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ABSTRACT

This research examines the aims, objectives and achievements of the Islamic
Development Bank (IDB) which was established for promoting the Islamic principles
of brotherhood, solidarity and social justice among its Member Countries. The study
involves inductive, deductive and descriptive methods in collecting and analyzing the
data. The researcher employs library research to find selected documentations such as
books, journals, theses and dissertations, articles, magazines, annual reports and the
possible official documents and materials in the Bank. The stated objective of the IDB
which is “to foster economic development and social progress of Member Countries
and Muslim communities in non-Member Countries individually as well as jointly in
accordance with the principles of Shari‘ah”, is critically examined via the various
activities and programs that have been carried out since its inception in 1975. The
study analyzes the financing practices of the Bank that follow the guidelines of
Shari“ah and magasid based principles. The three dimensions of magasid principles in
the activities of Islamic banking and finance are evaluated namely, (i) Continuity of
the Circulation of the Wealth, (ii) Continuity of the Investment of Wealth, and (iii)
Achieving Comprehensive Communal Prosperity. The result shows that the Bank’s
objectives and development plans are in line with the principle of magasid, but in
reality the principles which are central to achieving social justice and public interests
are still far from being realized. Thus, the study advices the Bank to reorganize the
policies and orientation of the programs according to the outlook of the Islamic
Human Development. Besides prioritizing the physical projects and development
programs of economy, there should be space for the good governance and moral
development through holistic educational programs and human capital venture.
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11 INTRODUCTION

The issue of economic and social progress remains as one of the major subjects of
economic and human development discourse in the Muslim world. It is clear that the
Organization of the Islamic Cooperation (OIC) was aware of the potential for
economic growth in the Member Countries. As Islam aims in promoting the principle
of social justice, brotherhood and unity within the Islamic economic framework, OIC
has initiated remarkable contributions in this respect. It can be seen from the creation
of Financial and Economic Development in the OIC General Secretariat in 1972 to act
as “the nucleus of a specialized agency in the financial and economic fields of interest
in member state”.!

In addition to the principle of unity and solidarity in the Islamic economic
system, OIC established The Islamic Development Bank (IDB) as an international
financial institution in pursuance of the Declaration of Intent issued by the Conference
of Finance Ministers of Muslim Countries held in Jeddah in Dhiil Qa‘dah 1393H,
corresponding to December 1973.% In the Third Summit Conference held in 1981 the
OIC declared that:

“We consider that the innate qualities of the Muslim ummah
point the way to unity and solidarity, to progress and
achievement, to prosperity and power. It possesses the Book of

God and the Sunnah of the Holy Prophet (peace be upon him).
In them can be found a complete way of life leading us,

L«QOIC Resolution: 8/3,” <http://www.oic-oci.org> viewed on 10 October 2012.

*The IDB practices lunar Hijrah year for their financial year and annual reports. The Islamic calendar is
a lunar calendar consisting of 12 months in a year of 354 and 355 days instead of the Gregorian year
which consists of 365 and 366 days. The researcher will employ both Hijrah and Gregorian year in this
writing afterwards.
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guiding us along the path of goodness, righteousness, and
salvation...It (Quran and Sunnah) enables us to break the
shackles of subservience and mobilize in us the spiritual
strength to utilize to the fullest extent our inherent
capabilities”.3

In pursuance to the Declaration of Intent by OIC, the establishment of IDB is
to complement the noble objective of Islamic economic and social justice as is
ordained in the Quran and Sunnah. Therefore, the objective of IDB was designed
based on the Islamic principles of brotherhood and solidarity, and promoting social
justice among the Member Countries. The stated objective of IDB is identified as:

“To foster economic development and social progress of
Member Countries and Muslim communities in non-Member
Countries individually as well as jointly in accordance with the
principles of Shari‘ah”.*

Based on the formatted objective of IDB, the Bank has to play major roles and
responsibilities in developing the economic growth as well as human development in
the Member Countries and all Muslim communities in non-Member Countries in
accordance to Shari‘ah.” The objective of the Bank implies to the comprehensive
concept of justice through equal distribution of wealth and economic prosperity for
Muslims all over the world. One should also keep in mind that the IDB is seen as the
social institution that provides financing services and implements a Skari‘ah based
system in its activities of Islamic banking and finance.

The creation of ethical Islamic banking and finance, in the form of Islamic

social banking, as part of civil society should be the next stage of financial

*The Mecca declaration of the third Islamic summit conference, <http://wwwi/oic
oci.org/English/conf/is/3/3"-is-sum.htm> viewed on 10 October 2012.

‘*About 1DB, <http://www.isdb.org.> viewed on 10 October 2012.

*Member Countries (MCs) refer to the members of the Organization of the Islamic Cooperation (OIC).
In the context of Islamic Development Bank (IDB), the basic condition for membership is that the
prospective member country should be a member of OIC, pay its contribution to the capital of the Bank
and be willing to accept such terms and conditions as may be decided upon by the IDB Board of
Governors. The researcher will use the word Member Countries as Muslim world afterwards.
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development in the economy of Muslim world.® Besides providing funds through
Shari®ah modes of financing, the Bank should explore the mechanism of using
unilateral-based contract’ such as hibah (gift) and waqf fund for comprehensive
economic and human development in the Muslim world. It will create a strong
motivational system to induce the individual to render his best in his own interest as
well as in the interest of society. Consequently, it encourages the growth of socio-
economic development and promotes social justice as it is ordained in the Magasid
principle. Ibn Khaldin emphasized the role of investment by saying,
“And now that wealth does not grow when hoarded and

amassed in safe. It rather grows and expands when it is spent

for the well-being of the people, for giving them their rights,

and for removing their hardship”.®

From the above quote mentioned by Ibn Khaldin, the role of financial
institutions is to grow and expand the wealth for the sake of the well-being of the
people and giving them rights and justice for their lives and consequently, reducing
poverty, hunger, malnutrition and degeneration of the society.

Considering the concept of social banking as an institution to promote
economic development and social progress of the people, this research attempts to
study on the Islamic Development Bank (IDB) as a case study, with a special
reference to the magasid-based principle of the Bank as well as the economic

development indications in the Muslim world.

®A social bank is a bank concerned with the social and environmental impacts of its investments and
loans. An Islamic banking is grounded by Magasid al-Shari‘ah principles that stimulate social justice
and comprehensive development of the societies. It must be against the interest-based system that
upholds capitalism principles.

" Unilateral contract is one-sided or one party makes a promise in exchange for an act by another party.
It emphasizes on one party making an express promise, or undertaking a performance without first
securing a reciprocal agreement from the other party, for example to give a donation and gift.

8Umer Chapra, Muslim Civilization: The Causes of Decline and the Need for Reform, (UK: The Islamic
Foundation, 2008), 24.



12  STATEMENT OF THE PROBLEM
IDB has been established with the objective of being a catalyst of economic and social
progress of Member Countries. Despite the noble intention and awareness of the Bank
towards economic and human development over the past 40 years, the achievement
does not seem to have made any significant breakthrough. One of the issues was the
issues of food production. Chapra (1992) stressed on the very framework of economic
development to actualize Magasid al-Shari®ah by fulfilling the basic needs of the
people. It includes overcoming the issues of living, poverty as well as hunger. In a
resolution on the subject the OIC agriculture ministers noted in 1994 that,

“In many Islamic countries the food security situation has not

only been precarious but has been showing a deteriorating

trend in the recent past”.’

The resolution then stressed “the need to resort all necessary efforts with a
view of ensuring food security in all OIC Member Countries at the earliest”. The
overall food situation in Muslim countries has deteriorated further since 2004.

According to World Bank, one billion people lived in poverty all over the
world in 2002. Out of this, 400 million or 40 percent of this population live in OIC
countries which are below the absolute poverty line.!® In fact, the incidence®® of
poverty in 56 OIC Member Countries is amounted to twice the average for the
developing world. The Makkah Declaration was therefore quite timely in calling for
action to meet the critical challenge facing the ummah.’> In this context, and

according to the recent World Bank classification by their level of indebtedness, 22

Resolution % MFSAD (Minister on Food Security and Agricultural Development),
<http://wwwi/oic-oci.org> viewed on 10 October 2012.

%PovcalNet, “World Bank Database.”

“Most of the researchers employ the word “incidence” to indicate the Head Count Ratio or the
percentages of total population living in poverty, whereas the word “magnitude” is to indicate the
numbers of population living in poverty. See Nabil (2000, 2001), Musa (2010), and Zeinelabdin (1996).
12 <http://www.ishrathusain.iba.edu.pk>. viewed on 15 October 2012.
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