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The Riba-Based Environment

and Its Impact on the Activity of Islamic Banks

By: Mahmoud Fahd Mahedat

Abstract

The idea of Islamic banks emerged as an alternative to conventional banks, entirely ex-
cluding interest from all their banking transactions. However, they faced numerous obsta-
cles that collectively formed a riba-based environment. This environment caused the prac-
tical experience of Islamic banking to deviate from its original, authentic activity, which
is long-term investment such as Mudarabah (profit-sharing) and Ijarah (leasing), etc., and
confined it to short-term activities, mostly restricted to Murabahah li al-Amir bi al-Shira’
(cost-plus sale for the one who orders the purchase).

This study aims to investigate and analyze the causes of the formation of this riba-based
environment, in order to demonstrate its impact on the activity of Islamic banks and its role
in the deviation of the practical banking experience. Following this analysis, the study at-
tempts to present suggested solutions to remedy this problem.

The study concluded that the most significant factors leading to the formation of the
riba-based environment are attributable to the prevailing riba-based system, which influ-
enced both the staff working in Islamic banks (many of whom were recruited from con-
ventional banks) and the clients dealing with Islamic banks (both depositors and inves-
tors). This riba-based environment led to a deviation in the practical banking experience,
whereby most Islamic banking activity became confined to short-term investment, primar-
ily Murabahah li al-Amir bi al-Shira’. This deviation had negative effects, all of which
constituted an obstacle to the progress of Islamic banking activity within Islamic financial

institutions.

Keywords: Banks, Usury, Mudarabah, Islamic Banks.
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