time preference.?
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Based on the above discussion, prohibition of interest is unlikely to re-
duce the volume of savings. In fact, in an interest-free Islamic economic sys-
tem savings are likely to be promoted. The reasons are, among others, first, in
the profit sharing arrangement the return to capital will include “reward for
both savings and risk-taking” which means a high retuns to financiers than in
an interest based system, This mean, if higher returns or higher income deter-
mine the level of savings, people will save more in a share economy than in an
interest based economic system. The second reason is profit-sharing in mass
production between employer and the employee will on the average give
higher income to the employees who constitute the majority of the population.
This will to some extent increase their savings® as has been experienced of
bonus system in Japan.*” Finally, Muslim economists point out that adherence
to the moderation in1 spending enjoined by Islam is likely to promote savings
in Islamic economy compared to the convensional one.”

The role of interest on savings or investment though not significant can-
not be denied. The fact is that the investors borrow money from the savers
through the financial market at a certain interest rate. When the expected rate
of profits in the investment is high than the money lending rate, the investors
borrow money for investment. However, when the expected profit is lower
than the rate of interest, the investors reduce borrowing and cut down the
level of investment or suspend the investment activities causing wide spread
reduction in the level of output of goods and services, employment, and the
level of income retarding economic growth and development.”® Hence, a
number of economists observed that the high level of interest rate reduces the
leve! of investment, while a low interest rates should be kept low to stimulate
investment and growth.*

On the the other hand, in the interest-free Islamic economic system, the
investment behaviour and the level of aggregate investment are likely to
change to a positive one. The reason is that profit-sharing system balances
the risk of the business between the financier and the investor. Both have a
stake in the return to their investment, fow return may not deter them from
investing as neither the investors nor the financiers will be better off or worse
off, one at the cost of the other. In fact, both can be worse off by not invest-
ing, Furthermore, in the profit-sharing systeny several altemative forms of eq-
uity investments would be available for“sleeping partners” as well as “active
investors” with dilferent degrees of risk, maturity and convenience. Some
may be less risky than others with the apparent degree of risk being offset by

-
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