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within the economy.

Other possible measures include total
factor productivity, factors of production such
as technological change, human capital
termed the Schumpeterian approach, other
measures of growth ranges from real per
capita GDP; the rate of physical In essence,
one of the activities of financial institutions
involves intermediating between the surplus
and the deficit sector of the economy. The
availability of credit function positively
allows the fruition of this role and is also
important for the growth of the economy.

The existence of a relationship between
finance and growth seems incontestable as
many researchers have worked on the issue
and positively confirmed it. What is debatable
is the direction of causality between finance
and growth.

Economic growth; the link between them is
not linear and if the dynamic specification and
slope heterogeneity across countries are taken
into account, the effect is negative.

Indicators of Credit and Economic Growth

This article focus on the role of private
sector credit to drive economic growth.
Several studies have adopted various
measures of financial development In
essence, one of the activities of financial
institutions involves intermediating between
the surplus and the deficit sector of the
economy. The availability of credit function
positively allows the fruition of this role and is

also important for the growth of the economy.

A previous submission in this article is
that there is little information available about
the activities of the financial industry and how
they affect the economy where they operate.
In essence, the factors that drive credit growth
are largely not researched hence the
contribution of the well acclaimed private
sector credit to the growth of the economy
may not be easily measured. This study has fill
this gap by analyzing the contribution of
private sector credit to the growth of the
economy and also determine the factors that
are economically significant for credit
growth.

Credit is not the only factor promoting
growth within the economy there are many
factors that support the existence of a long run
relationship between finance and economic
growth. What seems unsettled is the issue of
causality between the two variables.
However, the efficiency of the system rather
than the volume of financial activities is
deemed vital to facilitate development. It
therefore becomes very important that funds
are allocated to their most productive uses.

In short the credit of a bank plays very
important role in growth of an economy as the
bank issues credits to SME small medium
enterprises, corporate businesses , production
industries and businesses further hire the new
staff and expand business thus, the production
is higher and it helps in growing the GDP and
economy.
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Bank Credit & Economic Growth
By: Naveed Hadawal

1.0 Introduction

The importance of financial institutions in
generating growth within the economy has
been widely discussed in this article. Early
economists such as Schumpeter in 1911
identified banks' role in facilitating
technological innovation through their
intermediary role. He believed that efficient
allocation of savings through identification
and funding of entrepreneurs with the best
chances of successfully implementing
innovative products and production processes
are tools to achieve this objective. Several
scholars thereafter (McKinnon 1973, Shaw
1973, Fry 1988, King & Levine 1993) have
supported the above postulation about the

significance of banks to the growth of the
economy. In assessing the relationship, a large
number of recent empirical studies have relied
on measures of size or structure to provide
evidence of a link between financial system
development and economic growth. They
used macro or sector level data such as the size
of financial intermediation or of external
finance relative to GDP and found that
financial development has a significant
positive impact on economic growth.

Economic growth is defined as a positive
change in the national income or the level of
production of goods and services by a country
over a certain period of time. This is often
measured in terms of the level of production
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Commodity: property, production
material , fixture and equipment and other
intangible assets which are permissible
from Islamic point of view are allowed
for Murabaha contract. However, wages
and debt cannot be financed applying the
said contract.

« Assets for Murabaha purpose
should be in existence,valid and
enforceable for sale. Under
construction assets are not eligible
for Murabaha contract.

» Assets should be completely and
legally owned by Islamic Financial
Institutions prior to sale contract
with client and the transfer of
ownership  from IFI to the
customer will take place upon the
execution of Murabaha contract.

» The liability for the asset's loss or
damage shall be borne by the
Islamic Financial Institutions till
the asset is in the [FI's possession.

Murabaha Car Financing

Murabah car financing is a scheme based
on Islamic Murabaha principles which
allows the customer to own their desired
vehicle and repay the Murabaha cost (price
of the vehicle + bank's profit) on
installment basis.

In line with its strategy of developing new
and unique products to meet customers
need, the Islamic Banking Window of
Ghazanfar bank is would be offering
Shariah compliance auto financing via
Murabaha contract.

The new Murabaha auto financing, aims to
provide flexible and convenience tenure
payment while considering Shariah
standard and contribute to the well being
ofthe economic condition of Afghanistan.

Steps Involved in Murabaha Car
Financing

1" step: Client and the bank will sign
Master Murabaha Finance Agreement
(MMFA). In this agreement, the bank
promises to sale and the client promises to
buy the car by installment mode of
payment.

2" Step: the bank will appoint the client to
buy the car on behave of the bank. Here
Agency Agreement will be signed.

3" Step: the client purchases the car and
transferred it to the bank. At the time of
purchase a representative from the bank
will be present.

4" Step: the customer takes the possession
ofthe car on behalfofthe Bank.

5" Step a: via a declaration, the client offer
to the bank to purchase the car from the
bank.

Sb: bank accepts the offer and sale
concluded. Customer makes the payment
as per repayment schedule.

The above mentioned conditions are
necessary to affect a valid Murabaha.
There is no need for agency agreement
when the bank purchases the commodity
directly from the supplier.
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Murabaha
Mode of Finance

Murabaha is one of the most popular figh
schemes in Islamic banking and were
commonly undertaken by prophet (s.a.w)
and his companions. Murabaha comes
from the word “ribh”, which means
increase. Technically Murabaha is the
mark up disclosed to the buyer. Hence,
Murabaha contract is a form of trust sale
aims to finance the acquisition of assets on
short or long term basis. In brief,
Murabaha is a sale and purchase contract
by disclosing the buying price of the
transaction object and the profit margin
mutually agreed by partners.

The legitimacy of Murabaha contract has
been mentioned in the Quran, sunnah and
Figh. Further since this contract is a sale
contract hence the entire essential pillars
of a valid sale from Islamic point of view
should be observed.

Features of Murabaha contract

Price: Murabaha sale price is the

acquisition cost with added profit margin.
The cost can only include the direct cost
which refers to the cost incurred to enable
the acquisition of the commodity and
delivery to the customer. Further, the
determination of profit margin is based on
agreed percentage of original cost and
once being fixed cannot be changed by any
price valuation and currency fluctuation.

Modes of payment: the payment may be
made either by installment ( Al-Bai
Nagdan wal Murabaha Taqgsith ) or lump
sum payment at end of contract ( Al-Bai
Naqgdan wal Murabaha Muajjal ).

Disclosure of purchase price
(trusteeship):

the original cost of the commodity and the

profit amount which the bank will charge
should be disclosed to the customer.
Failure to observe this condition make
Murabaha contract void.

ﬂ
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