ISLAMIC BANKING




Interest-free banking

Sorme fnancial nseitutions do ot charge interest on loans or pay nterest o savings,
ecause 1t 5 against ceeeaan ethical or religtous belets, For example, in Iskanuc countries
and major financialcentres there are Ilamic banks that offr nteest-{ree bankm,




[slamic banks do not pay interest to depositors or charge mterest 10 borrowess. Instead
ey invest in companics and share the profts with their depositors. Investment Anancing
and trade hinancing are done on a profit and loss sharing (PLS) basis. Consequently the
lunl\s their depositors, and their borrowers also share the risks of the husiness. 1 hisforn
of hmancing is similar to that of venture capitahsts or risk capitalists who buy the shares
o new companics. [See Unit 28}




Types of accounts

Current accounts in Islamic banks give no return = pay no interest — 10 depositors, They
arc a safekeeping arrangement berween the depositors and the bank, which allows the
depositors to withdraw their money at any time, and permits the bank to use this money.
[slamic hanks do not usually grant overdratts on current accounts, Savings accounts can
pay a rerurn to depositors, depending on the bank's profitability: that is, its ability to carn
a profit. Therefore the amount of return depends on how much profit the bank makes in
a given period. However, these pavments are not guaranteed. There 1s no fixed rate of
return: the amount of money the investment pays, expressed as a percentage of the
amounr nvested, 1s not fixed. Banks are caretul to invest money from savings accounts in
relatively risk-free, short-term projects. Investment accounts are fixed-term deposits which
cannot be withdrawn before maturity. They receive a share of the bank’s profits. In
theory, the rare of return could be negative, if the bank makes a loss. In other words, the
capital 1s not guaranteed.



Leasing and short-term loans

To fnance the purchase of expensive consumer goods for personal consumption, lslami
banks can buy an item for A customer, and the customer repays the hank at 4 higher price
later on. Or the bank can by an item for a customer wirh a leasing o hire purchase
attangement, (See Unit 24) Ano rhtrpmthlm 5 ot the bank to lend money withour
ntetest but to cover is expenses with a service charge,
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Conventional banks

» Pay interest to depositors

¢ Charge interest to borrowers

v Lend money to finance
pergonal congumption (oods

lslamic banks

* (3ive no return ON current accounts; share
profits with holders of savings accounts and
investment accounts

¢ Share borrowers' profits (o losses)

¢ Buy tems for personal customers With @
leasing or hire-purchase arrangement



Match the two parts of the sentences. Look at A opposite to help vou.

1 The basic feature of Islamic banking

2 Instead of charging and paying interest

3 Depositors in Islamic banks

4 Businesses that borrow from Islamic hanks
5 Islamic banks operate 1 a similar way

a do not receive a fixed retum.

b have to share their profits with the bank.

¢ Islamic banks and their customers shave profits and fosses,
d 1$ that 1t 1s interest-free,

e to venture capnalists who buy companies’ stocks ar shares.




1d. 2c. Ja, 4h, 5¢




Which of the following statements could be made by customers of Islamic banks and
which |Jy' customers of conventional banks? Look at B OPPOSILE 10 [lli‘lp vOLL

b s o I

1 |
[ get 1.5% on my current account and 3% on my savings account,

2 f‘r e ' —-— -\
[ get a variable rate of return on my savings account, depending on the

\ bank's profitability.

i




]
[f I open a hve-year imvestment account, I won't he able to withdraw my

money during this periad, but Twill veceive a share of the bank's profirs.

i
| They offered me an overdraft of up ro one moneh’s salary,
5 | o !
If the bank makes a loss I could lose part of my savings.

L —




Customers of Islamic banks; 2, 3
Customer of conventgonal lunks. ,




Make word combinations using a word from each box, Then use the word combinarions
to complete the sentences below, Look at A, B and C oppasice to help vou,

—
investment capitalists
service capilal
risk charge
working account
L ]
1 All businesses need e for everyday purchases and experses
2 I don’t pay interest but the bank adds a. a. — _TO cover its expenses.
3 Islamic banks are like the L whm bu}* thc shares of new companies,

4 The hank pays me some o it plrjﬁlh o the money | have inmy _



ivestment account
service charge

sk capitalists
working captial

| working capital
2 service charge

3 sk capitalists
4 investment account
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