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RIBA: PRINCIPLES AND DIVISION

RESOLUTION

The Shariah Advisory Council (SAC) resolved that riba is one of the main
criteria causing securities of listed companies to be excluded from the
SAC-compliant list. The Islamic Instrument Study Group (IISG), at its 5th
meeting on 23 August 1995 resolved that securities of a company whose
operations and main activity are based on riba are not halal. Examples are
merchant banks, commercial banks and finance companies.

INTRODUCTION

Islam forbids riba in economic and financial activities. This is based on
arguments in the Quran and the Sunnah. Many verses in the Quran clearly
oppose riba. Allah s.w.t. clearly states:

Meaning: “O you who believe! Fear Allah, and give up what remains
of your demand for riba, if you are indeed believers. If you do it not,
take notice of war from God and His Messenger. But if you turn back,
you shall have your capital sums: deal not unjustly, and you shall not
be dealt with unjustly.”

(Surah al-Baqarah: 278–279)
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The threat of war as stated by Allah s.w.t. in the above verse shows that riba
is an activity prohibited by Allah s.w.t. Muslims must purify themselves and
avoid these activities.

Riba in Arabic means something that has increased,218 but it does not mean
that everything that increases is riba, according to Islamic jurisprudence. As
narrated by al-Tabari, riba, was commonly practised during the jahiliyah
(pre-Islamic times) period, for example buying on credit. When the period of
credit expired and a buyer could not settle his debt, the seller would extend
the loan period and increase the amount of the debt.219

DIVISION OF RIBA

In general, riba is divided into two categories:

(a) Riba qurudh is riba that occurs through debt/loan; and

(b) Riba buyu` is riba that occurs through trade.

Riba Qurudh Concept

According to al-Jassas,220 riba as practised by the Arab Jahiliyah came in a
few forms. When the verse prohibiting riba was introduced, the practice of
riba was still being carried out. Riba qurudh involves lending money and
imposing interest. Among the forms of riba practised are as follows:

(a) The debtor borrows a certain sum for a certain period according to
the agreed terms; the debtor must pay back more than the capital
sum or loan;

(b) A creditor gives a periodic loan and earns monthly interest. The loan/
capital sum lasts until the period of expiry. Upon expiry, if the debtor
fails to pay back the capital sum, the period to pay back will be
extended. The creditor will continue collecting interest until the new
expiry date. In other words, this type of riba is more like money lending.
In other words, the money supplier lends his money to earn interest
every month, until the period expired; and

218 Fairuz Abadi, Al-Qamus al-Muhit, Dar al-Fikr, Beirut, 1995, p. 1158.
219 Ibnu Jarir al-Tabari, Jami` al-Bayan, Dar al-Fikr, Beirut, 1995, vol. 5, p. 140.
220 Al-Jassas, Ahkam al-Quran, Dar al-Ihya’ al-Turath al-’Arabi, Beirut, vol. 2, pp. 183–189.
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(c) A trader sells his product with payment deferred to a specific period.
If the buyer fails to pay within that period, the period will be extended
by increasing the interest on the product price.

Upon close examination, the type of riba qurudh prohibited by Allah s.w.t. is
similar to activities practised by commercial banks and conventional finance
companies. This is because banks or institutions give out loans and obtain
interest from the loan.

Riba Buyu` Concept

Riba buyu` occurs in the trading of ribawi products as stated by the Prophet
s.a.w. in his hadith:

Meaning: “Exchange gold for gold, silver for silver, grain for grain,
barley for barley, dates for dates, salt for salt in the same amount and
of the same type and must be handed over in an `aqd ceremony. If
what you have exchanged differs in type, you can trade according to
your wishes but it must be done on the spot.”221

It covers two types of riba; riba nasi’ah, trading in which the settlement is
deferred and not done on the spot and riba fadhl which means unlawful
excess gained in any exchange of ribawi products.222

In the above hadith, the Prophet s.a.w. explained a way to trade the goods
categorised as ribawi products, such as gold, silver, grain, barley, dates and
salt.

In general, all ribawi products mentioned in the above hadith can be classified
into two categories. Any product possessing similar features can be classified
according to the type of riba product. The two categories are, medium of
exchange and non-perishable staple food.223

221 Hadith narrated by Muslim.
222 Al-Sowi, Musykilah al-Istithmar, pp. 333–354.
223 Islamic jurists held different opinions on the categories of riba. What is mentioned here is based on the

dominant opinions of the Maliki Mazhab.
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(a) Medium of exchange – this refers to gold and silver which are used to
measure value because of their strength to back currency. For example,
gold has long been used to back the reserves of a country, as well as
the issuance of currency. Therefore, currency is classified as a ribawi
product because it acts as a measure of value. Money is commonly
used to measure something of value (property); and

(b) Non-perishable staple food – represented by grain, barley, dates and
salt, used as staple food in a certain area and can be kept for a long
time. In the Malaysian context, rice would be included as a ribawi
product.224

Riba buyu` can be avoided as explained by the Prophet s.a.w.:

Meaning: “The same amount and the same type of goods must be
surrendered at the `aqd ceremony. If what you exchange is different
in types, then you can exchange according to your wishes but it must
be on the spot.”

Based on the hadith above, Islamic jurists have set down specific conditions
for trading ribawi products with similar `illah and type as follows:

(a) Exchange must be of the same weight or measure; and

(b) Settled on the spot and handed over in an `aqd ceremony.

If the exchange involves ribawi products of a similar `illah but of different
type, such as the exchange of gold for silver, it must fulfil just one condition,
that it must be done on the spot and in an ̀ aqd ceremony but does not have
to be of the same weights and measures. Such conditions do not apply if the
exchange involves different ribawi products of different categories, such as
the exchange of a medium of exchange with staple food or with non-ribawi
products or similar non-ribawi products.225

224 Al-Sowi, Musykilah al-Istismar, pp. 343, 347. Rafiq al-Misri, Masraf al-Tanmiyah al-Islami, Muassasah
al-Risalah, Beirut, 1987, pp. 163–167.

225 Al-Sowi, Musykilah al-Istismar, pp. 343, 347. Rafiq al-Misri, Masraf al-Tanmiyah al-Islami, pp. 163–167.




