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ABSTRACT

At present two types of banking system exist. The first is the
interest-based conventional banking system, the second is the
Shariah-based Islamic banking system. In these two types of
banking system, two different types of financing methods are
practiced based on their respective basic principles. The former
follows and practices the loan-based interest-oriented financing
system and the latter follows the loan-free interest-free financing
system. There are three types of Shariah-approved financing
methods practiced in the Islamic banking system; a. purchase and
sale-based financing method; b. partnership in profit and loss- or
equity-based financing method and c. lease or rent-based
financing method. This article has analyzed the nature of equity-
based financing system in Islamic finance, and the purpose of this
article is to highlight the relative supremacy of equity-based
financing system for profit and loss. The article has been prepared
in line with analytical and descriptive methods. From the article it
has been established that equity-based financing model is one of
the most effective financing systems in igtisad. Equity-based
financing model may play a leading role in establishing a debt-
free interest-free financing system.

Keywords: Musharaka; Mudaraba; Equity based Financing; Loan-
based Financing; Interest-based Financing
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Equity financing is the process of raising capital through the sale
of shares. Companies raise money because they might have a
short-term need to pay bills or they might have a long-term goal
and require funds to invest in their growth. By selling shares, they
sell ownership in their company in return for cash, like stock
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Equity financing means selling a stake in your company to
investors who hope to share in the future profits of your business.
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Mudaraba is a partnership in profit whereby one party provides
capital and the other party provides labour. W€l WA ZCaAr
TAIFR WA, @R GF AF YL @ (A7 QR W4T 5F &%
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A form of partnership between the Islamic Bank and its clients
whereby each party contributes to the capital of partnership in
equal or verifying degrees to establish a new project or share in an
existing one, and whereby each of the parties becomes an owner of
the capital on a permanent or declining basis and shall have his
due share of profits. T THER AT IR AFFT WL OF G
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In an equity-based banking the depositors are expected to gain
much more than they are receiving today in the form of interest.
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By operating on a system of profit and loss sharing in its evolved
state, it insulates on the analogy that if the economies enter into
recessionary or deflationary phases, the principles of profit and
loss sharing minimizes defaults. TR FFARBR o7 @3fSo
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Given the prohibition of interest, no one will be agreeable to

advance a loan...for unnecessary expenses of the borrower. 37
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The basic principle of Islamic finance is participation. Z3eSt
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Given the prohibition of interest, no one will be agreeable to advance

a loan for his profitable projects. 37 & 21 O (1 TSP LFH
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By operating on a system of profit and loss sharing in its evolved
state, it insulates the society from the debt-mountain. ‘Z3@TSt
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... by operating on a system of profit and loss sharing in its
evolved state, it insulates the society....on the analogy that if the
economies enter into recessionary or deflationary phases, the
principles of profit and loss sharing protects the states....from the
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... given the prohibition of interest, the profitable ventures, on the
other hand, will be designed on the basis of equitable participation.
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The true alternative to the interest is profit and loss sharing (PLS)
based on Musharakah and Mudarabah. 1% 8 @iRRT fefes wre-
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Mudaraba and Musharaka are two such financial instruments based
on the profit-and-loss sharing system, where instead of lending
money to an entrepreneur at a fixed rate of return, the financier
shares in the ventures profits and losses. AT 8 TR AR U3
TSR 11 8 Fe O F(F (7 T (The Economist 2001, 9-10)
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The resurgence in Islamic finance worldwide is seen by some
simply as a reflection of the global economics discernible
transition from bond-based to equity-based finance. RIS
i T (A IFeHiefesr admm IzR JFede [y wdfifers
Jofefer Wi IRT (AT Fehfcfes wffs T FARERS
fsTemTE- (6 (¢ [THBE 9OEs @A (Moore 1997, 73) |
TepfeTes = SICAT S FCACRH,
Although this long term shifts from a bond-based to an equity-
based financial system accords in many respects with Islamic
economic principles, it is a trend which is by no means confined to
the Islamic world and which is increasingly being championed

globally. Jfefes =iffs g e IFrefhHfefers wifdfes azT

FAVET @3 WY (T afewr ave e (@t T Sdiafes

Tt e Ao, © @ @RSl @A TN giEres

AN (123 IR O GAIGAN I A oy [ 2w ey

(Moore 1997, 73) |
o e @ 3FRifefed WA ANAER J[IOMNE A
JEILT I, TFTeffefed LT Aafe GG TFe Ty Tafe |
IRT G omfer ST AR Aol ¢ HNFeHAA Afs I
AP TN W A @ @3 Agfey AL WG TSI ANQT
TAMCT @ FIIRACE BT FLAoF FIT@NT A0F Tow A0 | are
A ARG GF-ANQE GifRwAr =79 &7 932 e @ N 77T
Foq T© (AF T AR | W FRC NEE AEAT G GATATNCAT
ST I TR,

Presents a powerful case against the debt-based money system; his

solution is highly creative and shows the scope for thought outside
the normal parameters of monetary reform. ¥fefes wifde FagH
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Industreis in Islamic Banking and Finance-4 mftaces, et
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fafeq oo I I et Tiffe 2R | Monetary management in
an Islamic economy SINF « AT Mohsin S khan and Abbas
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As shown in a recent paper by this system of investment deposits
is quite closely related to proposals aimed at transforming the
traditional banking system to an equity basis made frequently in a
number of countries, including the United States. s @b
ARENT (AT (oItg, @ «@wa Qe omafet @ w@me [fqems
VAR M Y[3 T TS, @A e iR afore
a3 TFrefefes ifam Tafore FoMme FF AT velcr FEAG 7R
g M @ «FEF s (7T AR (Khan and Mirakhor 1994) |

Q IATE SR THAAN I,

Thus, the equity-based banking is not something proposed by the
Islamic circles alone. It is being suggested also by some non-
Muslim economists on purely economic grounds. 3Fr3fbfefes
YIRFGIZE LB (T TN TR T AR GG ST o
TX; [ ooy -Pifer wdifsfane fpam widtafss Ifea fofere @
! AT A AR (Usmant 1999, 133) |
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tE (Nabi and Islam 2015) | S MR QEWR CAICARIER
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Many mistakes will be made. When new paths are trodden, the
way is sometimes uncertain.Some will be harts-pressed when the
actual exchange value of their investments becomes apparent.
Yeifefes LR I7F (AT THEBIO[GT FLRT Fo18T I ==
TI-EIE ZQ, To Y @ FIAE FIFS ATHTOR SFF oL
THRNE ARFCE A | e JIYR FAWEE  +F  Rfqeswsiima
ffcICes ae [ 3o 749 Fhge 20 o4 (F€ (€ Ge1F Fhoq
TR 20O 2MI-GF 5F (Tomlinson 1993, 115-118) |
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The arrangement of Musharaka is more likely to pass on losess of
the business to the financier bank or institution.This loss will be
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passed on to depositors als Risk of Transactions outside of the
Banking Channels, thus their savings will be used in transactions
outside the banking channels. Risk of not to Contribute to the
Economic Development at National Level. ¥ G SN
G (R ©f o @pimrer ¢ =i efosiam e7m sife
(ST AT AR | 07T G CTIFATT ST WO 8AS
TICF | I A1l TS 30 BT TR Y Cofd =70 | prefve Aiwes
IAWBE@ T @ AW O @GR A 99 (O TF PO
FTHATE L SO TSI A AT ' (Usmant 1999, 210) |
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