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BUSINESS TRANSACTIONS IN ISLAM

Islam addresses all aspects of human life. The Qur’an
and the traditions of Prophet Muhammad (peace and
blessings of Allah be to him) provide us guidance for
fulfilment of the life here and hereafter. Even pure
business transactions undertaken with the motive of
earning profit are not outside the ambit of the divine
counselling and commandment available to mankind in
the forms of commandments of Allah the Exalted as
contained inthe Holy Qur’an and the traditions
(sunnah) of the Prophet (peace and blessings of Allah be
to him).

A number of guiding principles relating to business
transactions may be derived from the Holy Qur’an and the
traditions of the Prophet (peace and blessings of Allah be
to him). A study of the related verses of the Qur’an and
traditions (sunnah) of the Prophet (peace and blessings of
Allah be to him)is useful to understand the principles that
guide business transactions in Islam.

MUTUAL CONSENT (TRADJ)

Business transactions are undertaken for fulfilment of
mutually exclusive benefits. One person provides goods or
services for earning income while the other person gets
the benefit of those goods or services. Every person
should be free to perform his part of the deal in order to
get the benefit he seeks. There cannot be any coercion in
such an arrangement. Any action by any party in
contrivance of this golden principle of a business
transaction will render the benefit gained by him in this
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process as wrongful (batlJil). The holy Qur’an has clearly
said this in the following verse.

O ) Joudy oK 2 Kiigal 188 14T Gl g
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Believers! Do not devour one another’s possessions
wrongfully; rather, let there be trading by mutual

consent... [The Qur’an - 4:29]

A number of traditions of the Prophet (peace and
blessings of Allah be to him) have described the meaning
of mutual consent and Islamic scholars have discussed
various issues relating to this commandment in details. Ibn
Kathir in the commentary of the above verse of the Qur’an
has recorded a tradition of the Prophet (peace and
blessings of Allah be to him) which defines business as a
transaction between two parties on mutual consent. Thus
no person should be coerced to part with his possessions
including goods, services or money or any other item of
wealth. Similarly, all transactions done exploiting any
weakness or situational disadvantage of a person are of
doubtful credentials. Free will that is the basis of mutual
consent is a must. Prophet Muhammad (peace and
blessings of Allah be to him) expressed this categorically
on a number of occasions. Following traditions are noted
in this regard.

Every person having any possession is free to use it
the way he wills. [Reported in Kanz al U ‘mmal(3483)]
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Beware! Do not trespass (be oppressor). Other
person’s wealth is not lawful for you save with his (the
owner’s) consent. [Reported byMishkat, Bab al Ghas' b]

EXCEPTION TO THE RULE

A note of caution is necessary at this point. The
principle  of mutual consent in the case of
possessions/wealth has some exceptions. One such
exception is where a person may be dispossessed, despite
his unwillingness and protest, by operations of law.

Another exception to the rule of mutual consent is the
case described in the following tradition of the Prophet
(peace and blessings of Allah be to him).

Jai 51 Y8 258 Wi ) agbag i 1o Gusaliudlly
(VSN

All the conditions agreed upon by the Muslims are
upheld, except a condition which allows what is

prohibited (hC(Jaram) or prohibits what is lawful
(hJalal). [Tirmidhi:1352]

Hence any condition in any transaction which
permits h(Jaram (prohibited affairs) or prohibits h(lalal
(lawful affairs) is void ab-initio. The authority of
declaring something as hiJalal or h[Jaram vests with the
Almighty Allah and all commandments in their respective
declarations have already been given in the Qur’an and the
traditions of Prophet Muhammad (peace and blessings of
Allah be to him). No scope of any fresh legislation in this
regard is available. So in all transactions, including deals
relating to business and trade, it is incumbent upon the
believers not to trespass. They cannot do this even when
they consent mutually.
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FORBIDDEN LIST FOR BUSINESS TRANSACTIONS

Islam has not provided any exhaustive list
of hiJalal (permitted) business transactions. In fact, no list
of this nature has been provided by the Prophet (peace and
blessings of Allah be to him). Rather, the guiding
principle is that everything that has not been forbidden
(declared as h(laram) is permitted. The Qur’an and the
traditions of the Prophet (peace and blessings of Allah be
to him) have forbidden certain things. Our objective in
this write-up is to reach to the relevant texts (nusus) of the
Qur’an the traditions of the Prophet (peace and blessings
of Allah be to him) for better understanding of the letter
and spirit of the principles.

Islamic jurists have further worked and contemplated
on the issues and prepared a list of forbidden items on the
basis of the related verses of the Qur’an and traditions of
the Prophet (peace and blessings of Allah be to him).
These scholars have described the prohibitions under
exclusive terms and prepared qai‘dah fighiyyah
(Jurisprudential  principles), that may be called
figh maxims. Such description of forbidden items under
specific terminologies and explanation of the underlying
principles as figh maxims have become great boon for
mankind. Man is now not being burdened with any
description of permitted affairs as that would have made
human life miserable. A small, countable and exact list of
forbidden things has been pronounced and enlisted,
leaving man free to take advantage of the vast scope of
earning his livelihood and entering into any trade and
business deals of his liking and in accordance with his
abilities and available opportunities. It is like opportunity
provided to Adam, our forefather, to visit any place in the
Paradise and consume anything except the produce of one
tree. It is another matter that man is tempted to do the
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forbidden act and thereby lose the Paradise itself! The
message is the same even today; keep at bay the forbidden
zone and exploit all other opportunities, the life on earth
will become like that in the Paradise and this will, God-
willing, pave the way for our entering the Paradise itself
hereafter — this time eternally as we will be spared the test
that our forefather faced.

FORBIDDEN LIST

The forbidden list and features relevant for business
transactions are very limited; in fact, they are less than
twenty in number. Any business venture not hit by the
provisions of these less than twenty forbidden items and
traits can be construed and considered Islamically in
order. Here lies their relevance and importance. So to
ascertain the correctness of any proposal, the correct
approach is to examine whether or not it falls under any
forbidden activity or attribute. If it is not improper, it must
be proper. For everything is permitted if not expressly
prevented.

In order to understand these in their true letter and
spirit, we will discuss these severally.

PRINCIPLE OF NO HARM

Both causing harm initially and reciprocating harm in
response to the harm caused are not permitted. Prophet
Muhammad (peace and blessings of Allah be to him) has,
in a very popular tradition (h{Jadith/sunnah) has
expressed his disapproval of both the types of harm —
initial and the reciprocal.

Ay adde L Yo Qo Jgu) &, A0 dm ol (2
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“There is not to be any causing of harm nor is there to

be any reciprocating of harm” [Reported by al-

Darqut(ni, al-Bayhaqr and al-H[Jakim, and narrated

by Abt Sa‘id al-Khudri (may Allah be pleased with

him)]

Other companions of the Prophet (peace and blessings
of Allah be to him) such as ibn Abbas, ‘Aisha, Jabir,
‘Ubada ibn al-SClamit, Aba Hurayrah, Abt Lubabah and
Tha‘laba and Ibn abt Malik (may Allah be pleased with all
of them) have also narrated his h(Jadith.

The Arabic wordings, la dllarar wa la dlirar, is so
much popular that it is often quoted as a phrase and
axiom. Its literal translation would be ‘no harm and no
reciprocal harm.” This is in the form of a statement.
However, when a statement comes from the Prophet
(peace and blessings of Allah be to him) it becomes a
commandment and is imperative upon the faithful to act
accordingly. This is the spirit in which Islamic scholars
have taken and described this particular tradition.

Apart from the position that no person should harm
any other person, this tradition means that every person
has the right to make sure that he is not harmed by any
other person. This right of taking due care to ensure self-
interest is ingrained in the principle of no-harm-and-no-
reciprocal-harm. Business transactions are done on mutual
consent and in pursuit of mutual benefits. Such deal on
mutual benefit with free will cannot be ensured without
abstaining from causing harm from both sides.

The difference of meaning of d(Jarar and dJirar has
been understood by the experts in different situations. One
view is that both the words mean the same and the latter is
an expression of stressing the former. A more plausible
and understandable view is that d(Jarar is in reference to
an act by which someone benefits but which,
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unfortunately, harms others. On the other hand dlJirar is
an act by which no one benefits and only harm is brought
upon others.” [Zarabozo, Jamal al-Din M; Commentary on
the Forty hiJadith of al-Nawawi; published by Al-Bashir
Company for Publications and Translations, USA,
Volume 3, P.1135-1160]

An act whereby a person himself is not benefited but
it is meant to harm others is heinous. It is obviously
wicked and evil. However, some discussion is required in
the case where a person does not intend to harm others
and he acts in self-interest only but, in effect, it affects
others. Although no harm is intended but it harms others.
These are the acts beneficial to one and harmful to
another. This case has been discussed by almost all the
schools of thought of Islamic jurisprudence. Jamal al-Din
M. Zarabozo [ibid] has summed up these discussions
brilliantly and concluded that virtually any act that a
person does with his personal private property can be seen
as an infringement or harm upon others. If an act
performed in a normal manner causes a normally accepted
and expected harm, a person should not be prevented from
doing that. However, if the act is done in an improper
manner and it causes unacceptable level of harm, the
person so causing harm will be prevented and he will be
liable for compensating any damage caused thereby.
Performing an act in pursuit of any benefit is a right of a
person and so barrier to performance will be raised only if
the act brings unacceptable level of distress to others.
Another relevant deciding factor is that the interest of the
general public will take precedence over the right-to-act of
any person. The rights of the society may supersede the
rights of an individual.

Another barring situation is the due process of law. A
person may be harmed by such process of law.
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RELATED FIQH MAXIMS
Figh Maxims  are  basically  principles  of

jurisprudential thoughts in Islam which are applied in all

areas of jurisprudence to ascertain law relating to any
aspect of human life. The tradition we are discussing is
itself applied as a figh maxim. Further, a number
of figh maxims have also been derived from this tradition

(h(Jadith). Zarabozo[ibid] has enlisted the following eight

such jurisprudential principles:

1. “Harm is to be prevented from appearing as much as
possible.” As prevention is better than cure, the
approach should be to thwart the harm before it
happens or remove it at the earliest if it has already
appeared. Proactive action for averting harm is called
for. [MuhlJammad SClidgi al-Barna; Al-Wajiz fr
Edhaab Qawa‘id al-Figh al-Kulliyyah; al-Maktabah
al-Ma‘arif; Riyadh; P.198]

2. “Harm is to be removed or put an end to.” A corollary
of this principle is that the person responsible for the
harm is responsible for the consequential damages.
[Cf., al-Burna; P.201]

3. “Harm is not to be removed by a similar harm.” [Cf.,
al-Burnt; P.202]

4. “A greater harm can be removed by a lesser harm.” A
corollary of this principle is that if one has no other
option, he should take the lesser of two evils. Another
corollary is that if there is conflict between two evils,
one should avoid the evil of the greater harm. [Al-
Bugha, Mus(Jtafa and Muh(Ji al-Din mistu; al-Waf7 fi
Sharh(] al-Arba al-Nawawiyyah;
Mu’assasah‘Ulam al-Qur’an; 1984; Damascus; P.240]

5. “The presence of a particular harm is accepted to
ward off a general harm.” As society’s need takes
precedence over individual needs, harm to individuals
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or to lesser number of people will be accepted in order
to prevent the harm to the general public.[Cf.,
Zarabozo; P.1156]

6. “Preventing evil takes precedence over bringing about
some benefit.” The example of sale of intoxicants may
be cited. There are admittedly economic benefits
involved but the decision to prevent their transaction
Is based on their harm. Something may have both
benefit and harm. In that case prevention of harm
shall take precedence over getting the benefit. [Cf., al-
Bugha and Mistu; P.240]

7. “If there is a conflict between factors calling for
something and factors prohibiting something, the
prohibition takes precedence.” [Cf., Zarabozo;
P.1157]

8. “Something harmful is not given precedence just
because it was pre-existing.” Existence of anything, as
such, does not always give it sanctity and justification
for continuation. If it may cause any harm, it may be
removed as prevention of harm is a more sacrosanct
object. [Cf., al-Bugha and Mistu; P.240]

BUSINESS TRANSACTIONS SHOULD NOT BE
MISLEADING

A deal between two persons should be in their
respective clear-cut and mutually exclusive benefits.
Ambiguity with regard to the benefit that will finally
accrue to any one party will render the deal as Islamically
incorrect and unacceptable. A number of traditions of the
Prophet (peace and blessings of Allah be to him) have
described this principle.

EE o g 43le G Ya ) Gy s 00R il B
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Abi Hurayrah relates that Allah’s Messenger (peace
and blessings of Allah be to him) forbade an
ambiguous deal. [Reported by a number of books of
traditions of the Prophet (Peace and blessings of

Allah be to him) including Muslim (1513), Abu

Daud(3376), Nasai, lbn Majah, Ahl[Imad, Dar

QutlInz, and Bayhaqi]

The word gharar in the above tradition of the Prophet
(peace and Dblessings of Allah be to him) may be
translated, besides ambiguity, as indistinct, detrimental,
misleading, delusion or deception. As it is in the nature of
a terminology reflecting its own specific meaning, its
literal translation may not serve the purpose of correct
understanding. It means unclear and uncertain benefit. As
both the parties have entered into the deal for their own
mutually exclusive advantages and gains, nothing should
impair their respective objects. Any condition or situation
whereby the intended gain of any of the party is not
certain is known as gharar which has been forbidden by
the Prophet (peace and blessings of Allah be to him).

This particular tradition falls within the group of
forbidding traditions. The Prophet (peace and blessings of
Allah be to him) did not talk about or gave his opinion
about all things prevalent in his times. His silence is also a
form of tradition because he would have forbidden things
which were not in order. Wherever he found anything
wrong he categorically forbade that. His companions (may
Allah be pleased with all of them) recorded those events
as naha ‘an ‘... (The Prophet forbade *...”).

In this particular case, apart from a general statement
relating to the outlawed transaction, the Prophet (peace
and blessings of Allah be to him) also mentioned specific
cases that were prevalent in his times. Most of the types of
business transactions which he disallowed are not
practised these days as such. However, a mention of a few
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of those types of businesses may help us understand the
nature of this prohibition so that we may apply that to the
transactions prevalent in our times.

e ) S5y Gilagie B (pa) JaE i S G
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The Prophet (peace and blessings of Allah be to him)

forbade sale of a camel not yet born. [Reported by

Muslim (15140), Bukhart (2143), TirmidOi (1229),

Abz Daid, Mo ‘att[Ja, Ahmad, Nasai]

The reason behind the prevention of such a sale is
obvious as the camel, not yet born, may or may not born-
alive or it may be a he-camel or a she-camel. The product
to be made available to the buyer is non-specified and this
is a case of ghararin the deal. Similarly, the Prophet
(peace and blessings of Allah be to him) discouraged a
particular type of purchase which was in vogue where the
buyer would purchase a bundle of cloth without its proper
inspection. He had to accept, with or without consent, any
bundle thrown by the seller towards him.

e ) Ya d Qg (AR G () a8
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[Reported by Bukhari (2144), Muslim (512), Abi

Daud, Ibn Maja, Nasai, Bayhaqi]

Gharar may also be translated as delusion or mirage.
It may be both intended and unintended. One party in the
deal might be clearly benefiting out of the deal at the cost

of the delusion of the other. This amounts to cheating
which is wrong in all systems of law. We cannot imagine
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any system or society justifying such a fraudulent deal.
But, at times, the problem lies in the features of the
proposed deal itself that benefit of one party is not
considered and it is not obvious. This may or may not be
in the advantage of the other party. It is simply a case
where the benefit of one party is clear and that of the other
is unclear; although the first party may not have inflicted
this uncertainty or taken advantage of the confusion. The
traditions of the Prophet (peace and blessings of Allah be
to him) put a question mark in such cases too in which
contingencies are such as the advantage of one party to the
deal is in delusion. The respective objects of both the
parties should be obvious from day one and the deal, as
such, should not be of doubtful credentials.

GHARAR RELATED ISSUES

Some amount of ambiguity is permissible. For
example, hiring something on monthly rental basis will be
valid although some months will be of 29 days and others
of 30 days.

The delusion in all cases may not mean disadvantage
befalling on one party. There may be cases of windfall
gains.  Ambiguity, = whether  advantageous  or
disadvantageous, has to be avoided. Ambiguity, as such, is
misleading which is not acceptable.

The principle enshrined in the disallowance of an
indiscreet (gharar) deal is very much relevant today. One
example will suffice. This is one of the issues that hit the
system of insurance prevalent these days. Insurance
premium paid by the clientele is known but the benefits
available to them from the insurance companies are not
certain and quantifiable. This falls under the category
of gharar. Islamic scholars have suggested the alternative
system of takaful in order to address this problem, besides
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other problems in the conventional insurance
arrangements.

The Prophet (peace and blessings of Allah be to him)
forbade specific cases where gharar was obvious. A study
of these cases indicates the principle involved and makes
it possible to take a decision about specific cases of
business and trade prevalent in our times.

We can consider a case referred to in a tradition about
the deal of purchase of fish without specification about the
quantity and quality before fishing is actually done. A
person offers a price for all the fish caught by a fisherman
any day. As the subject matter of the deal (i.e. fish) is not
specified, the deal is not proper.

The related tradition of the Prophet (Peace and
blessings of Allah be to him) saying:

e G0 Y 0 ) 06 106 (o g O Y 3B (e
sl i

“do not purchase fish while it is in water because it

has (element of) gharar (uncertainty)” is not strong

as to the chain of persons through which it has been

recorded but the content of the tradition is agreed by

all scholars because it conforms many other traditions

and is in line with the teachings of the Prophet (peace

and blessings of Allah be to him) on the subject.

[Related by Abdullah Ibn Mastid (may Allah be

pleased with him) and Reported by AhImad (377/1)]

It would be another matter if a person is hired for one
day and assigned the job of fishing and all the fish caught
by him is rightfully taken. The catch may be more or less
or may be abnormally high or naught. The difference lies
in the nature of arrangement. Here the arrangement relates
to hiring services of a person whereas in the case of the
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above mentioned deal the arrangement is that of purchase
and sale. Both the types of deal are guided by a separate
set of rules. As the rights and duties and obligations and
responsibilities, in both the cases, are mutually exclusive,
validity or otherwise of the deal in both the cases is also
mutually exclusive.

In the first case the quantum of the subject matter of
the deal, namely fish, to be available to one party is in
doubt whereas benefit of the other party, namely price, is
quantified. The deal becomes doubtful (gharar). In the
other case the subject matter of the deal is the usufruct, the
labour of one party, and the person assigned the job of
fishing gets paid for that. The other party gets this service
as agreed.

GAMING IS TABOO IN ISLAM

Transparency is the hallmark of all Islamic deals.
Islam stands for clarity in affairs where every party to a
deal enters into it knowing well his respective cost and
benefit. If the cost or benefit of any or both the parties are
ambiguous, Islam would distaste that situation. It is true
that business deals entail risk as risk-free business
transaction is seldom possible. Entrepreneurs analyse
situation and take calculated risk and take all sensible
measures to avoid the ill effects of uncertainties and
thereby earn profit. This is the art of earning profit where
the possibility of loss is overcome and contingencies
avoided. However, in a bid to make easy profit, some
people devise schemes that cannot be justified in the name
of inherent risk in business transactions. Such schemes
ensure that the schemer gets almost all, if not all, and the
persons trapped in the web of his scheme are always
losers. This is gambling and Islam prohibits it. It is
forbidden and outlawed.
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Two separate Arabic words, Maysir and Qimar, are
used for gambling. The former word has been mentioned
twice in the Qur’an in Chapters 2 and 5 as under.

Eliay a8 &) Lagsd 03 puiially Jadll oo il
B (s8] 13 & 5Tl g Lagadl (ha &1 Lagad)  Lalil
g A5 kil i) 1 4 G I gl

They question thee about strong drink and games of
chance. Say: in both is great sin, and (some) utility for
men; but the sin of them is greater than their
usefulness. [The Qur’an 2:219]

Y33 el Hucally el W) ) ial Gpdll gal &
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O ye who believe! Strong drink and games of chance
and idol and divining arrows are only an infamy of
Satan’s handiwork. Leave it aside in order that ye
may succeed. [The Qur’an 5:90]

In the above translations Mohammed Marmaduke
Pickthall has translated the words Khamr and Maysir as
‘strong drink’ and ‘games of chance’ respectively. Other
translators have used the words ‘wine’ and ‘gambling.’

Maysir, in fact, is a particular form of game of chance
played with arrows. It was a form of betting prevalent in
Arabia. All forms of betting practised in Arabia became
taboo for good. Nobody interpreted that as a particular
form has been prohibited so other forms are not
disallowed. The intention of the commandment was clear
and Prophet Muhllammad (peace and blessings of Allah
be to him) conveyed these commandments of Allah and
the followers practised them in their true letter and spirit.
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All intoxications (call it wine or strong drink or by any
other name) and forms of gaming (maysir or other forms)
were stopped in one go.

The first verse, above, says that intoxications and
gaming have utility too, but their harms exceed their
usefulness. The second verse informs the cause of their
harm that these are handiwork of Satan. The eternal
enemy of man, Satan, is out to harm him and these two are
part of his arsenal.

Anything forbidden does not mean that it has cent per
cent harmful ingredients and so has no benefit. But the
guiding principle is whether its harm exceeds its benefit or
not. If it is more harmful than useful then keep it at bay.

It is interesting to note the exegesis (tafsir) of Ibn
Kathir for the verse 5:90 of the Qur’an.

106 Al Gl (ol & G Cuia3dl el (B 205
P E N PP EQ BOv I R IO g WA
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Ibn Ab7H[Jatim recorded that ‘Ali ibn Abz Tl alib, the
leader of the faithful, said that chess is a type of
gambling. 1bn Ab7 HUJatim recorded that ‘Atq,
Mujahid and T[aus, or, two of them, said that every
type of gambling, including children’s playing with (a
certain type of) nuts, is Maysir. Ibn ‘Umar said that
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Al-Maysir means gambling, and this is the same
statement that Ad-DUJah{Jh(Jak reported from Ibn
‘Abbas, who added, “They used to gamble during the
time of Jahiliyyah, until Islam came. Allah then
forbade them from this evil behaviour.”

There is much scope of discussion on the exegesis of
Ibn Kathir because he is known to collect and record a
number of traditions of the Prophet (peace and blessings
of Allah be to him) and his exalted companions without
any discussion as to the quality of the traditions itself. lbn
Kathir has done a wonderful job of compilations. What
Ibn Kathir has quoted relates to the opinions of the
companions of the Prophet (peace and blessings of Allah
be to him), not exactly any tradition of the Prophet (peace
and blessings of Allah be to him). Experts have debated
about involvement or otherwise of maysir in competitive
games like horse races, or board games like chess. These
discussions go far beyond our own present concern about
what comprises gambling in business deals.

MAYSIR AND QIMAR

As regards business deals experts have differentiated
between Maysir and Qimar. The line of demarcation
between the two is thin. Maysir is less severe than Qimar.
As the Qur’an has forbidden a less severe thing the more
intense forms of gaming itself become more undesirable.
[Dr. MahOmud Ah(Cmad Ghazi, Muh(ladarat-e-
ma ‘rshat-o-tijarat, Arib Publications, New Delhi, 2011,
Page 238]

Maysir is involved where the gain of one party to a
deal is dependent on chance. Here anyone may be the
beneficiary based on [the proverbial] ‘luck’ or by fluke.
Qimar is involved where the gain of one party is at the
cost of the other. In a business deal both the parties enter
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into for their mutually exclusive benefits but in the case of
this dubious arrangement and trade one party loses and the
other party gains. This take-all and give-none deal is not
acceptable in Islam.

It may be noted that Maysir (gambling) and
Gharar(ambiguity/misleading deal) are inter-related.
Where there are elements of Gharar, elements of Maysir
is usually present. A person who is ultimately going to
lose in a gaming either thinks that his luck will favour and
he will win or he is not aware of the ambiguity involved in
it. Both the cases are unhealthy and unwanted.

DEAL IN FULL LIGHT OF KNOWLEDGE

Dearth of information on any important fact may
make a business deal legally voidable. And the party may
find himself badly hit by the misinformation or wrong
information may assert his right to cancel the deal or
claim compensation. Islamic scholars use the term jahl for
such informational lacunae. To be more specific, the
experts use the expression “jahl mufdiiz ila al-niza® ”
(lack of information leading to dispute). The reason
behind such qualification of the term is that full
information of all intricacies of the subject matter of the
business deal in question is neither possible nor desirable.
Every piece of information is not the cause of dispute.
Hence, absence of relevant and important information that
makes a business deal weak and subject to cancellation or
leads to claim of compensation is the undesirable jahl. In
the modern business parlance this is referred to as the
material information. It is incumbent upon the party
providing the subject matter of a business deal to pass on
all material information.

It is interesting to know that modern economic
theories presuppose a dealer in the market, purchaser or



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3" Print 21-06-2012

Business Transactions In Islam 21

buyer to have full knowledge. An economic man is a
knowledgeable person who knows the product, its price
and other basic information. A seller does not have to
inform the buyer about the weaknesses of his product. On
the other hand, Islam obliges the seller to inform the buyer
about its weakness. Following tradition describes this:
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Wathilah ibn Asqa“ related that the Prophet (peace

and blessings of Allah be to him) said: If anyone sells

a defective article without pointing it out, he will

come under Allah’s anger. [Reported by lbn Maja

(2247)]

A number of traditions of the Prophet (peace and blessings
of Allah be to him) may be cited on the topic including the
following:
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‘Ugbah ibn‘Amir [may Allah be pleased with him)
reported that the Prophet (peace and blessings of
Allah be to him] said: Muslims are each other’s
brother. It is not proper for a Muslim to sell any
defective product to his brother without pointing
out the defect. [Reported by 1bn Maja (2246)]

PURCHASING OUTSIDE THE MARKETPLACE
Prices are known in market. A deal outside the
marketplace done where the seller is not aware of the
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correct price of the thing in market on a particular day
may fall within the category of deal in darkness.
Negotiation of the price is permitted but the seller should
not be in darkness about the prevailing market condition.
If he is misinformed or he is not let to know the market
price, the deal may fall in the category of the jahl that the
Prophet (peace and blessings of Allah be to him) has
forbidden. Perhaps this was the reason that the Prophet
(peace and blessings of Allah be to him) forbade
purchasing of provisions from villagers before they reach
the proper market. A number of traditions of the Prophet
(peace and blessings of Allah be to him) have described
this forbiddance.
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‘Abdullah ibn ‘Umar (may Allah be pleased with them)
reported that the Prophet (peace and blessings of
Allah be to him) forbade an urbanite to purchase/sell

(bay) the product of a villager. [Reported by
Bukhari(2159), Nasa 1(206/4)]
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‘Abdullah ibn‘Abbas (may Allah be pleased with
them) reported that the Prophet (peace and blessings
of Allah be to him) forbade an urbanite to

purchase/sell (bay‘) the product of a villager.
[Reported by Bukhari(2158)]

The following tradition is more emphatic:
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Anas (may Allah be pleased with him) reported that

the Prophet (peace and blessings of Allah be to him)

forbade an urbanite to purchase/sell (bay) the

product of a villager, even if he be his own brother.

[Reported by Bukharr (2161), Ibn Maja (2176),

Bayhaqr (346/5]

In all the above forbidding traditions the word bay*
stands for transaction that encompasses both purchase and
sale. If we take it in the meaning of purchase, it would
mean that let the villager come to market and know the
conditions so that he may sell his provisions in full
knowledge. If we take it in the meaning of sale, it would
mean becoming agent of the villager for later sale in
market. When we say ‘villager’, we mean a person who
does not know much and one who is not matured enough
to deal with a wise urbanite. Transactions should be in full
knowledge and any situation where a person is befooled
because of his simpleton nature has to be avoided.

Another set of traditions may be cited in proof of this
discouragement of business transactions outside market
without letting the seller be aware of the demand and
supply position in market and their resulting effect on
prices. o )

) J gy Q& 18 clagie D (i) (e o 08
« GEEHN 1 B85 By saluy Adde G

Ibn ‘Abbas (may Allah be pleased with him) reported
that the Prophet (peace and blessings of Allah be to
him) said: do not meet the caravans by approaching
them en-route while they are coming with trading
goods. [Reported by Bukharz (2158), Muslim (1521),
Abi Daud (3439), Ibn Maja (2177), Ah[Jmad (368/1)]
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Abzz Huraira (may Allah be pleased with him)
reported that the Prophet (peace and blessings of
Allah be to him) said: do not contact the caravans
bringing food items from outside to the city (market)
by going out. If any purchase is made before the
arrival of goods in market the seller will have the
option (of honouring or rejecting the deal).
[Reported by Muslim (1519), Abaz Daud (3437),
AhlOmad (487/2), Tirmidl[l7 (1221), Nasa’t (257/7),
Ibn Maja (2178)]

The guiding principle in all the above mentioned
traditions of Prophet Muhammad (peace and blessings of
Allah be to him) is that transaction between two or more
parties should be above board and blemish-free, leaving
no scope for confusion, fraud or distrust. Islam does not
presuppose ‘all-knowing-rational economic man’ but it
intends to elevate man to that position.

EMBARGO ON TRADING TOOLS TO TRAP
CUSTOMERS

Islam discourages all forms of fraudulent practices
including misrepresentation and wrong description of
products. Islamic scholars have described these wrong and
prohibited practices under the heads of tadlss, taghrir,
ghaban, and khilabah.

TADLIS

It means misrepresentation. It is a situation where the
seller of any product does not intentionally describe its
correct quality. Obviously, such non-information about
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the correct quality of a product is intended to cover up any
basic and relevant defect in the product; a defect if known
to the buyer may affect his decision to purchase the
product. Such non-description of the correct quality may
fall in the category of jahl mufd(i7 ila al-niza“ (lack of
material information leading to dispute).

TAGHRI/R

It means false description of goods. It is one step
ahead in fraud than tadlzs. Misleading or telling lies about
any product is a bigger crime than not merely informing
about any inherent defect in it. A number of traditions of
the Prophet (peace and blessings of Allah be to him) have
denounced this tendency of telling lies.
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It was reported by Wathilah ibn Asga“‘ (may Allah be
pleased with him) that the Prophet (peace and
blessings of Allah be to him) visited our group of
businessmen and said: O businessmen! Desist from
lies. [Reported by T[labarani]
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Prophet Muh[Jammad (peace and blessings of Allah
be to him) said: surely businessmen are sinners.
People asked the Prophet, O Apostle of Allah! Hasn't

Allah made a business lawful? The Prophet replied:
Of course! But these people become sinners by
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swearing; and tell lies when they speak. [Reported by
Ah[Imad (428/4, 444), H[lakim (6/2)]

One method adopted by sellers to impress upon
buyers is excessive swearing. The Prophet (peace and
blessings of Allah be to him) in a number of traditions has
discouraged this method.
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Prophet MuhJammad (peace and blessings of Allah
be to him) said: Allah will not care for, nor talk to,
nor purify three types of persons on the Day of
Judgement, rather, Allah will punish them severely,
one of whom would be one who sells (his wares) with
false swearing. [Reported by Muslim: 171)]
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Salman (may Allah be pleased with him) reported that

Prophet Muhl[Jammad (peace and blessings of Allah
be to him) said: Allah will not care for three persons;
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aged sinner; proud beggar, and a person whom
Allah has given goods (wealth) and he neither
purchases without swearing nor sells without
swearing. [Reported by T[labarani]
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Abr Qatadah Ansari(may Allah be pleased with him)
reported that Prophet Muh(Jammad (peace and
blessings of Allah be to him) said: avoid excessive
swearing in business as although it increases sales, it
(ultimately) decreases blessings (barakah). [Reported
by Muslim (1607), T Jabarani]

GHABAN

It literally means embezzlement, cheat, defraud,
deceive, swindle and damage wrongly. But Islamic
scholars use this term to mean excessive profiteering.
Excessive profit is earned either owing to the lack of full
information on the part of the buyer or on account of any
bad positioning or inconvenience of the buyer. A buyer
who is not aware of the market may believe that the price
offered by the seller is the prevalent price in market.
Alternatively, the buyer may be in dire need of the product
and he may not be having the option of refusing the
product at any cost. His inconvenience should not be
made a source of profit by the seller. This is, undoubtedly,
a swindling on the part of the seller.

Theoretically, a seller is free to fix price of his product
and he should not be compelled to change it. The buyer is
not compelled to purchase from a particular seller. The
buyer may purchase from elsewhere if he is getting a
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better bargain. But can this free will of a seller to fix the
price of his product be absolute. Has the state any
authority to regulate prices? This has been debated
fervently by Islamic scholars. At a stage when prices were
going up the Prophet (peace and blessings of Allah be to
him) was asked to fix it but he declined to intervene in the
price adjustment by market forces.
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Anas ibn Malik (may Allah be pleased with him)
reported that prices shoot up in Madinah and people
said, ‘O Apostle of Allah! Prices are shooting up,
kindly fix their prices for us. The Prophet (peace and
blessings of Allah be to him) replied: Prices are
determined by Allah and He makes things cheap or
costly, He is the Sustainer, 1 want to meet Allah the
exalted in such a condition that none of you may
have a claim against me for any injustice done with
regard to (anybody’s) blood or any property.
[Reported by Absi Daud(3451), Tirmid(l7 (1314), lbn
Maja(2200), Darmi (324/2), AhImad (156/3)]

If we describe the content of the above tradition in the
current parlance, we may say that as prices are fixed by
demand and supply of commodities in market, any
interference in these natural forces amounts to injustice
and state and other authorities should desist from price
fixation as such.

The above tradition is very emphatic and we know
that the Prophet (peace and blessings of Allah be to him)
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did not fix prices despite requests made by consumers. So
many scholars opine that the state should never fix prices
and the market mechanism should not be hindered.
Several other scholars opine that at times the state may
have to resort to price fixation in view of public benefit.
The figh maxim which we have discussed earlier is the
guiding factor. “The presence of a particular harm is
accepted to ward off a general harm.” As society’s need
take precedence to individual needs, harm to individuals
or to lesser number of people will be accepted in order to
prevent the harm to the general public.

‘Umar, the second Caliph (may Allah be pleased with
him) once ordered one trader to either correct his price
according to the market or leave the market. The state may
intervene to regulate prices either in order to control any
market damaging practice or when general public goods
demand. In fact, in most of these cases the wrong
practices of the sellers’ cartel or hoarders or other wrong
doers disturb the natural supply and demand of market
mechanism and in such cases the authority concerned like
the state has no option other than course-correction.
Otherwise, free market practices take care of the healthy
economy and prospering society.

KHILABAH

It is a derivative of the word khalaba which means to
enchant charm, fascinate, captivate, bewitch and coax. In
fact, its basic meaning is to seize something with claws.
This is the technique used to influence buyers, making
them believe that they are purchasing the right products,
which in fact may or may not be true. We may call it
“sales-talk.” It covers both conversation and gestures
which are used to attract buyers. The buyers become the
prey and the seller preys the gullible ones!
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An interesting story is related to this tendency on the
part of the seller and the vulnerability of the purchaser.

Gl 83385 & R D gl A 0 e 8
By OB g gl b padd AT alup Al Ll
DAY Jab Eal

‘Abdullah ibn‘Umar (may Allah be pleased with both
of them) reported that a man came to the Prophet
(peace and blessings of Allah be to him) and said that
he was always defrauded in (business) deals. As a
simple man he believed what was said (to him) and
later found it a fraud. The Prophet replied: while
purchasing you should say ‘do not befool/defraud
(me)’ (la khilabah). [Reported in Bukhari (2117),
Muslim (1533), Abiz Daud(3500), Nasa'i (4484),
Bayhaqi (273/5), Dar Qutlinz (54/3), Hakim (22/2)]

Some of the traditions have the additional words: I shall have
the option (of recalling the deal) for three days. One scholar
has opined that the tradition where this option is given is weak.
[Figh al-HOadith; HOafiz ‘Imran Ayyiab Lahort; Al-Kitab
International; April, 2005; New Delhi; Page 305]

However, many other strong Traditions of the Prophet
(peace and blessings of Allah be to him) have given this
right of recall to the buyer.

THE CONCEPT OF OPTIONS (KHAYARAT) IN
SALES

Two parties signing a business deal are free to
negotiate terms of their transaction while they are in the
bargaining process. Once the negotiation session is over
and the transaction completed, they have to abide by their
mutually agreed terms. However, in certain cases the
parties or any one of them may have the option of
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renegotiating and, even, cancelling the deal. Such an
option of renegotiation or cancellation of the already
agreed and executed deal is known as khayarat. The
tradition wherein a person was asked to announce that
there shall be no fraud with him (I khilabah) and that he
shall have the option of returning the goods within three
days is a proof of such a conditional sale. This is also
supported by a number of other traditions.
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The Prophet (peace and blessings of Allah be to him)
said: the purchaser and the seller have the authority
till  they depart except when there is an
optional/conditional deal and they should not depart
in a hurry because of the possibility of return of
goods. [Reported by ‘Amr ibn Shu‘ayb in Aba
Daud(3456), Tirmid(lz (1247), Nasa’i (4483),
Ah[Imad (183/2), Dar Qutnz (50/3), Bayhaqi (271/4)]

Another tradition reports that the Prophet said:
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there is no deal between two persons till they depart
save in the case of optional deal (bay‘ al-khayar).

[Reported by Bukhari (2107), Abz Dand (3454),
Nasa 7 (4465), Tirmid(17 (1245), 1bn Maja (2181)]



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3™ Print 21-06-2012

32 Business Transactions In Islam

These traditions mean that two persons have the right
to change the conditions of a deal till they depart. Once
the deal is closed and they depart, the terms of the deal
will be binding upon both parties. However, if the terms
of the deal include the option of renegotiation or
cancellation, that would operate.

In some other cases too the option of renegotiation,
cancellation and, even, claim of damage will be available
to the dissenting/suffering party. Scholars have described
those conditions under following headings.

Khayar-i- ‘ayb (Option when the product is defective):
If there was any defect in the product even when the
product was with the seller and the buyer noticed it after
purchase, the buyer has the option of returning it within
three days. The period of three days within which this
option is available is derived from the tradition wherein
the Prophet (peace and blessings of Allah be to him) asked
a companion to announce while purchasing that he will
have right to renounce the deal within three days. This
period may vary from case to case. For example, in the
case of green vegetables the return may be required to be
done the same day. In other words, we may understand
that the right to return goods will be available up to a
reasonable period if the product sold is defective. Instead
of sticking to the sanctity of ‘three days,” one may mean it
to a genuine period of time justifiable with regard to the
nature of product and market practices (‘urf) at a
particular point of time. Some scholars opine that the
period of three days is the maximum limit.

An option where purchasing was done without seeing
the goods (khayar-i-rayat): If something has been
purchased without seeing the goods, the purchaser may
have the option of either accepting or rejecting the
commodity after seeing it.



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3" Print 21-06-2012

Business Transactions In Islam 33

ﬂ\#ﬂ‘dﬁ)dﬁdﬁ@ﬂ\ﬁ)ﬁﬁﬂ‘;ﬂoﬁ
«O\J\S\JQSJ\‘LEO#PSLALg\)u\da»‘du‘gf\,ﬂs

Abu Hurayrah reported that the Prophet (peace and

blessings of Allah be to him) said: if anyone has

purchased something without seeing, he has the

option (khayar) after seeing that (commodity).

[Reported by Dar Qutlini (4/3), Bayhaqi (268/5)]

However, the above mentioned tradition is not very
strong. This cannot be referred to as the final verdict on
the issue. It may be taken as corroborative evidence, if the
conditions of the deal or the market practice (‘urf) are in
its support.

Option of choosing desirable product from the lot
(khayar-i-ta ‘ayyun): A buyer has the option of selecting a
desirable product out of the available lot if the particular
product has not been indicated in the deal. For example,
out of a lot of cars of different colours of the same quality
in a store, a buyer may choose any particular car of a
particular colour of his choice.

No exhaustive list of all possible options (khayarat) is
intended to be provided. The above discussion shows that
the concept of options is intended to safeguard the interest
of the dealers of a business transaction.

HOARDING (IHOTIKAR)

Islam considers hoarding (ih(Jtikar) to be very
abhorring and obnoxious. Hoarding is the practice of
keeping something in store and not bringing the same to
the market so that prices may rise owing to this artificial
dearth of supply in the market.
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Ma ‘mar ibn‘Abdullah (may Allah be pleased with
him) reported that the Prophet (peace and blessings of
Allah be to him) said: no one does hoarding
(inCJtikar) except the sinner. [Recorded by Muslim
(1605), Abi Daud (3447), Tirmid(17 (1267), Ibn Maja
(2154), AhJmad (400/6), Darmi (248/2)]

This tradition means that hoarding is such a known
hateful practice that it is adopted only by a confirmed
sinner. Human nature abhors it and it can be flouted only

by a criminal.
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‘Abdullah ibn ‘Umar (may Allah be pleased with both
of them) reported that the Prophet (peace and
blessings of Allah be to him) said: a person who does
hoarding (continuously) for forty nights abandons

Allah and will be (in return) abandoned by Allah.
[Recorded by Ah[Imad (33/2), HJakim (11/2)]
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‘Umar (may Allah be pleased with him) reported that
the Prophet (peace and blessings of Allah be to him)
said: Allah will inflict with leprosy and poverty a
person who does hoarding of food items from the
masses. [Reported by Ibn Maja (2155)]

The first mentioned tradition announces that a hoarder
is a confirmed sinner/criminal. The second tradition talks
that Allah will forsake a hoarder and the last mentioned
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tradition informs that a hoarder, the criminal, will not
prosper and Allah will punish him severely in this world
too, in addition to the punishment hereafter.

The last mentioned tradition qualifies the word
ihCtikar to hoarding of food items. Ma‘mar ibn‘Abdullah
(may Allah be pleased with him), the companion who
reported the first mentioned tradition, opined that ih[Itikar
refers only to hoarding of food items. However, Islamic
scholars in general do not agree with this qualification of
the word and opine that it refers to all items that are cause
of severe concern and pain to the people in general.
Suffering of masses is not tolerable and hoarding of any
item that causes and adds this grief and misery is not
tolerable.

RIGHT TO EARN PROFIT

This is a very basic question. Who has the right to
gain income and earn profit? What is the basis of this
right? The tradition gives a very short, meaningful and
exact answer. It provides one of the most crucial and basic
principles of business transaction in Islam.
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The Prophet (peace and blessings of Allah be to him)

said: right to earn is linked with risk-bearing (Al

khargj bi’ld[1aman). [Reported by Dar Qutlinz

(53/3), H(lakim (15/2), Tirmid(Ji (1280), Nasa'i

(4490), 1bn Maja (2242)]

This tradition comprises two key words; kharaj and
dJaman. It is useful to understand these key words so that
full meaning of the tradition may be understood and
appreciated.
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Kharaj is something which is due to someone,
something that someone needs, desires or deserves. For
example, tax due to the state like land tax is known as
kharaj. Profit is kharaj because it is due to someone who
needs and desires it. It is paid to him not only because of
his needs or desires as it would be a charity which one
may or may not oblige. But profit is payable to a person
because he deserves it; it is his right.

dllaman, in a dictionary, is referred to as
responsibility, guarantee, warrant, surety, security and
liability.

Liability refers to the risk on account of loss or
damage of something. A person who is responsible for
something carries its liability and risk. The basis of
deserving income out of something means that the person
has the right to possession of that thing. Compensation is
required for transfer of his possession. This compensation
for transfer of the right is kharaj. Alternatively, a person
may transfer his possession out of charity or as a gift,
foregoing this right. Along with the transfer of possession
of something the responsibility and liability (d[Jaman) on
account of that thing is also transferred. So the right to
profit is linked with possession which entails liability and
risk. This is exactly the meaning of the tradition: Al khargj
bi’ldlaman.

Another tradition is more speaking and direct on the
subject.
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‘Amr ibn Shu‘ayb reported from his father who
reported from his (‘Amr’s) grandfather that the
Prophet (peace and blessings of Allah be to him) said:
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there is no profit (Ia ribha) for (the person) that
bears no risk (ma lam yad(iman). [Reported by

Nasa’i: :4629,Tirmid[J1: /1234]

The converse of the above principle is also true. A
person has no right of earning profit on transfer of
something which he does not possess and so has no risk
therefor. So one cannot sell something on which he has no
right to possession and does not carry the consequent risk
on account of damage or loss of that thing. This principle
is elaborated in the following traditions of the Prophet

(peace and blessings of Allah be to him).
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‘Amr ibn Shu‘ayb reported from his father who
reported from his (‘Amr’s) grandfather that the
Prophet (peace and blessings of Allah be to him) said:
It is not permitted to sell what you do not
have/possess. [Reported by Dar Qutlini (57/3),

HOakim (17/2), AhTimad (186/2)]
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Hakim ibn H(lizam (may Allah be pleased with
him) said that he asked, “O Apostle of Allah! A
person comes to me to purchase something which 1
do not have. | purchase that thing from market and
sell to him.” The Prophet (peace and blessings of
Allah be to him) replied: “do not sell something
which you do not have.” [Reported by Aba Daid
(3503), Nasa’rt (279/7), lbn Maja (2187), AhlImad

(402/3), Bayhag (317/5)]
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It is an interesting situation. The question is that
whether a deal is in order where a person sells something
that belongs to any other person, and that other person
agrees to that deal. One group of Islamic scholars opine
that the deal will now become in order. However, another
expert opinion is that the deal is wrong from the beginning
(void ab-initio).

Above mentioned traditions highlight that one should
sell something after its possession. A number of traditions
have specifically forbidden selling food grains before
purchasing them.
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Ibn ‘Abbas (may Allah be pleased with him) opined
that this ruling is true for all other items [Reported by
Bukhari (2135), Muslim (1525)].

However, Islamic scholars have understood and
construed above traditions differently. As regards food
grains, they agree that the sale should occur only after
physical possession subsequent to purchase. Regarding
other items there is a difference of opinions. The question
that arises is regarding the concept of possession itself. It
need not be always physical, as “Constructive Possession”
also entails the risk of loss which is the basis of disposing
something and getting benefit therefrom. The litmus test is
that if a person bears to suffer loss of anything, he is the
rightful owner of that thing and he can sell that. Such a
moment may arrive before that item comes under his
physical possession; that particular possession may be
referred to as the “Constructive Possession.”

CONFLICTING BUSINESS DEALS
Islam stands for clarity in business deals and
discourages all possibilities of confusion. One such case
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forbidden in traditions of the Prophet (peace and blessings
of Allah be to him) is two-in-one deal.

alg ade ) Yo J gl o 108 5500 ) G

Abu Hurayrah (may Allah be pleased with him)
reported that the Prophet (peace and blessings of
Allah be to him) forbade two-in-one transaction.
[Reported by Tirmid(lz (1231), Nasa7 (4232),
Ahmad (432/2)]
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Another tradition reported in Abi Daid adds that the
Prophet (peace and blessings of Allah be to him) said:
if anyone keeps two prices for one product, he

should charge the lower price; otherwise it would
become interest. [Abiz Daid (3461)]

Obviously, forbiddance of two-in-one transactions
would also cover transactions more than two-in-one too.

Every transaction should be complete and its
performance should not be linked to any other transaction.
For example, if one enters into a deal with somebody for
purchase of item ‘A’ on the condition that that person will
sell to him item ‘B’, the transaction would not be correct.
Deal for purchase and sale of both the items ‘A’ and ‘B’
should be done separately without making one a
precondition for the other. This is the exact meaning of
forbidding two-in-one-transaction.

The other tradition relating to keeping two prices of
one product has one simple and straight meaning. The
buyer and seller should know clearly at what price they
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are transacting and the seller should charge the lower price
if he has confused the deal with more than one price.
Some scholars have understood from this tradition that
there cannot be a system wherein the seller keeps different
prices for cash and for credit sale. If the price of a product
is higher in the case of sale on credit than that on cash, the
differential will be interest, according to this
interpretation. Other scholars do not agree with this
interpretation and they justify differences in prices
between cash and credit sales. They even justify different
prices for different credit periods.

The difference of opinion among Islamic scholars, as
mentioned above, has assumed importance owing to the
growth of Islamic finance, particularly Islamic banking.
Not less than two-thirds of the business of Islamic banking
is being done on the basis of mark-up financing
comprising trade finance by murabahlJah(cost plus
contracts) wherein different prices for different
instalments spanning different periods are determined. For
all practical purposes, Islamic finance, as practised today,
IS not possible on the concept of negating this price
differential. What the tradition has described as a wrong
practice is the confusion between buyers and sellers about
the price of a product. At the close of a deal both should
know clearly what they have dealt and agreed. In fact, the
above mentioned tradition has not talked about credit sales
as such. It refers to a situation where the seller is keeping
more than one price for the same product.

Justice Mufti Muhammad Taqi ‘Usmani has described
this opinion as under:

“...at is allowed for the seller, at the time of
bargaining, to say to the purchaser, ‘If you purchase the
commodity on cash payment, the price would be Rs.100/-
and if you purchase it on a credit of six months, the price
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would be Rs.110/-.” But the purchaser has to select either
of the two options....However, if either of the two options
is not determined in specific terms; the sale would not be
valid.” [An Introduction to Islamic Finance; published by
Natamkar Faraq AhlTmed; Chennai, 2011 edition, p. 117]

Justice Taqt ‘Usmant has further opined that the sale
would be valid even in the case where the seller
determines different prices in instalment sales for different
maturity periods and the purchaser chooses one of those.
[Ibid, pp. 117-118]

In short, every deal should be on one-to-one basis,
avoiding any deal with conflicting and overlapping
conditions. Further, price should be determined at the time
of the deal avoiding all possibilities of ambiguity and
confusion.

INTEREST (RIBA) IN BUSINESS TRANSACTIONS

Islam is very emphatic about discouraging interest in
business deals. Once an amount becomes due, it cannot be
increased and no undue benefit in cash or kind or any type
of favour beyond the counter-value can be demanded. All
scopes of offer of price, its negotiation and acceptance are
available before completion of a business deal. But once
the price is determined, business action takes place and
consequently an amount becomes payable by one party
and receivable by the other, no further increase on account
of factors like delay in payment is permitted.

Interest has been prohibited in both the Qur’an and the
traditions of the Prophet (peace and blessings of Allah be
to him).

THE QUR’AN ON INTEREST
The Qur’anic injunctions are in the following verses:
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“That which you give in usury in order that it may
increase on (other) people’s property has no increase
with Allah; but that which you give in charity,
seeking  Allah’s countenance, has increase
manifold.” [30:39]
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“Because of the wrongdoings of the Jews We
forbade them good things which were (before) made
lawful unto them, and because of their much
hindering from Allah’s way. And of their taking
usury when they were forbidden from it, and of their
devouring people’s wealth by false pretences. We
have prepared for those of them who disbhelieve a
painful doom.” [4:160-161]
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“0 you who believe! Devour not usury, doubling and
qguadrupling (the sum lent). Observe your duty to
Allah, that you may be successful.” [3:130]

Al X A WS V) Gsasty ¥ Lo GslG G
Jals Lol Fia ol W) 1 608 agdly U3 () Cpa (i)
Ah 6 43 e Alie 5 55 R LY 3R ) A



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3" Print 21-06-2012

Business Transactions In Islam

sh 0N QL) Al de Gag & Y b0l il L
¥y clliall (5 LI B 3k 275) Q9UA ek
clalial | slas 3 ) gial Gudll &) 276) i S 38 Gl
Cija ¥ agi) s ah 30 agd B3N ) 515 s3liall 1 galdiy
158 1 sial Gl Gl G 277) GsiiAs ab Y3 agae
| slall a1 448 (278) Cuasa R ) GO (e B0 e 13333
a0 320 sy S aE (5 Al gy AU (s iy 15308
o) S8 5 5h (S £ 5(279) Gsallsh ¥ G sallss ¥
(280) Gusalad 538 &) 340 A 1 g8 (3 8 i

“Those who swallow usury cannot rise up save as he
arises whom the devil has prostrated by (his) touch.
That is because they say: Trade is just like usury;
whereas Allah permits trading and forbids usury. He
unto whom an admonition from his Lord comes and
(he) refrains (in obedience thereto), he will keep (the
profits of) that which is past, and his affair
(henceforth) is with Allah. As for him who returns
(to usury) — Such are rightful owners of the Fire.
They will abide therein.

“Allah has blighted usury and made almsgiving
fruitful. Allah loves not the impious and guilty. Lo!
Those who believe and do good works and establish
worship and pay the poor-due their reward is with
their Lord and there shall no fear come upon them
neither shall they grieve. O you who believe!
Observe your duty to Allah and give up what
remains (due to you) from usury, if you are (in truth)
believers. And if you do not then be warned of war
(against you) from Allah and His messenger. And if
you repent, then you have your principal (without
interest). Wrong not and you shall not be wronged.



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3™ Print 21-06-2012

44 Business Transactions In Islam

And if the debtor is in straitened circumstances, then
(let there be) postponement to (the time of) ease; and
that you remit the debt as almsgiving would be better
for you if you did not know.” [2: 275-280]

All the above mentioned verses of the Qur’an can be
understood if we keep in mind that these were addressed
primarily to a nation of traders and it were meant to
contain the wrong practice in vogue of allowing time to
the borrower to repay the loan in return for an additional
amount; thus increasing the loan amount itself. It was
basically a case of business related loan where the
borrower failed to pay in time and he was granted further
time. The loan amount was inflated in lieu of such
postponement of time of payment. We may call the
additional amount the time value of the amount of loan.
Islamic scholars call it riba al-nasi’ah {interest on
postponement/deferment (of loan)}.

INTEREST IN TRADITIONS OF THE PROPHET
(PEACE AND BLESSINGS OF ALLAH BE TO HIM)

In addition to the Qur’anic injunctions the Prophet
(peace and blessings of Allah be to him) prohibited many
other wrong practices. Those traditions may be classified
under following groups:

1. Dishonest business practices;

2. Accepting any reward or benefit from the

borrower; and

3. Interest involved in barter system.
1. Dishonest business practices — Various traditions have
used the word riba (interest) for wrong business practices.
For example, the tradition we noted earlier regarding
keeping two prices for one product says that the seller
should charge the lower price otherwise it would be riba.
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2. Reward or benefit from the borrower — Abdullah ibn
Salam (may Allah be pleased with him) said: if a man
extends a loan to someone he should not accept a gift.
[Reported by Bukhari: 3814]
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The Prophet (peace and blessings of Allah be to him)

said: when one person grants a loan to another and

the borrower offers him a dish (of food) or a ride on

his camel, he should not accept unless the two of

them have been previously accustomed to the

exchange of favours mutually. [Reported by Ibn

Maja (2432]

Obviously such reward or benefit or gift given by the

borrower is not due to the lender and it is an unwanted and
unwarranted addition. Islam distastes all such advantages
given or accommodations provided.
3. Interest in barter system — In the case of exchange
between dissimilar commodities in barter system,
traditions of the Prophet (peace and blessings of Allah be
to him) require that it should be done hand to hand. This
writes off the possibility of futures trading in
commodities. However, where commodities are same the
quantities exchanged should be equal besides being hand
to hand. [Dr.‘Umer Chapra; Prohibition of Interest: Does
it make sense; Markazi Maktaba Islami Publishers, New
Delhi; 2005 edition; pp. 13-14]
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Abz Sa ‘id al-Khudrz reported that the Prophet (peace
and blessings of Allah be to him) said: do not sell
gold for gold except when it is like for like, and do
not increase one over the other; do not sell silver for
silver except when it is like for like, and do not
increase one over the other, and do not sell from
what is away (from among these) for what is ready.
[Reported by Bukhari:2177]
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The Prophet (peace and blessings of Allah be to him)
said: gold for gold, silver for silver, wheat for wheat,
barley for barley, dates for dates and salt for salt —
like for like, equal for equal and hand to hand. If the
commodities differ, then you may sell as you wish,
provided the exchange is hand to hand. [Reported by
Muslim:1587]

As barter system is not prevalent these days, we do
not go deeper in the discussions that the scholars have
done on above traditions. Suffice is to say that that at the
time of the Prophet (peace and blessings of Allah be to
him) both barter system and monetary system were in
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vogue. He preferred the monetary system and taught that
where goods are to be exchanged with each other they
should first be sold and then the item required should be
purchased from that sale proceed.

TEACHINGS OF ISLAM ABOUT BUSINESS
TRANSACTIONS AT A GLANCE
Business transactions are done with mutual consent
(tarad(17) for mutually exclusive benefits where every
party stands to gain. In order to ensure this object Islam
has forbidden certain aspects. Certain products and
services are made taboo. There cannot be any trading
involving those items, despite mutual consent. Besides
these forbidden (hiJaram) products and services certain
other principles have been provided by the Qur’an and the
traditions of the Prophet (peace and blessings of Allah be
to him) that have to be adhered to. Islamic approach is that
everything that has not been forbidden is permitted. If one
knows what is proscribed, he is aware of what is
prescribed.
Following are the forbidden business transactions and
related principles.
1. Causing harm or getting harmed (dCarar)
2. Misleading the other party (gharar)
3. Gambling (maysir and gimar)
4. Lack of material information leading to dispute (jahl
mufdO7 ila al-niza )
Misrepresentation and causing wrong impression about
the product (tadlis)
6. False description of goods (taghrir)
Excessive profiteering (ghaban)
8. Impressing buyers by gestures and sales talk/ art of
deceit (khilabah)
9. Hoarding of food grains and essential items (ih(tikar)

o

~



D:Shamim\Rizwan 2012\Business Transactions in Inslam.doc 3™ Print 21-06-2012

48 Business Transactions In Islam

10. Two-in-one transaction (bay ‘atayn fi bay )

11. Option of recalling deal and getting compensation for
loss (Khayar): This option is available to a party who
is sufferer on account of any wrong transaction

12. Profit without corresponding risk/authority/possession
(kharaj without dilaman). It covers the cases where
the product is not existing (bay ‘ma ‘dizm) or it is in the
possession of any other person (milk al-ghayr).

13. Interest (riba)

Islam stands for welfare of human beings and the above

mentioned provisions are meant to ensure justice for all so

that the desired prosperity in human society may be
achieved.
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