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Spread wheat on mountains so that people wounld not speculate that bivds
starve in the lands of Muslims.
Umar ibn Al-Khattab,
The Second Khalif
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PREFACE

The regulation and institutionalization of the borrowing transactions has
been done only a few centuries ago. The sector that first emerged in the
West has spread all over the world in a way to meet the financial needs of
the real sectors, also contributing to the development and growth. A small
margin in the growth rate leads to dramatic gaps between the welfares of
the nations. For this reason, growth is extremely crucial for a society to
keep its prosperity. Economists focusing on this issue have investigated
the dynamics to analyse the impact of technological developments upon
growth. It is unrealistic to expect that an economy where technology
fails to provide sufficient contribution will attain stability in the long run.
Technological development depends upon promotion of new investments.
The financial markets are now growing fast due to the advanced technol-
ogy used in communication. The financial system provides the funds for
the investment projects needed for further development.

Particularly the studies analysing the developments after industrial
revolution are focused on the contribution by the financial markets to
the physical capital stock because the technological investments affect-
ing the efficiency of the production factors can be made through finan-
cial capital. For this reason, in an economy where the financial markets
do not operate well, a productive and competitive real sector cannot be
expected. In a well-operating financial market, the borrowing transac-
tions are also competitive because the interest rate is determined theo-
retically by the balance between supply and demand of the loan in a free
market. At the optimum equilibrium, if the financial resources are used
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wisely, the physical capital stock increases and makes contribution to the
competitiveness of the economy.

The importance of the financial sector becomes clear when all the sec-
tors are affected by the malfunction of the system. At times when proper
solutions are not offered, the problems turn into structural flaws, taking
the economy to deeper crises. For this reason, the relevant institutions,
monitoring the economic developments, take measures to regulate the
system. A quick look at the history of economy in the world tells us that
the adequacy of the conventional measures remains controversial. It is
not possible to argue that the interest-based conventional measures have
worked well to resolve the economic issues. Major crises still emerge,
affecting the lives of billions all around the world and exacerbating the
global poverty. Despite this, nothing has been done to offer an alterna-
tive up until recent decades.

The global crisis in the American financial markets in 2008 has deeply
affected the world. On the other hand, the good performance of the
Islamic finance has attracted attention during the crisis. For this reason,
it has become a major discussion in the Muslim world and the Western
countries. The debates in the Muslim countries (most of which are devel-
oping nations) have been focused on a wide range of issues including the
legal status of Islamic finance and the managerial performance.

Some Muslim scholars argue that Islamic finance is nothing more than
a slightly different version of the interest-based conventional system; but
those who subscribe to a moderate view are of the opinion that it is a
promising alternative financial model that may contribute to addressing
the gap between the Muslim world and the modern developed world.
Both approaches offer solid arguments; the first group of scholars refers
to the technical details in the Islamic law because the Islamic financial
institutions in the different parts of the world have to comply with the
rules of a secular legal system. This often leads to complexities and issues
because of the detailed approaches employed in Islamic law.

Obviously, a financial system that does not make any major dif-
ference cannot be expected to serve as an alternative. For this reason,
the ability of the Islamic finance to hold its potential of serving as an
alternative depends upon its capability of growing further and prov-
ing its success in the markets. A moral alternative can be offered only
if its remains attached to the main precepts of Islam. For this reason,
it has to observe major priorities including protection of the environ-
ment, loss- and profit-sharing and a balanced approach to the markets.
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If these main principles are eroded, it will eventually lose its popularity
and assertion of becoming an alternative to the conventional model even
if it is still successful in terms of contribution to development and real
sector. This has to remain one of the priorities of the sector in differ-
ent parts of the world. Given that major breakthroughs have been per-
formed in the Western world and that the Muslim nations have remained
mere bystanders, the importance of a successful Islamic finance becomes
clear. In case of stable success, the Islamic finance may become the global
brand of Islam. One of the goals of this study is to contribute to this
process.

Istanbul, Turkey, 2017 Dr. Murat Ustaoglu
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