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transaction that makes something
"Halal" (allowed) or "Haram" (prohibited)
and not the result itself. Apparently,
Islamic banks may look similar to
conventional banks; however the
contracts and product structures used by
Islamic banks are quite different from
that of the conventional bank. In the
verse 2:275 of the Holy Quran, Allah the
Almighty has responded to the apparent
similarity between trade and interest by
resolutely informing that he has
permitted trade and prohibited Riba
(though they may look similar to
someone).

Use of interest rate as benchmark: Is it
Halal?

Answer: People also argue that using
interest rate as benchmark makes the
transaction similar to conventional bank.
The Islamic Banks should have their own
benchmark system for determination of
profit. But the Islamic banking industry is
new and in developing stage ,therefore it
is using the current benchmarks available
in the market. This does not render the
transactions Haram. It can be will
explainedinthe following example:

For example Mr. A and Mr. B are two
neighbors. Mr. A sells liquor which is
totally prohibited in Islam whereas Mr. B,
being a practicing Muslim dislikes the
business of Mr. A and starts the business
of soft drinks. Mr. B wants his business to
earn as much profit as Mr. A earns
through trading in liquor. Therefore he

decides that he will charge the same rate
of profit from his customers as Mr. A
charges.

Are not Islamic banks just paying
interest and dressing it as profit on trade
and investments?

Answer: No, Islamic banks accept the
deposits either on profit and loss sharing
basis or on Qard basis. These deposits are
deployed in financing, trading or
investment activities by using the Shariah
compliant modes of finance. The profit so
earned by the bank is passed on to the
depositors according to the pre-agreed
ratio which, therefore, cannot be termed
asinterest.

Is Islamic banking meant only for
Muslims?

Answer: The teachings of Islam are
not confined to Muslims; rather these
equally address the non-Muslims due to
their universal nature. The basis of
Islamic banks is laid down on ethical
values and socially responsible system.
The values like justice, mutual help, fee
consent and honesty on the part of the
parties to a contract, avoiding fraud,
misrepresentation and misstatement of
facts and negation of injustice or
exploitation from the basic principles of
Islamic banking. Therefore, the principles
of Islamic banking lead the economic
system to achieve the common good and
economic prosperity. On this premise,
Islamic banking becomes a viable option
foreveryoneirrespective of their religion.
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Frequently Asked

Questions on

Islamic Banking

Prepared By: M. Masoom

As the Islamic Banking is a new
phenomenon in the market, therefore,
since the inception of Islamic banking
there are some questions and
misunderstandings amongst the people
regarding the nature and activities of
Islamic banking. In following you will find
some common questions asked regarding
Islamic banking and answers to them.
This will help to leave the fog to some
extent.

Can banking ever be really Islamic?

Answer: People ask this question very

frequently because of the reason that the
end result of most of the transaction is
quite similar to conventional banking.
Just Apparent similarity does not render
anything to be Haram or Halal. Details are
Important. For Example: If a person is
feeling hungry, he may steal a piece of
bread and eat or alternatively buy a piece
of bread to eat. The apparent end result
would be same but one is permissible in
Shariah and the other is not allowed. The
same is also true for Islamic and
conventional banking. Therefore, it can
be concluded that it is the underlying




