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Abstract
Endowment is one of the major sources of charity and securing the assets
to exist for eternity. There are three participants in endowment, the trustee, the
endowed, and the beneficiary, Each one has different objectives, the beneficiary
looks for short - term maximum gain, the trustee looks for medium term cash
flow, and the endowed looks for the long run. The direction of decision should
bein favor of the endowed.
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Abstract

Lease has been considered as a form of financing that has many financial advantages
over other means of financing. This type of financing is attractive with companies that

are under financia restructure or low ability to barrow finance its operations. Always
the lease and purchase decision taken in light of the highest positive net present value.

In an Islamic economy as applied in Saudi Arabia, The lease decision varies in
application in a joint venture project. There are two types of taxation applied in these
types of companies. The first is zakat on Saudi and gulf partners, and the second is taxes
on foreign partners the evaluation between two partners will differ as a result of tax
treatment.
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The Gold, Dallar, Euro, Islamic Dinar and Endogeneity of M oney:
Conceptual Framework and Empirical Evidence

Summary and Conclusion

The speaker addressed the following five issues:
- The fractional reserve banking system and how it creates instability in the
financial system.

- The concept of narrow banking and how it dosdy resembles the Islamic
banking system.

- The role of international currency with special emphasis on the dollar and
Euro.

- Comparison and contrast between the Euro, the dollar and the gold
standard with an emphasis on how the weakness of fiat unbacked money leads
to anatural inclination on Islamic money.

- The weakness of a flexible monetary system and how a fixed or gold
standard leads to a stable international monetary standard.

- The merits of an Islamic bimetallic system, and how it can be implemented
by the Murabitun.

- The debate on exogeneity and endogneity of money, it provides empirical
evidence from Iran and Pakistan, the two Muslim countries which have
officially declared to run their banking system according to Islamic Shariah.

There are many factors in determining whether a currency will be used in
other countries. These factors include openness and size of the economy, the
macroeconomic policy environment, and the stability of financid markets. After
World War 11, al these factors boosted the U.S. dollar as a preferred currency of
internationa markets. There has been a gradual shift away from the dollar in the
last few decades with the emergence of Germany and Japan as mgjor economic
powers and with their markets opening with great earning potential, causing a
decline in the dominance of the dollar. Even with such a decling, the dollar
remains the most important internationa currency.
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The introduction of the Euro on New Year's Day in 1999 economically
integrated an area, Europe, roughly the size of the United States economy,
providing for the first time a potential challenge to vs Dallar's dominant role as
the world's mgor international currency. Its presence has been fet in the
international securities markets, with the greatest surge experienced in 1999.
For example, the Euro captured 32.9 percent of international money market
instruments in 1999 as compared to the previous Euro-legacy currencies, which
accounted for 17.2 percent of the same market in 1998. Despite a dedine in
2000 of the Euro's share of international debt securities, the Euro iswiddy used
as an aternative to the dollar in these markets.

It is expected that the use of the Euro will increase with respect to the dollar
especidly as financial markets in the Euro-zone become more integrated and
more liquid. This expectation will occur gradualy given that transaction costs
are lowered over time as the use of the currency increases in internationa trade
transactions. There are immediate benefits with the introduction of Euro. To
begin with, stability within the Euro-area has increased the costs to businesses
associated with exchange rate risk and fluctuation has been removed, and
economic growth has been promoted. Growth in the European economy
translates to new opportunities for U.S. business. The Euro will also have the
unusual quality of not being issued by a single sovereign government. Along
with this historical precedent, a part of Europe will have the same currency for
the first time since the Roman Empire.

In order to benefit from a currency used internationally, there are uses that
must be satisfied by the currency. These uses are: as an invoicing currency (to
aleviate costs undertaken by that country on the import side); as a reserve
currency (to reduce that country's government's costs to borrow funds); and as a
substitute currency (to provide seignoriage benefits which may be offset by the
cost of instability). Given these roles of a currency as an international currency,
the financial benefits derived from theseroles are not entirely clear.

Empirical results show that money supply can be an independent stimulus to
the economic activity. VBCM Granger causality tests show that money is non-
neutral in the short-run, which is consistent with Keynesian and Monetarists
macroeconomic paradigms. Monetary policy can contribute to the price stability
in Iran because the variations in price level is mainly caused by its own
innovations, and not from real output or money supply. The absence of any
significant Granger-causality from real output to pricelevd suggeststhat excess
aggregate demand generated by the increase in income be quickly absorbed by
an increase in money supply. The Central bank can easily accommodate the
government expenditure on socidly projects with an accommodating monetary
policy. We suggest in this paper that money matters, but monetary policy by
itsef is not effective unless there is a co-ordination of fiscal, exchange, trade
and monetary policies.
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The proponents of the monetary union have suggested that it will do much
to integrate a region's commodity, factor and capital markets. By increasing
regional-wide competition and revolutionizing financial markets, it will
encourage regiondization, mergers and takeovers in the Islamic countries
banking sector and business firms. However, monetary union also has costs.
Although the introduction of a single currency will simplify trade between
Idamic countries, each country will give up the ability to use monetary policy
to influence its economy. No individua country’s centra bank will be able to
set monetary policy independently. And no country in the Islamic Monetary
Union will be able to adjust its exchange rate vis-a-vis the others. The optimal
currency theory suggests three alternative responses to asymmetric shocks. The
first is labor mobility - workers in the affected country must be able and willing
to move fredy to other countries. The second is wage and price flexibility - the
country must be able to adjust wages and prices in response to an economic
shock. The third is the presence of an automatic mechanism for transferring
fiscal resources to the affected country. Even a casual glance at these countries
would indicate that none of these conditions is met in a proposed Islamic
monetary union. There are serious cyclical and structural variations among the
economies in the Union. Labor mobility is extremey limited not just between
Idamic countries, but within them too. Strong labor unions have also
contributed to wage rigidity.

To counter the argument that unbacked currency is more effective in
preventing and fighting recessions since the money supply can be controlled
more easily than the demand for/and supply of gold, El Diwany (1999) counters
thet it is the banking system's power to create and destroy money that causes
monetary volatility. The state would not have to correct the problems if the
banks did not create them in the first place. The globa supply of gold has
increased by an average of less than 3% per year over the last 250 years. The
proponents of gold standard state that they are not in favor of a gold-backed
currency, but rather of gold and silver being the currency. They dismiss the
comment that there is only so much gold and silver in the world by saying that
"Allah has provided man with enough resources to last until the Day of
Judgment". The growth of the economy that resultsin higher prices for gold and
silver rd ative to other goods, in other words deflation is not bad since the most
developed economies are growing at the rate of less than 3% and such gradua
growth would only lead to gradual deflation. To bolster this argument, they
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offer the example of a chicken costing a dirham during the early days of Islam
which is about what it costs today. No fiat money has ever held its value so
well.

Islamic dinar will cregte a stable financial system. Stability in the value of
money is an indispensable goa in an Islamic economy. Maintaining a unit of
value without inflation-deflation is the most important aspect of a gold standard.
The Bank of England maintained a gold standard from 1717 to 1914, while the
United States maintained a gold standard from 1914 to 1971. From 1971 to the
present, the world witnessed the worst fluctuations in the value of its currency.
Trading money for money is prohibited in Islam. Currency trading can be
stopped if the world is back to gold standard. If the world is on gold standard,
there is essentially one currency. By establishing an Islamic Dinar, the Islamic
World could diminate currency fluctuations and establish a fair and stable
financial structure in the world. One first step the Islamic countries can do is to
guate the prices of primary commodities in Idamic Dinar with the rest of the
world. Since 1945, dollar is the invoicing currency for oil. If OIC countries
demanded their oil payments in the form of Islamic dinar, all the strengths and
purchasing power that dollar gains form being the OIC ail producer’s invoicing
currency would switch to Islamic dinar.
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SOME ISSUES IN SHARI ’AH COMPLIANCE & REGULATION
OF ISLAMIC FUNDS

The number of players in the Islamic funds industry has aready crossed
three-digit mark with a variety of funds appearing on the scene, such as, equity
funds, lease or ijara funds, real estate funds, commodity funds and the like. Of
these, equity funds seem to have caught the fancy of the Muslim investor. This
presentation mostly focuses on the criteria for Shariah acceptability of assets for
inclusion in such equity funds.

Criteria for screening of stocks to be included in the universe could be
positive or negative. Positive criteria imply that a company may be given
greater weight in portfolio construction for factors, such as, a good record for
quality products, safety, staff management and customer relations; involvement
in environment improvement, pollution control, sustainable woodland
management and energy conservation and the like. Negative criteria means the
excluson of companies from the universe based on certain criteria. Islamic
funds have generally used negative criteria and excluded producers of alcohol
and pork-rdated products, providers of conventional financial services
(banking, insurance, etc.) and providers of entertainment services (hotds,
casinos /gambling, cinema, pornography, music, etc.). Tobacco manufacturers
and defense and weagpons companies although not strictly forbidden for
investment under Islamic Law, are excluded as well. Apart from the main line
of activity that must not be forbidden in the eyes of Shariah, Islamic funds have
also been using a financia screen to exclude a company that rely on excessive
interest-based debt and derive a significant portion of their income from
interest. However, the nature of such screens have also undergone changes over
time and the criteria used in such screens are often not free from controversy.

Let us take the example of the DOW-JONES Idamic Market Index screen.
Thescreen inits current form appears as follows:

Exclude companies that have unacceptabl e lines of business;
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Exclude companiesif;

Total Debt divided by Trailing 12-Month Average Market Capitalization is
greater than or equal to 33%. (Note: Totad Debt = Short-Term Debt + Current
Portion of Long-Term Debt + Long-Term Debt)

The sum of Cash and Interest Bearing Securities divided by Trailing 12-
Month Average Market Capitalization is greater than or equal to 33%.

Accounts Receivables divided by Total Assets is greater than or equal to
45%. (Note: Accounts Receivables = Current Recelvables + Long-Term
Receivabl es)

Magjor changes that have taken place in the screen over recent past. One of
the financia criteriainitially was:

“Exclude a company if interest income is more than 9% of their operating
income”;

This was subsequently changed to:

“Exclude a company if non-operating interest income/ revenue = or > 5%

Apparently, this was called for considering the anomaly that if a company
has non-operating interest income but the net income is negative, it is excluded.
However, a company with negative net income while there is no non-operating
interest income may still beincluded.

This criterion was again replaced subsequently with:

“Exclude a company if the sum of Cash and Interest Bearing Securities
divided by Trailing 12-Month Average Market Capitalization is greater than or
equal to 33%.”

This naturdly implies that the DJM screen or the DJIM criteria or other
similar ones are a subject matter of continuous change in the light of new
insights and that these should not be taken as “divine” rules of Shariah
compliance. To cite an example, the one-third rule used in the screen seems to
be based on the hadith:

The Prophet PBUH advised Abu Bakr RAA not to donate more than One-
Third of his weath, and commented that "One Third is too much (Al Thuluth
Katheer)".

Isit an out-of-context use of the hadith? Or does it involve an out-of-context
use of the following fighi rule?

“Whether a commodity that is part gold and part brass qualifies as gold for
purposes of applying the rules of riba is resolved by the percentage of gold in
the commodity, i.e., if greater than athird, it is"gold."



AY e Y Jlpm

Arguably, the one-third rule could be applied to other ratios as well. There
is indeed arbitrariness over applying the one-third rule (even if it is a correct
application) to a specific ratio.

It may aso be argued that replacement value of assets, and not market
capitalization may be a better denominator to determine the nature of a mix.

Ancther point that needs to be emphasized is that practicd implications of
the DJIM ratios may not be very ideal for Muslim investors. A blind application
of the rule would provide the following trading strategy:

Buy High as Share Prices Rise

Sdl Low as Share Prices Fall

This obviously would not be very healthy. Rules must therefore, be different
for good times and bad times.

Some Shariah scholars would like to offer these as “interim” solutions. We
would like to add a qudlifier to these. The “interim” solutions must not be
“arbitrary” solutions involving a great degree of “subjectivity.” For example,
consider the subjectivity involved in the screen prescribed by the Malaysian
Securities Commission Shariah Council. The screen requires inclusion when;

public perception or the image of the company must be good; and the core
activities of the company haveimportance and maslahah to the Muslim Ummah
and the country, and the haram eement is very small and involves matters such
as uruf and the rights of the non-Muslim community which are accepted by
Idam.

Last, but not the least, is the issue of purification. Shariah scholars
associated with many of the funds suggest that it is impossible to identify a
stock where the company has zero leverage or (pays or receives) zero interest.
Therefore, they suggest that a fund can invest in companies with less that one-
third leverage-rdated ratios and purify its income by donating the interest
income received to a charity. An issue related to this suggestion is that such
donations to charity do not fall in the category of zakah or sadaqa. Therefore, is
it a“‘convenient” solution to a mgjor fighi problem? Needless to say, there must
be no interest income “by intention.”
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