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JCONOMIC INJUSTICE; pxpy

ATIONAL EC oy
INTEISiMlc FINANCE OPTION ON DEBT REL TE ETHE
' DEVELOPING NATIONS,
ABDUL-LATEEF ADEKUNLE OWOA DR+
&
[BRAHIM SHUAIB**

ABSTRACT

eloping countries are increasingly coming under both domeg;, an
Debtor-{lexe oping e to get out of their debt-traps. The rich, developed-credi;o,.
interna.tzonal pressu‘ d no efforts to assist the debtor-developing COUntries j,
coun’ries have-spaf’lfe vicious-circle of debt and poverty. Aids packaged g5 debt.
brefz kmgfree'ﬁ o’m luling and debt forgiveness are some of the amelioryg,
relief, debi-reschec ] N failed to bring any observable relief to the Dpoor
panacea; but theﬁs'e ﬁletfmer than bring ;c/ieﬁ, the actual number of people iy
developlf’lg ?Oll:]q[’,l‘els' ing countries has actually increased. Thus, doubts have
poverty‘m‘ Zzsé;a' eilne ngejia about the actizal quantum of debt, and probin
zieeZtii:iZISr'e being asked about their Ie g.«'f{';ﬁ' ..:"ir/’;/l!Sf{ﬁC(Iff.O.Il- T /1? dell’e{l(;ping
countries like Nigeria as we have it are icr .o less in their C.Onflml'a., illegal
and unjustified entanglement in deb:-+ ak e'conomzc pollcz‘es ('md
political fragility have combines 1o st nomic growfh. Corruption,
tribalism and devastations have ravaged ;. " their meager resources.
In Nigeria, to be specific and during ihe . cie neriods, there have bgen
calls for a change of attitudinal, political, monicicry andlor economic policies.
Within and without the shores of the country, are

e there any alternative to the
commercial banking interest payments? Perhaps there is no better time than
now, fo

r poor developing nations fo consider Islamic Banking System where
both

the lender and the borrower qre pariners. The lending person (country)
extending the loan is gving the borroywey parto

xten f his property for instance, which
Is referred to gy “salaf” meaning “advapce "

the lendey and the borrower-. Such intey.
compound inteyegs The intereg; Paymen
years as long g the .

compounded over the

accumulated compound interest in
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eds the original loan in many folds. Islamic economic sj:;;f;,?

‘{frifﬂﬂ “"run exce . .

e Jon " Jiminate suc:h exploitation. This paper is intended to highlight the

p r”'efce 1 he ! orna t.10.71a1 economic system in relation to debt relief packages

ustice bserved religiously, it 1S hoped that the hook can be removed and
letonomic slavery of the rich, developed-creditor

, 1 h' l ‘!’1‘: 'a
“/”cle ﬁ éedﬂ’om theﬁn !
er recommends that developmg countries d@Sigﬂ lheir own

¢op .
P niries: This pap ; that 61 .
¢ in the grOth of their economic poticies, thereby freeing themselves from
rted pconomic policies imposed on them.
0
5 Unlawful, Profit Riba, Developing Countries, Debt, Islamic

Keyword

EcOIlOmy

1.0.0 Introduction
A renewed interest h

renewed interest has
presidency of the G8 and the EU in 2008 and secondly,

as occurred in the issue of debt relief in recent times. This

been largely aided by two factors firstly, a change in the
the Tsunami disaster.”

tish Chancellor began early enlisting support or debt relief? In
he called for a Marshall plan for the world poor.
to a doubling of aid and the visitation of

The Bri
Decembef, 2004 in Washington,

This envisages rich countries agreeing
2 major debt forgiveness programme/crusade.
The second factor that has led to a re-examination o

recent Tsunami disaster.

f the debt issue has been the

¢ the Indian Ocean on December

“The giant tidal wave that his coastal regions o1

26, 2004 killed at least 286,000 peopls wiit © used havoc to the fragile social

economic and ecological systems of .5 With every affected country
4o to rebuild infrastructure, a

facing pressure for higher publi

moratorium on debt payments could no Lave come at a better time.

* Lecturer, Department of [slamic Law, University of Ilorin, Ilorin, Nigeria. . .
Arabic and Islamic Legal Studics, Ilorin,

* ~
* Lecturer, School of Law, Kwara State College of

Kwara State.
Debt Crisis Prevention international Monetary Fund (IMF)

mr&’W\W‘un'0"91",‘3521’ffd/'ffd-folIow-ug/intc:r-agc:ncy-task-force.html o
iC\VOfI'CII‘llOﬂS.OrU

T he Philosophy of Zakat- Part I, Retrieved from ht s://www.Tev relic .
[he Review of Religious, (May 2005), (Vol. 100), Issue 5 [slamic Publications p- =
121

Retrieved from
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ffgm'é a;z}ilel:é“ t\.:] o basic factors are linked; the disaster highl;
naeed,

ISSy. 2
Inerability of these countries and their inability to respon
vulne

Cregg;
: “Creagi,
to such dlsasters ‘

The solution to poverty in developing nation_s goes beyond debt.

¢ - duction/alleviation strategies. Th1§ 18 ev1de1.1t from "
Is)l(l)ow that despite continuous poverty-reduction strategies embarkeq o gy
the last decades of the twentietl.l century world-over, the éct}lal nU@ber -
living in poverty has actually increase by almost 100 million. This

. OCCurreq i
the same time that the total world income increased by 2.5% annuallys

relief and of o
Statistjeg Whi

It is only through the establishment of an international economic bageq u

(= . .
principles of absolute justice and fairness that the misery of developing
impoverishment can be alleviated.

Pon the
Natiopg’

2.0.0 Origin of Debt in the Developing World

Geographically, the world is divided into five continents but for the internatiopg|
economic system they are essentially divided into two:

The poor, developing debtor countries and the rich. developed creditors’
countries.

The poor, under-developed or developing counfric. - - what was once referred
to as the “third world”, at the height of the ideolog . “valry between the East
and the West in the 1960°s. The concept of third we:id was coined by Alfred
Sarry. To Sarry, third world states comprised “the cointries of Africa, Asia,
Latin America and the Middle East who were ex-colonial territorjes™®.

Kwame Nkrumap defin
colonial territories” 5
Afro-Asian block of

e.d the “third wor|g” as “the colonia] territories and ex-
while to Hans Maxageuthay “third world* consists of “the

: 16 3

g natlor}s . Bergsten classified, the “third world” as “the
ass of the developmg States and the “have-noteg 7

: Stightz, E.J. (2003) Globalizq
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Africa” ané * nah defined the “third world” as “the colonial territories and ex-
e 05”8 while to Hans Maxageuthau “third world” consists of
colont? . block of naticns™. Bergsten classified, the “third world” as

develoning States and the “have-notes”.!

e other hand the ‘first world’ comprises the USA, and USSR, and the
scond world comprises the States of Western Europe, Japan, Canada, Australia
’ third world or undeveloped countries are now re-christened

and China. The .
tries. The countries are noted for certain characteristics

jeveloping  COUEIES:
associated with them i.e. poverty, low level of economic, political and social

Jevelopment; and high dependency as well as debt. Being ex-colonial States, the
siwation has led to un-equal development between the rich western countries
Jnd the developing countries in the economic and financial relations.

The twentieth century saw many nations achieving political independence from
e oppression: of imperialism. Ghana blazed the trail in 1957 and Nigeria
followed in October 1960. The wind of change swelled and swept through
Africa. However, this independence did not necessarily result in economic

freedom.

a result of series of factors, these newly independent States have become

economically dependent upon rich Western Countries for “loans”. These

countries incur interest-bearing loans et only for developmental projects, but

also for day-to-day expenses as well as io pay interest accrued on their previous
loans, thus keeping them locked in a vicious civcle of indebtedness.!!

As

wirpely attributable to three main
loving countries could not develop

The origin of developing nation’s dehis i

causes. First, as a result of colonialisim £ove
independent economic policies. They were tied to the capitalist world economy

* Clapham , C. (1985) Third World Politics: An Introduction, London Rontledge Croom

Helm Ltd p. 73

’ Clapham , C. (1985) Third World Politics: An Introduction, London Rontledge Croom

Ifgelm Ltd
Hjla‘;f‘zm , C. (1985) Third World Politics: An Introduction, London Rontledge Croom
m Lt
mic well-being of these

1l

pozhe d?pendency on foreign loans has not only disrupted the econo

aoair nanogs ,b“t has adversely affected their self-determination and fo
gamnst their interests to submit to the demands of the creditors.

123

rced them, sometimes

CamScanner


https://digital-camscanner.onelink.me/P3GL/g26ffx3k

<
African and Diaspora Discourse AD-D

VO[llme l, 20/9 \
depended on what wag btaj - ISsN. N\
d their development dep Obtained ; : 2y
an

. . n the WO[‘] 05-42(
dominated and dictated by their former colonig] Masterg. d °°°nom;"
i developing countries economies have been tailored g p,

Matnz-lials mono-culture, and importing manufactyreq g
erials, .
Lna eloping countries economy had been one of unbridleq
. umerism. This type of relation leads to poverty in developi
cons '

fies their economy to a global system of production and distrib
ies

P rodUCing v
Oodg, - dwy

and s, the
ng COuntrieg ang

ution.

In the event therefore, any fluctuation in the dominant economjeg of't

n ’ ) . res of

ountries triggers fluctuation in developing countries. This situati

c -

dependency on the developed economies for loans, grants ang
12

(especially manufactured goods).

he Westem
techn()l()gy

Secondly is the worldwide events in 1970s and 80s — particularly, the oj] Price
shocks, high interests rates and recessions in industrial countries and weak
commodity prices — were major contributors to the build up of debr.

Endogenous factors have also played a large role with weak economic policies

and poor governance in many developing counirizs. These range from natura]

disasters, resources depleted by past invaders, o' tical instability, tribalism,

civil wars, corruption, to credit ratings by capit:/ -! pencies, poor exchange
imanagement, or an administration that is open i, | aucracy at its best and
bribery at its worst.

“As a result, developing country debt rose from

3500 billion in 1980 to
approximately $2 trillion in 2000713

Thirdly, the unfaj free trade laws in operation, which work to protect Western
Industry at the €xpense of developing nations,
countries’ debt — thi ;

also increase developing
! act of illegality an injustic
countries,

€ against the growing poor

? The importance of (e - .
kind of m’:):(:;z(l’; ::f\/ciL:}:]?()l()g-}}l S Inthe fact tha j¢ i knowledge and the owner has some
being paid b the deyel " plfr(‘ H5er or donee, This accounts for the high monopoly price
3 IMF. (Se Y cveloping countries to ownerg of technology in the developed world
» (September 2000) The Logic Debt Relicf, M F orking Papers '
124 '
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Di his can be seen with reference to European Union [(gg) z 7lo)5j‘(’1268
ubsidies

| industries. Below is a chart of “Countries with the Bj
Iggest

A9 ‘;" icultur
its ? 1
g; ;t‘re ymert purden” with debt as percentage of GNP, 20184
W ’QQ,U,ET,RX——-— PERCENTAGE
l/,/ Barbados 123..622%
[ Mozamblqte 112.91%
4// __S"_@ffl__._——f 167.548%
/5/"' Venezuela 159.023%
/f
i 2 Vit 10 Mozambique in January, 2005, Gordon Brow (British Chancellor)
gas struck by the extent to which protectionism was shutting the country’s sugar

«oducers out 0 world’s markets.

s have pointed out that the total support for agriculture within

OECD countries was $318 billion, roughly five times more than all the aid the
gives them. It was estimated that in shutting out EU markets alone, such

ng nations $20 billion a year. !’

British officia

world
subsidies cost developi

ly, the United States has raised its farms subsidies, contributing to

enriching a few large corporate farmers in the US at the expense of the poorest
of the poor internationally. For instance, subsidies to 25,000 American cotton

farmers exceed the value of what they produce and so depress cotton prides.
Consequently, it 1 estimated that the mificus of cotton farmers in Africa lose

more than $350 million each year.'*
However, causes of the indebtedness - majority of the third world have far

deeper roots that are embedded in the sireole of the global capitalist financial
system based upon interest. This is highiighted in the following quote from the
t Nigeria faces;

then President Obasanjo of Nigeria, commenting on the deb

Similar

4
Ventura, Luca (2018) Percentage of Public Debt to GDP Around the World 2018,

Ee\t{,i?"ed from https://www.quag.com
16 St;:}tlour’ Patrick (January, 2005) Mandela bac
ghtz, E.J. (2003) Globalization and its discontents,

125

ks Brown's plan for Africa’ Guardian.

London, p- 254
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opse AD-D ' SN 5, ._

ican and Diaspor? Dlsci):éfi up to 1985 or 1986 was around g5 billi, 35“’26»‘ 3
/flf:lcl that we had borf,u. n yet we are still being told that we Owe about W
' . 16 billio 0 ;
pave paid about $billi0n came about because of the injustice n °rei2»'
illion. That $28 tes. If you ask me what the worst thing in the worlg i IW?R

PP PR te]‘est rates.

editor’s 1 , g 17

y it is compound interest
say

lvsis of the harmful effects of interest is unphortam’ i -
Although, an and ySf discussion of this article. Sufﬁze bto say tt. at because ot
¢0 : [ debt continues , .
beyond (he S¢79 ever-increasing payments t0t3$13 on deb rep, O i
interest, despltel developing world now spends Paymep, fo
ly, the

»18
Y ives In grants.
evel $1, it rece1ves 11 glant
b

: is that the cost of servicing de?ts. has rea.ched UnSustaingh,
What is crucial here 15 T n as well as the prognosis is alar.ml'ng 0 say the Jeag
levels. The present Sltu.atiows of international economics, is It any wonder thy
Faced with t.hese unf;ur naunable o lift themselves out of destitution? |
these countries h.a;u;raeiel ity apart, developing countries he'ive to grapple with gy

| P()l’mrc 2:12:: Z(f)zlcaonoﬁic under-development and regression.

‘ majo

: ' 'ers vested
tion is manifest in many shapes and public (or private) po‘v»e SV Stt: lfl
ion i .
Cofr:fp in order to achieve private goals. The dangers of corruption are at thej;
an office

ak when political and public offices become accepted as an avenue of personal
pe
wealth and power.

]
|
| ]

The upright, uncorrupted, and man of integrity is treated wih -+ and derision,
and socially ostracized, because, he failed to “make i,

ounc s self” when he
was appointed or elevated to a lucrative position, !

7 Quoted in Jub
'* Shah, Anup w
" At one level ¢
of Ha”iburtons),

' awork to be done (the case
hoice areas, lodging funds in forejgn

accounts, At ded between Nigeri 1

economy, for instance, by idi

avenue of contracts, conee

ilee 2000 neyws update

» August, 2000
ww.globalissues, or

ssion agreements,
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i ‘"":; f;aspgr’n heir SUPETiOrs, even.petty officials, for instance, the clerks
Taki“ga st their bit of power to increase their income. The messenge;-
; £se8 r,enious creans of extorting money; missing file, misfiled file. files
verts mier he rug, kept out of sight and out of reach until he is “se,en or

un bribe and swindling of government funds, thus greatly

1den .
ment for proper economic development.

ettl® - i
€ ers the enabling environ
un

of resources is another area the developing countries need to
5. Loans, aids, debt reliefs and grants are frittered away, siphoned and
foreign banks or mismanaged. Development projects are not
pandoned. Rather resources are wasted on uncompleted projects
nt projects which have little or no relevance to the mass of the

smanagement

M
addreS .
stacked 1
ora

when Bob Geldof was asked sometimes ago what had changed in the twenty

years since “Live Aids”, he replied, a lot had, Africa had grown poorer by 25%”!

3.0.0 General Solutions proposed to the problem of debt relief of the

Developing World
fien the exacerbating poverty of some developing countries is attributed

d upon them by global financial institutions such as
at prevent them from breaking free
example, Structural Adjustment

Very 0
to the forced policies impose
the International Monetary Fund (IMF) th

from the vicious circle of debt and poverty, for

Programme

(SAP) 1964-89. Developing countries clzine: that there is a lack of choice when

devising economic development growis «i7x pies. However, experience from

other countries show that alternatives @i available. Poland, for instance,
.y those advocated and introduced

employed and adopted alternative strateg

not working in Nigeria? Why are

0 (e : o
One is tempted to ask-why are our petroleum refineries
Nigeria? Why is Nigerian

?iﬁltokuta and.oth.er steel rolling mills not working also in lan

0 HC(C:(I)\Jmmumcatl(?ns (NITEL) not working? Why is Power Holding anpuny of Nigeria

o gloh )lnot.worklng? In short why is Nigeria economic system not a.djustm.g or rcspondmgz

that is: or {ntcrnatlonal .economic system? One may hazard an optnion "'nusrnanagcm‘cnt .

from chcr(ﬁess OfSpcndmg huge sums of money on which .few.chquc of people benefit

2 Ge‘ld fa the bllllgns of naira spent on petroleum regularization funds. "
eldof, Bob, (April, 2004) Why Africa? Delivercd at the Bar Human Rights Commission

Bi-Annu.
I-Annual Lecture at St. Paul’s Cathedral.
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Afvican and D‘l‘:‘fp"g’cﬁ'lscg;titutions. Instead of following policies recomy.. 208
ina
by Western

.+ oursued those which it felt were needed f_or the deve] Opmeyy .
o II\;[]F» . 2engthening of democratic reform, keeping employmep o N
such as 8 -

Statf/idin benefits for those who were unemploye
providing

hi Ited in Poland becoming the most successful country in Eastery Europe

is resu ’ . |

i at that time. The case of Ghana 15 the same in West Africa.
as :

It is evident that solutions to poverty do e.xist and are pos.sible. What is Certain,
however, is that poverty-reduction strategies can not be tailor made and dlcta.lted
from elsewhere. Solutions need to be home-grown anq should take ipy,
consideration the specific characteristics of the coun.try,.somety an .the neefls of
its people. In essence, these need to be a democratization of the internatiopg)
financial system.

Countries are rejecting and need to continue to reject the notion that a single set
of policies dictated by the West or Western-controlled international institutiong
are right as this is in contradiction to both the principles of economics, which
emphasize the importance of trade-offs. In Western countries there is often

active debate of every aspect of economic policy. This needs to transcend to the
international level as well.

A broad range of economists and officials from o
to be involved in the debate.

There should be an exchange of information and v soints and there should
be an opportunity for new information to be consid.:

2 countries need also

n and ideas that may expend or change current

also enable developing

. countries to assume
responsibility for their well-be

ing themselves, encouraging them to

wards more
, cratic accountability, openness

and transparency.

nly fostering economic growth, but also
alities of wealth produced as a result of
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govemments have provided a high level of social
] dina"‘an .+ the form of high quality education to all and a generous welfare
s turentrast, in Nigeria government p0110.1e.s have tended to pauperize the

[n €0 retrenchment, downsizing etc without corresponding

m- SS
i for exampl 'ma t ts of ' T
peOP]e’ ot generatlon, and prompt payments 0l pensions, gratuities etc.
e

4 DiesPo
o @ countri€s:

eIﬂPIO _ -
ments have a role in making economics function efficiently, as

ment, in 3 candid approach is not about enriching a few, nor about being
o buy Western consumer products. “Development is about transforming
abl? .. improving the lives of the poor, enabling everyone to have a chance at
sorfel access to healthcare and education.””

This is the true meaning of development sustainable, equitable and democratic
orowth. This is even inherent in religions i.e the concept of equity, since religious
:eeks to establish a politic-economic, system based on morality and absolute
nstance, at the center of the Islamic economics system we read that,

th the premises that “all that is in the heavens and earth has been
hty.”?3 Who in turn has entrusted man with

nsibility is to discharge this trust

justice. For1
it commences wi
created by and belongs to God Almig

these earthly provisions. Hence, man’s respo

honestly and equitably.

[n the conventional economic sphere, there are four (4) fundamental rights
granted to man the right to be fed, the right to be adequately clothed, the right to
clean supply of water and the right to i o0 This is first charter of “rights”
according to Tahir Ahmad.””

Yet despite the progress of civilizatic:
material progress, the basic principles !
still not met even today.

- great leaps in scientific and
~omic justice set out years back are

So what happens when the basic needs of some are not met? Humanity at large

must be, and feel responsible and answerable to human problems. It is said;

—_—

2 Stight;
3 T;}%?rt[A::J (2003) Globalization and its discontents, London, p.252
Finciple ;nad, H. M. (1996), Absolute Justice, kindness and kinship: The Three Creative
S, Islam International Publications Ltd., p. 117
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African an r natural or man-made disasters strike any Commupjy, . 275 ) /

113 5 .

Wheneve blem and all socjefjec .
human problem and al] . ICS anq
a (common)
treated as

Slatey of
h Fepine P24

ust help alleviate the sufferings.

m

"lu,.“/;m'
thc i
m"v?
s is the level of consciousness and sensitivity expecieq i, FeSpongg
IS IS 5 Of Tahir he caid o
Thff ings to one another. In the words of Tahir, he said, “this shou| be,
C”n o U \’) NQ ¢ » ¢ o HI"\"
su 1 . degree whel‘Cb)’ n‘]elnbcrs Of SO(«l(u[y as a Wh(),L dre (,()nc(:rnc( ) |
to Sucl . . Y . » 39 ] ”?') 1 “j“w
bout what they owe to society than what society owes them»2s i,
0 i
a k contrast to the current rationality of the International financiy “Y\m,‘
ar . Y o Sl
;:/ Ithy countries devise macro-economic policies {o assure the
ea

cnntinucd
strengthening of their economies at the expense of weaker nations,

They had used global financial institutions like the .Wor]d Bank and th'c 'l My,
further their nationalistic agendas unjustifiabl y and il l.cgal ly. Whether i i giviy
out loans, grants or aid to the developing nations, setti
and financial co-operation between nation-states, ricl

that further the interests of themselves at the e

{r
-]

ng up and Promoting trad,
1 countries pursye Policigg
Xpense of poorer natiopg 26

On the political front, developing countries <,
democratic culture or socialization am
emulate is badly practiced as a]| Impor
election, tolerance and peaceful cp
imprudently violated,

The positive of politi
N government and
€ncourages “do-or-

SR
L)

i cultivate angd Nurture
‘en the democracy they
“acy like free and fyj;

ong the peo,
tant rules ¢
ange of oo,

\
S

are brazenly ang

cians seemg to be —ope

power, and forever and power. This
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die approach tq elections and condycs of 1
acefu] change elusive, apg

S 1IN govern:m. “and power, always

n governmen;

air ¢lections, and
SO undermipes political economic
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> Tahir Ahmad, H. M,
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move away from consumer mentality (after

. countries have t0
), for sooner or later induces a culture of

n

mately inferiority complex.

ses been faced by the developing nations and other economic

crl
a second thought. T '
ial experts and capital market gurus alike;

: ,and criticizing the unfortunate and dilapidated developing nation’s
. «ituation despite the various debt relief packages in the one hand; and
econoﬁ.llc Slhe ways-out and means of preventing future re-occurrence on the
dtBut only a few observers have alluded their minds to the rudiments
at-l 4 as to probe both the remote and immediate causative agents.

here have been a lot heated and spirited debates
a
w0 A observers, financ

mning

ble fact is that the developing nation’s economy and financial
largely based on the conventional finance system which deals

Riba (interest), thereby constituting a major rival of the
f finance globally is the [slamic Financial System, which
i mic Economic System. Whereas, while the former is
based largely on interest, the latter is devoid of interest. This is inherent in the
golden principle of Islamic Finance that INTEREST IS DISCOURAGED

WHILE PROFIT IS ENCOURAGED.”

one discermt

Jealings arc
ultimately in
conventional system O

4.0.0 Shariah Solution

41.0 The Understanding Of Interi=’ & o The Shariah
Interest is money charged for borrowis o 4y OF paid to somebody who invests
money. This definition seems to have ©2: cspoused even within the circle of

economic experts.

Thus, interest is defined as “the cost of using someone else’s money or viewed
ror Yo : - . . .
from lender’s point of view, as the price charged for allowing someone else to

——

" The Glori s ) . ‘

mmplekg““? Qur’an is replete with authoritics expressly prohibiting Riba. Sce for

(2003) A}inzr = 20 "5'39. 2vs 257, 3 vs 130. 4 vs 61 inter alia; see also Aljazairiy, A.J.A.
aj al Muslim (New Revised Edition, Dar al Fikr, Lebanon, , pg 286)
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use your excesses charged on loan and/or excesses pajq for i gy Simy, ;2{;», ,
deﬁﬂefi Taving or running any risk in the business i, Which the

withou

Mveg, Moy

le have misconceived the ifiea beh.ind this
Some Pfaopt ndards, when they hold that interest is to Convention,) 5y
econon'llcts athe IS]g’lmic Financial System. Whereas the Cmergin, g Why
Prof-it. 1Sha(1/e shown that both are two entirely different concepts; ther, \ inomic
;e;::zie:r line demarcation between interest and profit, S

pﬁHCiple

Commenting on the provision of the Qur’an 2 verse 257, where
thus, . ... for they say: see thou trade (for profiy)
Allah permits trade, while He prohibits interest”

that interest is part of profit, Allah would not hav
dealings of the Ummah’ 2

Auah deClareS
is like interest, Whey.

eus
; Al-Himsiy sajq: If it Were
e prohibited it iy, Sinancig

l of financial

16V represents the
dispositiog g to exploit

= Hornby,A.S.

(1 995) O or
Iess, Great Clarendon Stree

" Dictio),, e
 Oxfong.. s o ‘clionary, (5 Edition), University
9 : . \
“ Al Himg; M i
Ys M.H. Tafy, wa BayanAl.Q,,,- an (D
Adekanye, gy  eLRashid, Bojr bg 47)
, F. ements ; ,
Islami, Bankmg by + Tengt}slo/ znkmg 1 Nio, (for detaj) d
NNk the oIy, =CL A Yog tati
Mversity of llorin, llorin g ) Ceturer, CPartmeyy of |g m?ilc tll_on, e Material o
, e aw, Fuculty of
Law,
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DiscO"C " that without interest, there can be no ;r?ét;é?
e

aspo’ !
d D"Lpi(alls
£S5

et ic realities h i

e - ging economic ré s have totally disputed this position

wwe"’er’ @lity ot d etermined by interest. An alternative have been found iI;

HO"” iabi System. Analysts and finance experts alike have attested to

o view among finance experts conversant with both the

he s - commo _
nal finance that interest oriented financing is the

It1® ¢ and conventio

[his' . nc
ic Flﬂa .
el e current global economic Woes.

postulated that « . . . except the government explores
|d’s economy may not achieve its developmental goals
Islarfl .2l Warning 0 the sanctions that flow from interest-based financing

time- i o
of he recent turmoil in the stock mortgage section in the United

-amibuted t ; . eK T
1o the potential pitfalls of credit practices in the conventional system.

onzat Kahf

ic financings the wor

gested confidently that now is the timely opportunity to consider

«which prohibits lending of money for interest and propagates

sir and just practices in financial dealings.”*? Also acknowledging the Islamic

finance and exploring its virtues and values, Mr Miller Neil said: “the IMF has

ated Islamic Finance as one of the world’s fastest growing sectors with a yearly

qowth rate of between 15 —20%.”% He however added that “Islamic Finance is
ible investors.”™

arected as socially respons!

500 RATIONALE BEHIND THE I5LAL
STANDARDS

One of the five protective intentions of sk

(Hifz-al-Mal), and one of the pragmatic

this is the prohibition of interest, the thru:

of the weak, the poor as well as nve:

dispositions of the capitalists.

He merefor ¢ Sug
fdamic Finance:

' is protection of property/wealth
~ros taken by shariah to achieve
“hich is to ensure the protection
< sainst the prejudicial financial

orld’s economy with

provides the W
It also provides

TT‘S measure has been justified in that it
r 1 . . .
eliable alternative to the global capitalists’ economic order.

———

3

- E:Z gzzl;j!an, Monday, January 19, 2009 at pg 24

" Miller s thl:n’,M""day, January 19, 2009 at pg 24

* Miller is th global head of F!nancc Department, Morton
e global head of Finance Department, Morton
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riah is justifiable on the following grc > the
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al servic
rest under the sha

African an .
world’s financ!

prohibition of inte
mately to protect people’s property from misappmpriation
It is to ensure the right of the masses to profitable investments de; |

y kind of decet, uncertainty and unnecessary risk. Yoiq

It ensures right of individuals to Jawful acquisition of wealth i
d or enmity etc. Out

rancour, pain, grudge an
To prevent the society from running into topsy-turvy.

v.  Riba involves wrong-doing and its prohibitions are to prevent Wrong
doing in the society.
vi It is also to allow for an
encouraged by the Islamic dictates.”
The Islamic economic system runs on the total absence of interest factor, Y
There is neither historical nor current evidence to suggest that as a result Ofn’
interest, the milieu of inflation or insufficiency wen! amok, and set the pr 0
fmd nee.ds spiralling beyond control. In the contemporary times, we have a -Ceb
@terestmg opportunity to draw comparisons with regard to the influe Very
interest rates (on capital) or its absence on inflation and nsufficiency e

i Itis ulti
ii.
of an

iil.

d open wide the door of benevolence ,
S

The government of China under Mao Tse Tsung's era

\sllt}'l the economy. Some faltered, and some }:I'O(MA‘-“ |
uring the entire reign of Mao Tse Tsune. interes -

part either domestically or imemationa“\j‘ erest was

0 . . .o
Promment increase 1n inflation or
register falls,36 o

many experiments
<ilent results. But

»»»»»

Yet throughout veriod, ther
riod, e was

sort of insuffici
N Ik-lC,‘ _“;
Ui . prices began to

prohibition by t ‘ as anythi
y the Islamic [ gy, 18 other than inflationy
Y and thus the

;Z The Guardian (N.5)
The Guardian (N.5)
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Dm;parm - ated society, OWNErs of capital are always ready to lend
a caring for the ability of the borrower to repay

i t . a
4 .ﬂtercs v estlgatmg or .
e few who seriously consider their repayment

ndcm

, ta .
1his is 10 e Know Of realize that
o tle do § prestigious finance houses and banks is tantamount to borrowing
 an

ol
. qwn fule carnings.”’ Thus, interest encourages the habit of living beyond
(hel
s reSOUICES- It results in over-spending and an increasing inability to repay
e e pr o
ond honour one’s pledges. Such societies give an unrealistic boost to production
an
omeet consumer demand.

irza Tahir:

less means available to buy all that they want are
Ise plastic money [0 fulfil their desires.

Obviously, this means that they buy for more than their earnings.
If this money was to be repaid even without interest on the capital,
it would be tantamount 10 increasing one’s buying capacily at

present at the cost of lowering the same in the future.”®

o ? " githout

0% :l 1oVl side, ther® af
he

on'

il with the opinion of Tahir Ahmad, when he postulated that
, borrowing from the loan-sharks, the likes of

According 10 M

people with
willy-nilly turned to fa

For instance, if a man earns $1,000 per moril: =it 20€8 shopping for expensive
aricles with the help of borrowed money { «. % capital and TO PAY NO
INTEREST on it) say, to the tune of $40,04 ability to repay will be

-mose that he can barely make

determined by his net savings per month. Lei us suppos
the ends meet at $600. This will leave him with 0t savings of $400 per month
with

which he has to pay the loan. He will have to live within that tight budget for the

nal

—_—
N Ahmad
Publicatio HM.T. (1997) Islam s Response to Contemporary Jssues, Islam [nternatio
% ations Ltd, pp 171 — 174
Jssues, 1slam lntcrmltionnl

Ahmad
Publicati(;nfmf'pg ;)357;) Islam’s Response to Contemporary
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ra DiscolSS ADD from his spendi ISSN-'2705 ¢
Afriean & ' repay the loan anising > pending spare of 3, 4213
next 100 what he has therefore, done 1S to borrow money frop, bie f,()%
: t

§ years and 4 months) to spend at the beginning of iy pe:it"re
.. . Od‘

he has gain is to satiate his impatiencc? and fulfi]] pjg des;
| Fage oo ;ext eight years Or SO- But, if HE HAS o PAes
g f(;fo 000, his financial position will be far worse than g o
INTEREST on this $ ’scen’ari o. At an average rate of say, 14% his tota] logy
giscussed in the abOV";l ings would work out to be far greater than the actuyy)
from his O:ndf;(t)urf)\\e/ed This will lower his ability to repay and lengthep, the
money he Na '

: e. Such a person will have tg
:,d of repayment {02 considerable degr © for his impati xsuffér
penodO i e 20 years Or SO as a unishment for his impatience maklng
atiently for SOmt = about 5500 i e. a total of aboul $12,000 to repay the loan
en . .
monty paymd nterest. The loss 1S most certainly of the borrower and not o
with compounl '

- : .able to a nation with all the attendantg
' e scenario is applic
the lender. This sam

negative effects.

n. Mirza Tahir observed; “The lender is part of a ver)
)

Agal ) . . oc after allowance
powerfil system of exploitation which guarantees, after allowance
from inflation and load loss. That the lender ends up with more
. . "")
money in his pocket.”
. : g otinn urill farther waree .
With inflation, the situation of the borrower n question wiit further worsen. His
buying power will continue to decrease. This is what the Ts'2mic financial system
frown at, as is concerned with the welfare of all and not aking alone and

this accounts for the prohibition of Riba (interest).

In particular, interest is usually treated as cost: thereby Jead:
production, the consequence of which is hiel

h'ig.her cost of living. WHEREAS, it is settled
living stimulates fall in standarq of |

higher cost of
1er prices leading, in effect, to
economically that higher cost of
e reality is that the current global
y interest-oriented dealings in the

| . iving,* T}
economic/financial crisis was triggered off b

T ———

* Ahmad, H.M.1 (1997
, TLVLLL, ) Islam’ R
Publications Lid. 188 ms esponse to (_onrenworan' /swes [s] [ n
- N » 1Slam [ntery ational

40 s
Jhingan, M.LL (1997) Ma
s IVLLL, mracro- ic
L po e ro-Economics Theory, (10t Edition) Vipg P
a ublications( ‘
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orms of

:oh the developing-debtor nations have suffer more than oth
an other

1

cou ountries have been affected. For example, only last December.
v nnounced an increase in tarrifs on imported cars sparl,<i :
Russt? s from motorists. The move was meant to support a’local cl:f'
ang 1y thal remporarily shutted factories due to withering demand. Also in
indu:1 o, (he government is slapping imports restrictions on about 500 items
;Tnhdeodecree announcing the measure said they were necessary because ‘the globai
iis has resulted 1n uncertainties and caused unbeneficial impact on the
y of [ndonesia.” Apart from traditional tariffs, other countries are using
trategy. For instance and most obviously was the

| support S
7 billion dollars bail out of the United States auto industry. [t is

further expected that the ‘Buy America’ provisions in the proposed Obama’s
gOvemment stimulus package will favours US industrialists over foreign
China, meanwhile has restored or raise tax rebates over the past six
months on more than 3,700 export items to assist struggling exporters.” The
foregoing highlights the practical measures being taken by various governments
world over to bail their economies out of the global criss.

Many bi

econom
the financia

washington S

imports.

scussion so far in this paper, the current global
d world over today and the debtor developing
f the debts and the compound interest
hibition of Riba under the Islamic

Against the background or our di
economic crisis being experience
countries 1n particular (as 2 result 0
associated therewith) is justifiable with the pro
economic/financial principles/ideo!r.: gios,

It must be confessed point blank ¢ oviright that Riba-based transaction
(economy) which has become pati o0 reel of the global economic order
portends greater danger for the glotni ceoaomy, for it tends to prejudice the
economic interest of the populace. A unless there 1s an attitudinal change by
adapting the Islamic financial standard which is sero-interest financing, it is
doubtful where the measures already taken and being taken by various debtor
developing countries (as proposed by the creditor-developed countries' in form
of relief packages) to mend their economies and salvage their countries from

January 23", 2009, pg 33

i
Vanguard Newspaper, Nigeria, Friday,
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African and D{aﬁOZ’NY positive result. The global cconomy s UnSalyg 17{3426%
crisis,.v\'nll ylebatable without the adoption of zero-intereg; f;
the crisis una ’

Manciy,, mcl}: g
ds of Professor Kahf summarily, are INStructjyg. ., o,
in the wor
And in th

i >, which include sale-bage
d in Islamic finance, -
structur:i uaS:d ljarah, agency-based models like Wakal
Mur‘aba models like Mudarabah and Musharakahsre de
?hsg I:r%ore beneficial for a meaningful economy).”?
a

i | '

£y

m()(]els lkj
a, and Profit oo, ¢

0
velopmengy in “'ltus
Lt rc

6.0.0 .  CONCLUSION

Compound interests arising from loans from developed coy
najor world financial bodies have constituted albatross on the ec
!

developing nations. The developing countries are not entirely blame]
entrapment in the vicious circle of debt-poverty.

ntriCS ang
Onlomy ¢
€SS in thej,

Having just emerged from colonial rules and coupled with intern

al politicy
acrimony, that have fragile political structures, they mismanage thejr TeSOurces
Or engage in unconscionable corruptions.
Added to these negative social features are other
characteristics which reflect and reinforce thejr deper

countries for loans, Some of these characteristic-.
subjected to erratic price fluctuations in

agricultural, or mono-products the prices of which are ¢

IZisrmined by the loan-
giver countries, yet another characteristic g their juck of technological
autonomy,

varieties of structura]
“euce on the rich creditor-
a0 hat their €xports are

the world v i and these are mainly

Developing countries hy

€eonomic policies. The
untesteq policies, import
have to improve Manag

Ve to device |
¥ should bre

ed, dictate and impoge
ement of the efjgeg

home grown
anglehold of

l)cvcloping cou
S8,

N the g
don them,
and politicy cla

alien,
ntries

2 The Guardins ~re
The Guardian, Nigeria, Monday, January 19m 2009, pg 26
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ly, developing countries should direct attention tosgbiz?j-‘l?M
ldenng

G %, 7 ..

".h“‘iv.q Mor® 1give methods o TRiSIEs l(‘)ané. One such untapped source is the Islami
;ekﬁ' Je? ; instimtio <. These institutions give interest-free loans. Their pri -
, ’ . : rim
{,nanf‘ ot for proﬁt _making but the endorsement of social goals o? S0 z?ry

. 3 cio-
and the alleviation of poverty. Islamic financial

o e develoPnet

%, e:stitutiOﬂS as capital P roviders act also as silent partnership or general
rmership

e creed is. the .focus of thes.e institutions and is unlike commercial banks
a  whose main iject 1s prjoﬁt making and so charg_e interests. Islamic financial
» titations view b.ank‘ m-terest as a form of unjust charges be it simple or
. compounded. The institutions being first and foremost founded on faith, they
I rictly adhere t0, and share the fundamental Islamic drive to avoid what God
has forbidden. Thus, they target their financing and economic activities towards
e people and the nation as the Magqasid-al-Shariah (objects of

4 the good of th

§  slamiC Law).

¢ financial institutions endorse the principles of mercy and forgiveness

[slami
financial difficulties.®

| whenclients face
o God’s command. Conventional banks may also forgive
ditionality that may even result in insolvency of the

trophic effects on the debtor and economy at large.

This is in obedience t
" debtbut under stringent con

debtor which can have catas
and provide transparency in their
| and reasonable

positors share

[slamic financial institutions are more open
ieg are invesied in specific lawfu

dealings. The depositors” moni

projects that are made known to fneii 1o institution and de
profits and losses according to agreed- 1 ratios. When the principles, policies
and practice of Islamic financial instituiions are adopted and applied at national
and international levels, developing couninias would be able to save their breath
on loan repayment, for the cooling of t evelopment and poverty alleviation

programmes.

P

heir d

Qurtan 2

N _ .
I the debtor is in difficulty, grant him respite till it is easy for hint 10! epay - -

vs 280
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