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The Concept of Salam in Islamic Jurisprudence and
Issues Related to Its Use in Contemporary Islamic
Financial Systems: A Juristic Study

Muhammad Abubakar Siddique®

ABSTRACT

The shari‘ah invalidates the sale of non-existing items, but
salam sale was exceptionally permitted to avoid interest-
based financing in commercial as well as non-commercial
transactions. Salam sale is an Islamic forward sale
contract, which authorizes selling something that is not
present  during the time of the contract.
Salam is a sale agreement whereby the seller receives full
price in advance and goods are delivered at a future date.
Moreover, it is free from uncertainties and exploitation
that is usually involved in interest-based financing.

Besides the agriculture sector, currently, this instrument
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is also being used in the manufacturing sector where the
manufacturer would need financing to produce products
and/or to buy raw materials. Modern financial
innovations introduced different uses of salam sale such
as parallel salam, currency salam, salam sukuk etc. There
are different figh issues related to such uses of salam in
modern financial sectors. This article elaborates on the
economic importance and conditions that are necessary
and sufficient to make the contract valid from the
perspective of the shari‘ah and also appraises some of the

key issues related to modern practices regarding salam.
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Summary of the Article

The producers are key elements of any economy because
on the one hand they supply goods to the domestic as
well as international consumers and on the other hand
they generate income for the national economy.
However, the producers such as those associated with
agriculture or manufacturing do not always have enough
money to meet their needs of raw material and
machinery that is required in the production process. The

modern economic and financial system finances such
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projects through interest-bearing loans which, needless to
say, are prohibited by Islam. Islam forbids usury
(interest), but at the same time, it provides an alternative
way to cater to the needs of the people. In the case of a
salam agreement, Islam allows such people to sell their
products in advance with certain conditions to get money

for meeting their needs.

Before the migration of the Holy Prophet (P.B.U.H.),
salam was being practised by the people of Medina.
People used to pay in advance the price of fruit (or dates)
to be delivered within one, two, or three years. However,
such a sale was carried out without specifying the quality,
measure or weight of the commodity and/or the time of
delivery. As reported in several hadith collections, the
Holy Prophet (P.B.U.H.) advised, “Whoever pays money
in advance (for fruit, to be delivered later) should pay it
for a known quality, specified measure and weight along
with the price and time of delivery.” Salam, therefore, is
an Islamic forward sale contract, which is selling
something that does not exist at the time of the contract,
but the seller receives full price in advance against
deferred delivery of purchased goods. Although the
shari‘ab, in general, invalidates the sale of non-existing
items, salam sale was an exception to avoid interest-based

financing in commercial as well as non-commercial
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transactions by the Holy Prophet (P.B.U.H.) himself as

mentioned above.

In contrast with the past, the salam contract in the
contemporary financial system has not been limited to
agricultural commodities. Rather its use has now spread
to industrial and mineral commodities. Besides the
agriculture sector, currently, this instrument is being used
in the manufacturing sector where the manufacturer
would need financing to produce products to buy raw
materials. Modern financial innovations have been
instrumental in introducing different uses of salam sale

including parallel salam, currency salam, and salam sukiik.

By regulation, an Islamic bank is a financial intermediary
institution, which cannot store real goods. Therefore, to
sell goods that would be delivered to it in a specific future
date, an Islamic bank enters into another szlam contract
after the first salam contract, called the parallel sale, with
a sole third party. Known as a parallel salam contract, its
main purpose is to hedge the potential price reduction
risk. This hedging is not limited to material goods. The
currency is also sold and bought under the contract of
salam to avoid the future loss which may occur because
of exchange rate volatilities in future. Similarly, under the
salam contract, aluminium szlam sukuk have also been

introduced in Bahrain in 2001.
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Even though salam has opened new horizons of
financing, it also has brought about various juristic
challenges. For instance, regarding the permissibility of
parallel salam, some scholars have criticized its usage in
modern Islamic financial institutions arguing that what is
proven contrary to analogy is limited to its extent only
and cannot be extended through analogy. This criticism
implies that salam itself is extended permission contrary
to the analogy as per Islamic jurisprudence.

Consequently, parallel salam cannot be considered valid.

The main purpose of this article is to examine the
jurisprudential issues that have arisen in the current
Islamic financial system related to the sale of salam in the
light of Islamic jurisprudence. The primary questions
asked in the current study are: The shari‘ah has exempted
salam  contract from prohibition for agricultural
production based on need, then under what principle was
it extended to industrial and mineral products? On what
basis were parallel salam and currency salam granted the

license of permissibility?

Apart from Arab scholars, non-Arab scholars have also
done remarkable work on salam sale in various languages
in general, and in English and Urdu in particular.

However, no researcher has addressed the above-
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mentioned issues that have emerged with the modern
application of salam sale in the contemporary Islamic

financial system.

This article is divided into four sections. The first section
covers the historical, shariah, and jurisprudential
narratives of salam sale. The second section discusses the
modern applications of salam sale in the prevailing
Islamic financial system. The third section provides a
jurisprudential analysis of the above-mentioned juristic
issues surrounding the modern application of salam. The
fourth section summarizes the research and makes

recommendations.
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total-population-wb-data.html, accessed March 8, 2016.
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