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INTRODUCTION

e jary and a vital section in the economje
The banking system is an imponant.ﬁr‘lan;xal u:gmmpeﬂ:gworld, B s tntuseronens.
Aot QLMo Ho_we;'e;, w;tuhlcll: ;'u;:t?ons as those connected with draft, pay order and
xwlfe: :ﬁmwzcgﬁn:z\;?:gua;soum not bearing interest, money e?(change 3"_ those functions
areeqwestem banking system that is based on retuns payment or caplta! borrowing. The secon.d
way is the non interest Islamic banking or variable }‘emms system Whlc}! bascd.on jthe Islamic
legal concept of partmership and profit and loss sharing. Therefo'r]e, Islamic banknzg 1s a system
of banking that operates with Islamic law, also known as Shari’ah. The u’nderlymg pnnc1p!es
goveming Islamic banks are based on mutual risk, and profit/loss sharing between parties

(investors and the bank), assurance of faimess for all and that transactions are based on an
underlying business activity or assets

The Central Bank of Ni
ﬁnanf:ial inst'itutions (OFI) under the purview of Centra] bank of Nigeria (CBN) which transacts
bank}n.g business, engages in trading, investment and commercial activities as well as the
i)rlt)vp§|on of ﬁnaqclal' products and services in accordance with Shari’ah principles and rules of
siamic commercial jurisprudence” “Islamic bank operates in accordance with the principles,
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rules and regulations of Shari ‘ah,

In other words, the ethic of Islamic banking is nothing rather
than the principles of Shari’ah tha

t guides the banking transactions.
Islamic banking system makes economic simple, reduce costs of tran
facilitate diversification for inves

activities and risk associated with
deals with (halal),
Notwithstanding the
(interest). This pape
Banking and the text
for the full impleme
people in Nigeria a
uses doctrinal meth

sactions and
tors and managing a number of risks arising from the investor
the banking operation, which contributed to the interest. It onl

legally permissible activities and avoids (haram) unlawful activities.
laid down principles under the Shariah as regards to prohibition of Riba
r therefore examines the concept of Islamic Banking. operation of Islamic
ual authorities on the prohibition of Ribainterest with a view of projecting
ntation of Shari’ah in order to safe guard the social-economic life of the

nd the whole world in general. The paper adopts qualitative approach and
od to carry out the research.

Concept of Islamic Banking

The idea that Islam is not onl

y a religion but also a unique way of life distinct from all other
religion and ideologies, natur.

ally extends its tentacles to the economic life of Muslims. It was
this idea that no doubt led to an important dimension of the Islamic resurgence in many Islamic
world especially today in the area of Islamic banking and investment. Notwithstanding the
importance of Islamic banking yet it has no universal and more comprehensive definition.
However, Siddiq defines it as the business of financial intermediary mobilizing savings from the

public on the basis of partnership and profit and advancing capital to the entrepreneurs on thg
same basis.* To Igbal, Islamic financial system (through a macrocosm of Islamic banking) is
founded on the absolute prohibition of the

payment or receipt of any predetermined, guaranteed
rate of return.’ Thus, describing Islamic banking simply as “Interest free” cannot withstand the
test of academic as it cannot picture or imagine good and proper what this concept stand for.®
This is because Islam provides for better alternative in place of Riba as it will be discussed in the
later paragraph. However, the prohibition of interest continue to remain the necklace of the
system supported by other principles of Islam as it will be discussed later. Islamic Banking
therefore a financial intermediary established without the allowable degree by the pristine
principle of Shari’ah.

Operation of Islamic Banking System

In an Islamic banking System any transaction that Islamic banking may participate must be free
from (haram) prohi

bitions. Leaving (haram) impermissible and looking for (halal) is act of
Uibadat (worship) therefore banking activities is related to our daily life and anything happen to
Islamic banking system directly or indirectly will affects the Ummah of Islamic

*Kassim, S. H.,Abd. Majid, M.S.and Mohd Yusof, R. (2009). Impact of monetary policy shocks on the conventional
and Islamic banks in a dual banking system. Evidence from Malaysia. Journal of

4 Siddiq M.N. (1983) Issues in Islamic Banking. The Islamic Foundation. p.24

g Igbal, Z. (1998) “Islamic Financial System” in Finance and Development. p.56

® Alanarthu, SX. “The Place of Islamic Banking in the Development of Nigeria Economy.” ( A paper presented at

the 16" National annual conference on the study of religions and education ( NASRED) held at Lagos State College
of primary Education, Nofonja, Epe, 21* -25 October, 2003.).
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One other major difference between the Islamic and conventional banks lies in the zero

tolerance of Islamic mode of banking for gambling related activities and excessive uncertainty in
trade otherwise known as “gharar”.

Textual Evidence on the Tribulations of Riba (Usury)

It has been the princi

bt e ples of Shari'ah that whatever is halal permitted is due to its prevailing

e prohibited is due to its prevailing harm. Meanwhile, the negative
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consequences and the social vices of riba are given by the holy Qura’n and the Prophetic
Hadith.''Literally, Riba means excess, but in the terminology of I’;lix‘mu. law, it means an
addition, however slight, over and above the principal of a loan ordebt.'“The modemn debate on
the prohibition of Riba started in the year 1890s.

When the Cairo branch of Barclays Bank was opened with a view 10 processing the financial
transactions for the construction of Suez Canal, being the first commercial bank undcrs\qod to be
established in the Muslim world, Barclays bank faced a lot of critiques from the majority of (he
Muslim scholars in respect to the operations of the bank and the clear prohibition of interest in
the holy Quran and the Sunnah of the Holy Prophet (peace be upon him)

In Islam, prohibition of riba was done in peace-meal in which the holy Quran used its
evolutionary method or style in achieving the final revolutionary result. It was done as follows:

In the period of Makkah, Allah The Most Exalted says in Surah Ar-Roum:

And that which you give in riba (to others), in order that it may increase (your wealth
by expecting to get a better one in return) from other people’s property, has no
increase with Allah."”

What this verse did was only to condemn the practice of the people of Mecca in embarking on
transactions involving riba. Then after the Holy Prophet (S.A.W) and the companions have
migrated from Mecca to Medina, interest was explicitly prohibited in Swrah Al-Imran. The
Quran says in a prohibitive language:

"0 you who believe! Eat not riba (usury) doubled and multiplied, but fear Allah that
you may be successful i

The above two verses were followed by a series of verses in Surah al Bagara reiterating the
prohibition, condemning the practice and even mentioning the repercussion of the act of taking,
giving or witnessing any transaction involving riba. The verses are as follows:

Those who devour usury will not stand except as stand one whom the-Evil one
by his touch hath driven to madness. That is because they say: "Trade is like
usury," but Allah hath permitted trade and forbidden usury.

Those who after receiving direction from their
Lord, desist, shall be pardoned for the past; their case is for(Allah to judge);

but those who repeat the offence are companions of the fire: They will abide
therein Uorever).' 3

YAliyu et al.(2014) ‘Ills of Riba; Jurisprudential and Contemporary Evidences’ Proceeding of 1* International
Institute of Islamic Banking and Finance, Bayero University Kano

12 See The Role of Regulators in the Development of Islamic Finance Industry: The Nigerian Case. P. 3. A paper
presented by Dr. Bashir Aliyu (Adviser to the Governor of the Central Bank of Nigeria on Non-interest Banking), at
the first Public Lecture organized by the Intemational Institute of Islamic Banking and Finance, Bayero University,
Kano on Thursday, the 7" day of January, 2013,

" See Quran 30:39.

" Quran 3:130.
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The Holy Prophet

Issues relating to prohibition of interest in loan and other financial transactions involving money
or money worth have been extensively discussed not only in Islam but in the teaching of other
religions. According to Muhammad Ayub, “the majority of ancient philosophers and Greek and

Roman thinkers forbade interest in their days. The Old and the New Testaments similarly
prohibited it."”’

u . mmenta
The hadith was reported b i i
y Muslim, A i
et nd according to a greater hadith scholar and co! tor of Bulugh al-
Imam Baihagi, 1344 A H Kitab al-

Buyu', & .
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Based on the above Quranic authorities and the traditions of the Holy Prophet (peace be
upon him), Islamic jurists have classified riba into either Riban-Nasi'ah (delay usury) ot Ribal-
Fadl (excess usury).”

b

a. Increasing the Debt in the Insolvent Person. This is the main origin of the concept of Riba
during the jahiliyya period (the period of ignorance). It applies where a creditor and a dchtor
entered into a loan transaction on an agreement that payment would be made on a specific
date and in the event of default, another agreement will be reached to the effect lhalnlhc
debtor will be liable in payment of an interest over and above the principal amount.”” It
should be noted that the interest to be made here is for the additional time given to the debtor
as a result of his default.

b. Here, the presence of Riba is in respect of selling goods of the same type but inexcess with the
date of delivery delayed, be it for both or one of the items and this is the reason for the
revelation of Quran. Where Allah Exalted be says: "..And if someone is in hardship, then
[let there be] postponement until [a time of] ease..". "According to Dr Al-Fawzan, ibid:

The verse signifies thal if the time of payment is due and the debtor is unable to fulfill his
debt, it is impermissible for the creditor to increase debt: rather the creditor should give the
debtor-a grace period. On the other hand, if the debtor is wealthy, he is to pay his due debt.
Hence, no increase on the debt (by-way of interest/ usury) should be made -whether the
debtor is insolvent or not.

It could be seen that the verse is conveying a categorical prohibition of riban-nasiah in the sense
that a creditor is not allowed to make any increment simply because the debtor becomes
insolvent, hence, unable to settle the debt. The creditor is required to exercise patience pending
when the debtor will become solvent. There is also a legal requirement mandating the debtor to
settle the liability as when due provided he is financially buoyant

(Riba al-mfsi 'a), even citing a Prophetic tradition to that effect: "There is no riba except with
deferment. ¢

While responding to the above proposition; jurists," have argued that Islam as a complete
religion does not and cannot accommodate any kind of interest (riba) because of its deteriorating
nature to the economic system and the entire human life.

Part of their argument is that the interest charged by conventional banks today is more killing to
the economy than the one charged by the people of the jahiliyya period because the later practice
only hinged on the insolvency of the debtor unlike the former. In addition to the position of
Shari’ah on the prohibition of Riba, certain Intemational Instruments on the provisions and
protection of the so-called modern human rights are not silent on the issue. "Usury and any other
form of exploitation of man by man shall be prohibited by law."*

z; Al-khazin, 1995, 1, p.301 and as rightly quoted by Muhammada Ayub, supra, note 1.
Supra, note 1 atp. 53.

30 3 .
A-l Fawzan, S., A Summary of Islamic Jurisprudence (Vol. 2)(Riyadh: Al-Maiman Publishing House, 11613
;\.H),P. 3940

‘: The Arabic word "nasi'ah" simply connotes "delay". lbid, at 39 .
- Ibid
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