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This booklet is the first cultural product of a special public awareness programme on Islamic finance 

organized by Abu Dhabi Commercial Bank (ADCB) for the benefit of its highly valued clients. ADCB is 

proud to take the lead in this cultural campaign, the first of its kind in the Emirates, with the objective 

to enlighten the public on the ethical and practical appeal of Islamic banking and investment services. 

Believing that public awareness is necessary for the breaking of new grounds in the provision of Islamic 

finance, the ADCB is already committed to the gradual but steady introduction of authentic Islamic 

banking products. We believe that public awareness on the principles of Islamic finance leads to better 

customer relationships, and hence augurs for brighter and wider horizons vis-à-vis the growth of Islamic 

finance. 

As the title implies, the Master Key to Islamic Banking and Finance – 1 is intended to set the scene for 

its readers to appreciate the potential capacity of Islamic finance in terms of accommodating modern 

banking needs. At this stage, basic questions are addressed about Islamic finance, why it is needed, 

and how it fundamentally differs from conventional banking. This is done in terms of five basic questions 

which are carefully chosen to address the most common queries which tend to be publicly raised about 

the case for Islamic banking. This preliminary background will, then, be supplemented by the Master 

Key to Islamic Banking and Finance – 2 which is intended to lay down the basic foundation of Islamic 

modes of financing. 

Having set the scene and laid the basic foundation of Islamic finance, the programme will proceed to 

more practical questions of how banking needs can be provided in the Islamic way. It is the objective 

of for thcoming booklets, to be produced later this year, to handle more technical issues in relation to 

retail, corporate, and investment banking. The programme is addressed to a wide spectrum of potential 

audience who wish to understand the relevance of Islamic finance to the ever rising challenges of the 

modern world. Retail banking clients, corporate executive managers, institutional investors, professional 

bankers, government officials, and academic students may all benefit from ADCB’s planned series. 

Introduction

This booklet is the first cultural product of a special public awareness 

programme on Islamic finance organized by Abu Dhabi Commercial Bank (ADCB) 

for the benefit of its highly valued clients. ADCB is proud to take the lead in 

this cultural campaign, the first of its kind in the Emirates, with the objective 

to enlighten the public on the ethical and practical appeal of Islamic banking 

and investment services. Believing that public awareness is necessary for the 

breaking of new grounds in the provision of Islamic finance, ADCB is already 

committed to the gradual but steady introduction of authentic Islamic banking 

products. We believe that public awareness on the principles of Islamic finance 

leads to better customer relationships, and hence sets the foundation for 

brighter and wider horizons vis-à-vis the growth of Islamic finance. 

As the title implies, the Master Key to Islamic Banking and Finance – 1 is 

intended to set the scene for its readers to appreciate the potential capacity 

of Islamic finance in terms of accommodating modern banking needs. At this 

stage, basic questions are addressed about Islamic finance, why it is needed, 

and how it fundamentally differs from conventional banking. This is done in 

terms of five basic questions which are carefully chosen to address the most 

common queries which tend to be publicly raised about the case for Islamic 

banking. This preliminary background will, then, be supplemented by the 

Master Key to Islamic Banking and Finance – 2 which is intended to lay down 

the basic foundation of Islamic modes of financing. 
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(1) Why Islamic banking and finance?

It is the mechanism of lending and borrowing at the interest-rate which triggered Muslims’ search for 

an alternative financial order. Islamic finance owes its driving force to a solid consensus amongst 

contemporary Shari’ah scholars that the charging of interest on borrowed money is a breach of the 

Quranic prohibition of usury (riba). It is well known that similar prohibition existed in the earlier scriptures 

of Judaism and Christianity. 

In the Quran, it is stated that “God has permitted trade and prohibited usury” (Quran 2:275). The 

prohibition of usury is stated in the strongest terms whereby Muslims are warned of “war from God 

and His Messenger” if they fail to abide by this order (Quran 2:279). The tradition (Sunnah) of the 

Prophet (peace be upon him) came to reassert this Quranic prohibition and to elaborate on various 

manifestations of usury.

Money lending at a (fixed) price was practiced in many ancient civilizations though under severe ethical 

criticisms by philosophers and religious leaders. The famous Greek Philosopher, Aristotle, developed the 

argument that ‘money is sterile’ and therefore it should not command a return for its own sake. In other 

words, money can only function as a medium of exchange, to facilitate trade in goods and services.

 

It is noteworthy that the contemporary Western banking system emerged from a historical battle against 

the Christian Church on the issue of usury. It eventually benefited from a groundbreaking verdict by the 

Protestant Bishop, John Calvin, who argued that money lending for productive activities was permissible 

since it differed from the biblical usury. Yet, when related to the Quran and the Prophet’s Sunnah, this 

verdict was not shared by the majority of Muslim scholars. It explains why Muslims have conscientiously 

shouldered the responsibility of reviving the human ethics of interest-free financing. It is the mechanism of lending and borrowing at the interest-rate which 

triggered Muslims’ search for an alternative financial order. Islamic finance 

owes its driving force to a solid consensus amongst contemporary Shari’ah 

scholars that the charging of interest on borrowed money is a breach of the 

Quranic prohibition of usury (riba). It is well known that similar prohibition 

existed in the earlier scriptures of Judaism and Christianity. 
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Having set the scene and laid the basic foundation of Islamic finance, the 

programme will proceed to more practical questions of how banking needs can 

be provided in an Islamic way. It is the objective of forthcoming booklets, to be 

produced later this year, to handle more technical issues in relation to retail, 

corporate, and investment banking. The programme is addressed to a wide 

spectrum of potential audience who wish to understand the relevance of Islamic 

finance to the ever rising challenges of the modern world. Retail banking clients, 

corporate executive managers, institutional investors, professional bankers, 

government officials, and academic students may all benefit from ADCB’s 

planned series. 



In the Quran, it is stated that “God has permitted trade and prohibited usury” 

(Quran 2:275). The prohibition of usury is stated in the strongest terms 

whereby Muslims are warned of “war from God and His Messenger” if they 

fail to abide by this order (Quran 2:279). The tradition (Sunnah) of the Prophet 

(peace be upon him) came to reassert this Quranic prohibition and to elaborate 

on various manifestations of usury.

Money lending at a (fixed) price was practiced in many ancient civilizations 

though under severe ethical criticisms by philosophers and religious leaders. 

The famous Greek Philosopher, Aristotle, developed the argument that ‘money 

is sterile’ and therefore it should not command a return for its own sake. In 

other words, money can only function as a medium of exchange, to facilitate 

trade in goods and services.

It is noteworthy that the contemporary Western banking system emerged 

from a historical battle against the Christian Church on the issue of usury. It 

eventually benefited from a groundbreaking verdict by the Protestant Bishop, 

John Calvin, who argued that money lending for productive activities was 

permissible since it differed from the biblical usury. Yet, when related to the 

Quran and the Prophet’s Sunnah, this verdict was not shared by the majority of 

Muslim scholars. It explains why Muslims have conscientiously shouldered the 

responsibility of reviving the human ethics of interest-free financing.



It is often claimed that the banned ‘usury’ was an exploitative relationship 

between a rich lender and a desperate poor borrower. The conclusion is, 

hence, drawn that the banning of usury is totally irrelevant to modern banking 

as it deals with competent, rich and productive borrowers. This is the essence 

of Calvin’s approval of the interest rate as a means to finance productive 

enterprises, as noted above. However, there is compelling evidence that the 

old usury was similarly practiced by competent traders and economically 

powerful parties.

 

First, it is well documented in the works of Arab scholars and Quranic 

interpretations that pre-Islamic trade was customarily financed through fixed 

rate borrowings as it is the case in modern banking. Pre-Islamic usury underlay 

financial dealings between economically powerful tribes, as exemplified by the 

story of Bani Makhzoum lending to Bani Thaqif in the interpretation of verse 

(Quran 2:278). The Prophet’s own uncle, ‘Abbas ibn Abd Al Muttalib, used to 

finance other trade parties through usury loans. Nonetheless, claims of 

pre-Islamic usury were categorically written off by the Prophet in his famous 

Farewell Speech (Khutbat al-Wadaa’). 
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Second, lenders in the earlier times had the same motive in taking necessary 

precautions to secure principal and interest (e.g. taking of sound pledges, 

collaterals etc), as it is done by their modern counterparts. Money lenders 

would normally keep an eye on the state of other people’s wealth in the way 

of targeting sound borrowers. This point is unambiguously notable in the verse 

“Whatever usury you offer to grow in people’s wealth will not grow with God ...” 

(Quran 30:39). Hence, it is not plausible to argue that old time’s usury differs 

significantly from the modern practice of usury. 

Third, the interest-rate mechanism is doubly exploitative. On one hand, it 

creates an idle class of money lenders who prosper from the sweat and toil 

of others, thereby, concentrating wealth into a small non-productive class. On 

the other hand, poorer social classes with hardly any collateral to qualify for 

bank borrowing would fail to finance their productive activities, hence become 

increasingly impoverished. Unless ‘money’ maintains its primary function as a 

medium of exchange rather than a market-priced commodity, social justice will 

remain an unattainable challenge. 



The contention that banking is impossible without the interest rate seemed to 

have prevailed until the early decades of the last century, but no longer after 

the phenomenal success of interest-free Islamic banking over the last three 

decades. To understand how banks can operate without the interest-rate, we 

should first appreciate the pivotal role which banks perform in the financing of 

productive activities. 

Without banks, it is difficult to mobilise the requisite amount of savings for 

the financing of productive activities in any national economy. In pursuit of 

the necessary finance, it is quite likely that producers would have to travel 

far and wide, approaching scattered and unrelated suppliers of savings to 

eventually gather the required overall sum from various sources. This tedious 

quest could involve high costs in terms of time and money. Worse still, due to 

the unavoidable problem of trust and moral hazard from the point of view of 

lenders, there would be no guarantee of success at the end of the search!

Banking without 
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Regarding the proposition of channelling savings within the economy towards 

their most productive uses, banks play an important role by solving two major 

problems: the problem of costly search on the part of the borrowers, and the 

problem of trust building between the lenders and the borrowers.

The role of banking is most crucially dependent on this element of trust; 

suppliers of savings would usually be willing to rely only on a trustworthy 

institution that confidently stands as a bridge between them and the ultimate 

users of the funds. The trustworthiness of banks arises from the knowledge 

that they are accountable to central regulatory authorities which pay particular 

attention to the protection of depositors’ money.

Therefore, the question about the interest rate is completely independent from 

the need to recognise the powerful intermediary role of banks in directing 

savings towards their most productive uses. The use of the interest rate or 

any alternative mechanism merely points to the need to have an appropriate 

incentive system to attract savings, on one hand, and to offer financial services 

to fund users, on the other hand.

Bank
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“The story of Islamic banking is all about establishing the benefits of bank 

intermediation without recourse to the interest-rate mechanism”. 

Drawing upon the Quranic verse “God has permitted trade and forbidden 

usury”, Islamic banks replaced the interest-rate mechanism with a profit-based 

commercial system. Profit is a rightful return from the Shari’ah perspective as 

far as it is a reward of legitimate trade. Accordingly, Islamic bankers, Shari’ah 

scholars and economists have worked together to develop various modes of 

profit-geared financing by reference to the received jurisprudence on trade and 

financial contracts.

A detailed demonstration of Islamic financing modes is beyond the scope of 

this booklet as they are the subject matter of the Master Key – 2. Nevertheless, 

it is important at this stage to acknowledge conventional banking practice that 

is dominant today as also being relevant to Islamic banks. Namely, it is the 

current accounts convention which promises no return to depositors except for 

the cheque-book facility. Being interest-free, current account deposits posed 

no problem in terms of Shari’ah compliance as these accounts have been fully 

accommodated by Islamic banking. 

Bank
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The story of the Prophet’s sincere companion, Zubair ibn al-‘Awam, is often 

cited as a good example of a legitimate financial intermediary. Zubeir was 

trusted by a large number of friends who used to deposit considerable amounts 

of money with him. However, he was not authorised to utilise those deposits 

in trade because they were only meant for safe-keeping. Then, to benefit from 

those deposits, Zubeir agreed with his depositors that he would accept their 

money on a ‘loan’ basis rather than a safe-keeping basis. However, this is 

typical of interest-free current accounts in conventional banking which is also 

practised by Islamic banks. 

This question encapsulates much of the current concerns about the 

acceptability of the profit rate used by Islamic banks as an alternative to the 

interest rate. What makes Islamic banking a particularly unique experience in 

the history of Muslim societies is the making of profit from the position of a 

financial intermediary function. It is this unique property which explains why 

the legitimacy of Islamic banking has often been linked to a keen Shari’ah 

supervisory role. 

Islamic banks and the profit-rate: 
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Traditionally, the profit-rate has always been perceived as the subject matter of 

trade in goods and services while, conventionally, the financial intermediary role 

has been linked with the interest-rate. We have already seen that the financial 

intermediary role need not necessarily be based upon the interest rate. Hence, to 

complete the picture for Islamic banking, it is important to note that performing 

the actual physical activity of trade in goods and services is not a necessary 

condition for claiming a profit-rate on the banks’ financing of trade.

It is true that Islamic banks are not traders in the traditional sense, but there 

is nothing in the received jurisprudence to restrict the legitimacy of profit to 

the customary practice of trade in goods and services. Like conventional 

banks, Islamic banks must be devoted to the financial intermediary function 

of directing savings towards most productive uses - though in an interest-

free Shari’ah-compliant way – and be kept at arms length from traditional 

trades. Otherwise, engagement of banks in the practice of traditional trade in 

goods and services is known to have serious negative consequences for the 

economy, such as monopoly of production, harmful commodity speculation 

and endangering of depositors’ money, etc. In this regard, Islamic banking is 

not an exception.  

Admittedly, Islamic financing modes currently practised (e.g. mudaraba, 

musharaka, murabaha, ijara, etc) have originated in the jurisprudence 

of traditional trade in goods and services. Yet, the novelty of the Islamic 

banking experience lies in the structuring of bank financing modes from such 

trade-oriented modes, thanks to the insightful effort of the contemporary 

Shari’ah scholars and Islamic banking experience lies in the structuring of bank 



financing modes from such trade-oriented modes, thanks to the insightful effort 

of the contemporary Shari’ah scholars and Islamic banking practitioners. 

Take mudaraba as an example of a simple profit-sharing contract between 

capital provider (rabb al-mal) and working manager (the mudarib) subject 

to certain terms and conditions. To utilise this contract in banking without 

engaging in traditional trade, a simple technique is employed. This is the two-

tier mudaraba whereby the bank accepts deposits from clients in its capacity 

as mudarib and supplies the same to users of funds in its capacity as rabb 

al-mal. This is precisely the concept of ‘al-mudarib yudarib’ (‘mudarib acting as 

rabb al maal’) in the received jurisprudence.

The sale contract, in particular, has proved to provide an immensely rich 

potential for the structuring Islamic financing modes. Again, the basic idea is 

to establish the intermediary financial function of Islamic banks by acquiring 

goods or services to the order of clients with the deliberate intention to dispose 

of them in a timely fashion, profitably. Technical details about the alternative 

Islamic Bank
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modes of financing are discussed in Master Key – 2 but the basic operational 

principle of all Islamic modes relates to the Quranic verse “God has permitted 

trade and prohibited usury”.

It is noteworthy that deferment of price in sale contracts is often associated 

with a price increment. Those who mistake Islamic banks’ profit rates for 

conventional returns seem to unaware of the permissibility of ascribing 

time-value in deferred sales. Shari’ah scholars see no problem in the charging 

of higher prices in deferred sales provided that such prices are set once-and-

for-all in legitimate sale contracts. However, any further hike in the original 

price due to failure of settling the price in time is strictly forbidden since it is 

identically the pre-Islamic usury of ‘settle or pay an excess’ ( taqdi um turbi)

The mission of Islamic banking goes beyond the technicality of replacing 

the interest rate by a profit-rate. Yet, such technical challenges were truly 

formidable some decades ago, and initially it had to rank at the top of the 

Islamic banking agenda. It is totally understandable that the first lesson to 

be learned from the Islamic banking experience ought to have been the basic 

idea that banking is possible without the interest rate. This needed effort and 

time to be established. 

Mission of Islamic banking: is it all 
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Nonetheless, the ultimate challenge of Islamic banking is to assume a leading 

role in the promotion of equitable socio-economic development in Muslim 

societies as well as set a general example for all others. It goes without 

saying that the replacement of the interest-rate by profit and loss sharing 

(PLS) modes is not a purely technical matter. Economists have established 

the result that the PLS modes are most conducive to the dual achievement of 

economic growth and socio-economic equity. Islamic economics is all about 

the pursuit of policies which do not sacrifice equity for the sake of economic 

growth. 

Bearing in mind the infancy of the Islamic banking experience and the 

innumerable legal and unprecedented regulatory repercussions it has invoked 

worldwide over slightly more than three decades, the present achievements 

are remarkable by all standards. There are already many promising indicators 

of steady progress towards a leading socio-economic role of Islamic banks in 

the Muslim world, as well as worldwide. All that is needed in this process are 

supportive regulatory measures and institutional backing to enable the Islamic 

banking industry to contribute meaningfully towards achieving fundamental 

development objectives within the Muslim world.




