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Practice of Running Musharkab in Pakistani
Islamic Banks: An Analytical Study in the Light
of Shariah Principles

Muhammad Abubakar Siddique®

ABSTRACT

Islamic banks claim that they are moving their financing
heads toward profit and loss based modes. Running
Musharkah (RM) is one of these modes. It is claimed that
RM is an alternate of conventional interest based running
finance (RF). RM enables the customer to draw and
deposit funds against a RM finance limit offered by
Islamic bank. It is reported that Running Musharkah
reached almost at level of 25% of total financing portfolio
of the bank during last five years, as per 2016 financial
report of Meezan bank. Majority of Shariah Scholars are
criticizing Islamic banks that RM is nothing but replica
of conventional RF. This paper raised the important
questions e.g. what is the nature of relationship between
parties in RM? How and at what time profit rates are
determined? On what basis profit is distributed? Is RM
playing its role in equitable distribution of wealth to
fulfill main Shariah objective of Musharkah? Is RM
different from RF? The study discussed and analyzed RM

® Lecturer, Institute of Islamic Economics, International Islamic University,
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on both Shariah as well as conventional financial
perspectives and concluded that there is no difference
between RM and RF except that product is given
different name only. Like RF, RM is also causing
accumulation wealth in few capitalists’ hands that is

against spirit of Shariah.
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The ratio of profit for each partner must be determined in
proportion to the actual profit accrued to the business, and not
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in proportion to the capital invested by him. It is not allowed to
fix a lump sum amount for any one of the partners, or any rate
of profit tied up with his investment.*
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84-  Muhammad Taqi Usmani, An Introduction to Islamic Finance, 23
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One RM contract entered into by the premier bank with a
Company during 2008-09 revealed that the Bank contributed 75 %
of the total RM investment. But the company, with only 25 %
investment, took 97.5 % of the musharakah profit giving only 2.5

% to the Bank, despite the fact that the ceiling rate agreed at that
time was 14.40 % (1.00% over the KIBOR of 13.40%) "
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However, practically it may never happen as the provisional
profit as per the agreed profit ceiling is charged to the customer.
Claim for any loss is subject to availability of audited accounts
that is generally after a few months. Any client might hardly be

prepared to offer its books of accounts for scrutiny while it has
availed of the bank’s capital at so cheap rate. "
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To give more weightage to their decision, they also referred to
the instructions of the State Bank vide BPD Circular No. 1 dated
January 21, 2004 that binds the banks in Pakistan to benchmark

all corporate lending, including the ‘Overdraft and Running
Finance’ with the KIBOR with spread as the parties may

(110)

mutually decide.
BPD )‘/Lut:fg_sh@&é’vu;Lﬂ%w;uﬁﬁ;";u/w 2L UEE S
e L7 2 S 126 Circular No. 1 dated January 21, 2004
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This argument carries little weight because firstly, giving OD
Limit is the function of the conventional banks, not obligatory

for Islamic banks, and secondly, the Shari'ah rules cannot be
made subservient to the regulatory rules for the conventional

finance. Further the Circular allows some exemptions and the

Shari'ah Boards of the IBIs should have suggested to the State
Bank to allow exemption to Islamic banks as philosophy of

Islamic banking does not allow fixing the return rate in

musharakah as in case of debt."*”
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It has been decided that the financing provided on the basis of
participatory  (Musharakah & Mudarabah) and Wakalah
(Agency) modes by the Islamic Banking Institutions (IBIs) shall

also be exempted from the requirement of using KIBOR as

benchmark rate."
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121-  State Bank of Pakistan, IDB Circular No. 01 of 2016, Exemption from KIBOR as

Benchmark rate for Participatory and Wakalah Modes Based Products.
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