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“O you who believe! Eat not up your property among yourselves unjustly
except it be a trade amongst you, by mutual consent. ......." (AI-Nisa’:29)
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........... Whereas Allah has permitted trading and forbidden Riba
(usury)................ " (Al-Bagarah: 275)



ABSTRACT

Mudarabah is one of the techniques which a large number of Islamic banks have
adopted to finance their customers’ business requirements all over the world and it is
an old banking technique approved by Islamic Shari‘ah. Since the very beginning,
Islami Bank Bangladesh Limited (IBBL) has been facing some challenges to make
successful practices of two very important modes, mudarabah and musharakah. To
ensure that mudarababh is free from riba and in line with the Islamic laws, the current
application of mudarabah in IBBL needs careful scrutiny, and all existing deposits
and investments should be examined. This study has investigated these needs from the
Shari‘ah perspectives. It adopts the qualitative research methodology. However, this
study has also utilized the analytical method to critically analyze the principles of
mudarabah as discussed by classical scholars as well as the opinions and views of
contemporary Muslim scholars to determine the preferable views related to
mudarabah issues. Moreover, it has examined muddrabah principles in IBBL to
identify issues and challenges, using the data collected from consultations. This
research has arrived at certain findings. Most important of them are as follows: IBBL
fixes a minimum balance in savings accounts. On the other hand, according to the
classical fighi rules, the Islamic bank should not fix a minimum balance in any
account that is based on mudarabah contract. The depositor has limited power on his
own wealth due to determination of the minimum balance. All mudarabah deposit
accounts are secured and guaranteed in IBBL. It is confirmed that the depositors will
not lose their asset, even in the case of bank’s business crisis and insolvency; which
contradict the ethics of Islamic commercial law. Temporary profit distribution and the
Profit Equalization Reserve (PER) policy are also against the rules mentioned by
classical jurists. Hence, all mudarabah contracts’ operations in IBBL should be
reviewed and tailored under Shari‘ah principles. Moreover, research on Islamic
economics, banking and finance should be expanded by IBBL’s Shari‘ah board and
research center. All experiences, thoughts and research findings of bankers, experts
and researchers should be harmonized and united.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION
Mudarabah is one of the techniques which many Islamic banks have adopted to
finance their customers’ business requirements all over the world and it is an old
banking concept approved by Islamic Shari“ah. It is one way to grow capital or to
have a value added to the capital or asset. People who try to grow their asset use it in
trade or in business. Generally, owners who do not have the capability to manage their
funds need the help of other parties to manage their funds by way of establishing
mutual cooperation. Both parties have a common understanding in an effort to make
profit for both sides. One such type of cooperation in Islam is known as mudarabah.
The establishment of Islami Bank Bangladesh Limited (IBBL) in 1983 was the
first step of the Islamic banking system in Bangladesh and has sustained the vision of
having an Islamic financial system operating side by side with the conventional
interest-based system in the country in achieving the nation’s socio-economic
development goals. Islam encourages savings which is the prerequisite for any
sustainable economic development. The sayings of Prophet Muhammad (PBUH)
suggest that poverty leads to disbelief and, therefore, people are encouraged to save a
portion of their earnings to protect themselves from unexpected financial setback in
near future. Islam emphasizes on the cycling of surplus capital by investing funds in
productive economic activities that will pave the way for employment, development,

and progress. IBBL maintains some mudarabah savings accounts for deposits. Most


http://islam.helium.com/topic/6426-islam-religion

of the customers exercise the system of mudarabah without real understanding of ribd
issues; which is also the subject of analysis of this study.

The early theoretical models of Islamic banking were based on the concept of
profit and loss sharing (PLS) through mudarabah and musharakah modes of finance.
In practice, on the liability side of Islamic banks, interest has been replaced by PLS
while on the asset side the alternative modes of financing being used by these banks
are dominated by fixed-return modes such as murabakah and leasing. Nevertheless,
some criticisms have been expressed by some researchers in their writings. For
instance; a financial system built solely on these modes of financing can hardly claim
superiority over an interest-based system on grounds of equity, efficiency, stability,
and growth. This is the main problem of contemporary Islamic banking, so much so
that it can be characterized as a crisis of identity of the Islamic financial movement.!

Since the very beginning, IBBL has been facing some challenges to make
successful practices of two very important modes, mudarabah and musharakah. To
ensure that mudarabah is free from riba and in line with the Islamic law, the current
application of mudarabah in IBBL needs a careful scrutiny and all existing deposits
and investments should be examined. To provide IBBL a complete shape, there is no
other alternative but to implement, practice, and popularize the muddarabah and
mushdrakah modes.? This research focuses on an analytical discussion of mudarabah
practices of IBBL from Shari‘ah perspectives based on contemporary jurists’

opinions.

! Mahmood Ahmed, Md. Habibur Rahman, & Masuma Begum, Practice of Mudaraba and Musharaka
in Islamic Banking (Journal of Islamic Economics and Finance. Dhaka: IBTRA Press, 2006), p. 59-60.
2 -

Ibid., p. 60.



1.2 STATEMENT OF THE PROBLEM

Since the have emergence of Islamic banking in the 1970s, Muslim scholars have
proposed the application of equity financing using mudarabah and musharakah as the
main modes of transaction. However, reality shows that globally Islamic banks
heavily rely on debt financing mostly on a murabahah contract basis. Nevertheless,
mudarabah 1is still applied in some banks including IBBL for deposit as well as
financing. Mudarabah had been discussed by classical scholars within the prevailing
circumstances of their time. With reference to the application of mudarabah in our
modern time, some muddarabah principles need to be adjusted to suit the current
situation of modern financing. In this regard, there are some Shari‘ah issues which
might occur due to the application of mudarabah within the framework of modern
banking. This research will identify Shari‘ah issues in the application of mudarabah
in IBBL, in its deposit and financing products, and propose solutions to those

problems.

1.3 RESEARCH QUESTIONS
1. What are the Shari‘ah issues related to mudarabah application in
IBBL?
2. What are the policies of IBBL with regard to implementation of
mudarabah modes?
3. What are the problems of implementation and practices of mudarabah
modes in IBBL?

4. What kind of deposit and investment of mudarabah modes does IBBL

apply?



5. To what extend is mudarabah used for deposit and financing products in

IBBL?

1.4 OBJECTIVES OF THE RESEARCH

The following are the main objectives of the research:

1.

To examine the concept of mudarabah according to Islamic commercial
law and Shari‘ah issues related to mudarabah application in IBBL.

To analyze the policies of IBBL with regard to implementation of
mudarabah based products.

To identify the problems of implementation and practices of mudarabah
modes in IBBL.

To assess the practices of mudarabah modes of investments and deposits
in IBBL and their compliance with Shari‘ah principles.

To ascertain the mudarabah based products in IBBL, how it is used for
deposit and financing and to provide some recommendations for their

improvement.

1.5 SCOPE OF THE RESEARCH

This study will focus on analyzing Shari‘ah issues involving the application of

mudarabah mode. In order to provide a clear understanding of the implementation of

Shari‘ah principles, this study will evaluate mudarabah’s current applications and

practices in the Islami Bank Bangladesh Limited (IBBL) as a case study. This research

work will be done in order to provide possible comments and suggestions for the

betterment of mudarabah mode in IBBL.



1.6 JUSTIFICATION OF THE STUDY

Nowadays, the mudarabah mode is practiced and used by Islamic banking and
financial institutions in both Muslim and non-Muslim countries. The researcher of this
thesis has chosen the topic because it has not been dealt with comprehensively in any
previous studies. In addition, the researcher has surveyed the terms and conditions
mentioned in the literatures and reports in this area and found that most of them
discuss the fundamental rules of mudarabah and its contract. This study will analyze
Shari‘ah issues regarding mudarabah’s applications and practices in the Islami Bank
Bangladesh Limited, and such a study was not done in the past. This research will

hopefully add a new perspective to the body of literature on Islamic finance.

1.7 METHODOLOGY OF THE RESEARCH

The researcher primarily uses qualitative method based on library research which
includes the study of books, articles, and journals related to mudarabah in Islamic
banking and finance. The opinions and views of contemporary Muslim scholars are
analyzed critically to determine the preferable views related to mudarabah issues.
This method also includes the collection of information from both primary and
secondary sources. As the research includes the practical dimension of mudarabah in
IBBL, field research is also used to collect data. Thus, the researcher aims to consult
experts of mudarabah and officers who deal with mudarabah contracts as applied in
IBBL. To achieve the objectives of this research, the researcher first analyzes the
principles of mudarabah as discussed by classical as well as contemporary scholars.
Next, the application of mudarabah principles in IBBL is thoroughly examined to

identify issues and challenges, based on the data collected from the consultation.



Finally, the researcher attempts to provide suggestions and recommendations to

overcome those Shari‘ah concerns.

1.8 LITERATURE REVIEW

The system of mudarabah contract is very old; developed in the context of pre-Islamic
Arabian caravan trade.® Since then, Muddarabah contract has been exercised until
today in several ways in the trading field in Muslim as well as non-Muslim countries.
The researcher has made some observations and literature review on the proposed
topic. The books and articles about muddrabah are available in Arabic, English, and
Bengali. Most of the books discuss the fundamental rules of mudarabah and its
contract. The researcher has not found any specific detailed writing discussing the
analytical Shari‘ah issues on mudarabah applications and practices in the Islamic
Bank Bangladesh Limited. However, some of the literatures have been found to be
helpful and informative, they are discussed next.

“Partnership and Profit-sharing in Islamic Law*”

written by Muhammad
Nejatullah Siddiqi is a reference book which discusses the distribution of profit in
mudarabah business between rab al-mal and mudarib according to Islamic law. The
author generally explains the rules and regulations about how rab al-mal and mudarib
should behave with loss and profit of mudarabah contract. But, this is not a practical

study of any Islamic bank. This present research focuses on the applications of

mudarabah particularly in IBBL.

® Abraham L Udovitch, Partnership and Profit in Medieval Islam (Princeton N.J: Princeton University
Press, 1970), p.172.

Muhammad Nejatullah Siddigi, Partnership and Profit-sharing in Islamic Law (London: The Islamic
Foundation, 1985).



“Al-Mudarabah wa Tatbigdtihd al-‘Amaliyyah fil-Masarif al-’Islamiyyah’”

written by Muhammad ‘Abd al-Mun‘im *Abia Zayd is an important book for this
study. This book is a research work on mudarabah and its practical usage in Islamic
banking and finance. The author draws attention to past and present situations of
mudarabah system in Islamic banking and finance. He highlights some problems that
exist in mudarabah contract and suggests some fighi solutions for them. According to
the researcher, the author does not address the practical side of the application of
mudarabah in any particular bank but the present study provides a thorough
discussion on the application of muddarabah in IBBL.

The book “Al-‘Ugud al-Shariyyah fil-Mu‘amalat al-Mdliyyah al-
Masrafiyyah: (al-Murdbahah, al-Muddrabah) Dirdsah Mugdranah’® written by Dr.
Mahmad Muhammad Hasan is also useful reference on this concept. In the second
part of his book, the author has discusses all rules and conditions related to
mudarabah contract and in conclusion he gives a short description on the proposal of
using the mudarabah mode in Islamic banking and finance. But, there is no practical
discussion from the Shari‘ah perspectives on running mudarabah contract in any
Islamic bank but in this study the researcher discusses current practices of mudarabah
contract in IBBL.

“Al-Mudarabah fil Shari‘ah al-’Islamiyyah: Dirdasah Mugqgaranah bayna al-
Madhadhib al-’Arba‘ah’” written by ‘Abdullah bin Hamd bin ‘Uthman ’Al-Khuwaytir;
is an important book on the issue of mudarabah. This is a comparative study from the

viewpoints of four fighi schools (Hanafi, Shafi‘i, Maliki, and Hanbalz) on the rules

° Muhammad ‘Abd al-Mun‘im *Aba Zayd, Al-Muddarabah wa Tatbigatihd al-‘Amaliyyah fil-Masarif
al-"Islamiyyah (Cairo: Al-Ma‘had al-*Alami lil-Fikr al-’Islami, 1996).

Dr. Mahmiad Muhammad Hasan, Al-‘Uqad al-Shar ‘iyyah fil-Mu‘@malat al-Maliyyah al-Masrafiyyah:
(al-Murabahah, al-Muddarabah) Dirasah Mugdaranah (Kuwait: Kuwait University Press, 1997).
" <Abdullah bin Hamd bin ‘Uthman ’Al-Khuwaytir, Al-Mudarabah fil-Shariah al-’Islamiyyah:
Dirasah Muqdranah bayna al-Madhahib al-’Arba ‘ah (Riyadh: Dar al-Masir, 1999).



and conditions of mudarabah contract and business in Islamic law. The author focuses
on much evidence for all rules and conditions based on his own evaluation of the
mudarabah system. However, this book does not discuss nor evaluate practices of
mudarabah modes in any Islamic bank. The present research provides an exhaustive
delineation of mudarabah modes especially in IBBL.

8 written by Imran

“Islamic Law of Business Organization: Partnerships”
Ahsan Khan Nyazee is another valuable book on partnership as well as mudarabah.
The author discusses all sources, rules and regulations of business partnership in
Islamic banking and finance from the fighi and contemporary fugaha’s perspectives.
In Chapter 17 of his discussion on mudarabah he has demonstrated complete
mudarabah investment and deposit concepts from the Shari‘ah perspective. It can be
helpful for discussing primary rules and conditions of mudarabah contract in the
research. But discussion on the practical aspect of present-day mudarabah has not
been found in this book. The current study however, discusses the present situation of
mudarabah and its practical modes in IBBL from the Islamic perspectives.

The book “An Introduction to Islamic Finance™ written by Mufti Muhammad
Taqi Usmani is notable in this regard. In Sections 3 and 4 of this book, he has defines
mudarabah as a special kind of partnership where one partner gives money to the
other to invest in a commercial enterprise. Furthermore, he mentions the differences
between mudarabah and musharakah, and discusses the rules of rab al-mal and
mudarib, distribution of profit, termination of mudarabah, combination of mudarabah

and musharakah, and mudarabah and musharakah as modes of financing. All these

elaborations and illustrations have covered the rules and regulations of mudarabah

® Imran Ahsan Khan Nyazee, Islamic law of Business Organization: Partnerships (Islamabad: Islamic
Research Institute Press, 1999).

° Mufti Muhammad Tagi Usmani, An Introduction to Islamic Finance (Karachi: ’ldaratul Ma‘arif,
1999).



and mushdrakah but not the analytical discussion on the current exercises in any
Islamic bank. This research provides an analytical discussion on the current exercises
of mudarabah contract in Islami Bank Bangladesh Limited.

The article “Practice of Mudaraba and Musharaka in Islamic Banking”lo
written by Mahmood Ahmed, Md. Habibur Rahman, and Masuma Begum is more
useful for this study. The objectives of the article are (1) to identify the problems of
implementation and practice of mudarabah and musharakah, (2) to develop an
operating model of mudarabah mode of investment and (3) to analyze the prospects of
practicing mudarabah and mushdrakah modes of investment. The authors say,
“Though both growth and popularity of Islamic banking in Bangladesh is remarkable,
two very important modes of Islamic investment i.e., Mudaraba and Musharaka are
yet to be practiced. To give the Islamic banks a complete shape, there is no other
alternative but to implement, practice and popularize the Mudaraba and Musharaka

modes”!!

. The authors elaborate on some practical problems of mudarabah contract
related to partners, shares, loss, and profit, and provide some solutions. The weakness
of this article is that the analytical explanation of exercising mudarabah’s running
system in any specific Islamic bank in Bangladesh is not included in it. The present
study attempts to provide a thorough discussion on possible Shari‘ah issues of
mudarabah modes, particularly in IBBL.

The book “Al-Mudarabah Kama Tajriha al-Masarif al-’Islamiyyah wa
Tatbigatiha al-Mu‘dsirah’” written by ‘Abd al-Muttalib ‘Abd al-Raziq Hamdan is a

useful writing on this issue. The writer gives a comprehensive description of the

10 Mahmood Ahmed, Md. Habibur Rahman, & Masuma Begum, Practice of Mudaraba and

Musharaka in Islamic Banking (Journal of Islamic Economics and Finance. Dhaka: IBTRA Press,
2006).

1 1bid., p. 60.

2 Dr. ‘Abd al-Muttalib ‘Abd al-Raziq Hamdan, Al-Mudarabah Kamd Tajrihd al-Masarif al-
‘Islamiyyah wa Tatbigatihd al-Mu ‘asirah (Alexandria: Dar al-Fikr al-Jami‘1, 2008).



definition of mudarabah and its implementation in Islamic banking and finance with
all rules and conditions from the Shari‘ah perspectives. He also elaborates
contemporary applications of muddrabah contract in banking systems. But, he does
not evaluate the applications of this issue in any specific Islamic bank. Hence, this
research will discuss applications of current practices of mudarabah systems in IBBL.

“Islamic Banking: Theory, Application and Systems” written by Abdur
Rakeeb and Shekh Mohammad is a valuable Bengali book in this regard. In Chapter
Four the authors give a meaningful description of nine modes of deposits of
muddrabah, the mudarabah cash wagqf certificate and the fighi rules of distributing
mudarabah profit in Islamic banking in general but especially in IBBL. In Chapter Six
they have provided a delineation of mudarabah’s general Shari‘ah laws related to
contract, mudarib, rab al-mal, conditions, right and power of mudarib and rab al-mal,
etc. However, this book does not address the reasons for the problems and challenges
faced by customers and bankers in applying the mudarabah system nor does it give
any logical Shari‘ah solution. The present study will do this; providing possible
solutions to the problems from the viewpoint of Islamic commercial laws on
mudarabah modes.

The book “Islamic Economics and Banking™* written by Igbal Kabir Mohan
in Bengali generally discusses the rules and some conditions of Islamic economics and
banking. He also mentions some preliminary rules and conditions of mudarabah
deposits and investments in Chapters 9 and 15 which can be helpful for this research.

But, the author does not explain nor analyze the running practices of mudarabah and

13 Abdur Rakeeb & Shekh Mohammad, Islamic Banking: Theory, Application and Systems (Dhaka: Al-
Amin Prokashan, 2008).
4 |gbal Kabir Mohan, Islamic Economics and Banking (Dhaka: Principal Publishers, 2009).
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other Islamic banking systems in Bangladesh from the Shari‘ah perspectives. This
present study analyzes the running exercises of mudarabah modes especially in IBBL.

In order to get some beneficial primary information about mudarabah in
Islamic banking especially in IBBL, the book “Islamic Banking Processes”™ written
in Bengali by Muhammad Abdul Mannan would be the most useful. The author of this
book mentions the rules and conditions for practical use of mudarabah mode in
Islamic banking systems especially in IBBL. He illustrates in Chapter 10 and 11 all
mudarabah systems from the fighi perspective in the light of the Qur’an and Hadith.
However, his writing does not focus on the problems and solutions for using the
mudarabah contract in IBBL. This current study provides possible solutions to the
problems in the application of mudarabah mode in IBBL.

The dissertation “A Study on Muddrababh in Islamic Law and its Application in
Malaysian Islamic Banks*®” written by Amir Shahruddin is the most related PhD.
thesis in this regard. The author analyses mudarabah issue by examining the
application of mudarabah rules in Malaysian Islamic banking practices. It evaluates
the extent to which the current practices fulfill the principles and the ethical
framework of the mudarabah contract as propounded by classical jurists. The study
also analyses the justifications of Malaysian Shari‘ah scholars for modification of the
doctrine and adapting it to the modern banking business. This study has found that the
local Shari‘ah scholars have adopted an incoherent legal methodology when making
their ijtihad. Therefore, some of their resolutions could be seen as contradictory to the
rulings found in classical figh. The researcher also discusses the same issues but with

regard to IBBL.

> Muhammad Abdul Mannan, Islamic Banking Processes (Dhaka. IBBL Press, 2010).

18 Amir Shahruddin, A Study on Mudarabah in Islamic Law and Its Application in Malaysian Islamic
Banks (London: University of Exeter, 2010).
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“Manual for Investment under Mudarabah Mode’” by Islami Bank
Bangladesh Limited (IBBL) Dhaka is an important document in this regard. In this
manual, IBBL’s Shari‘ah board has given details of mudarabah deposits and
investments, and rules and conditions related to rab-al-mal and mudarib from
Shari‘ah perspectives. According to the researcher, it is an important reference for the
research on IBBL’s mudarabah mode. It covers rules and regulations but not the
analytical discussion of the current practices of mudarabah systems in IBBL. This
present study focuses on current practices of mudarabah systems in IBBL.

Although some books on mudarabah are available, no exact writing on
“Mudarabah in Islami Bank Bangladesh Limited: Analysis of Applied Principles” is
found specifically. It is hoped that this research would be an important contribution in

the field of Islamic banking and finance.

7 slami Bank Bangladesh Limited, Manual for Investment under Mudarabah Mode (Dhaka: IBBL
Press).
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