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Author has done indeed a commendable work on the financial derivatives and their position in the Islamic finance. His work is based on a thorough literature review. He tried to cover views of both those who are in favor and in against of financial derivatives in Islamic perspective. With all of the existing controversies over the legality of financial derivatives vis –a-vis classical counterparts, one has to be bias towards the legality or otherwise on those issues. That’s what the author’s position is. Author in the beginning sets his mind to prove the legality of financial derivatives. It is natural that if Islamic jurisprudence is divided on the legality of a particular issue then one will have to take either side which ever is more convincing.   

Salam and forward contact

As author suggests that majority of classical scholars consider forward as debt-for-debt transaction which is prohibited in Islam. However, the Islamic Fiqh Academy in its ruling opted in the lines of Malikis view for the permissibility of forward contract based on qiyas. Author recognizes that the majority of scholars consider permissibility of salam under the Malikis view as an exception while some others (minority) refute this claim. With this controversy, author sides himself with the Islamic Fiqh Academy which follows Malikis opinion and is of minority of scholars view as well. 

The validity of forward contract by way of analogy to salam is maintained by the author without elaborating the views of minority scholars. In fact, there is no additional evidence or reasoning provided to substantiate the permissibility of modern forward contract. Author could have either taken clear position of Islamic Fiqh academy for the permissibility of forward with elaboration or discuss the view of minority of scholars those who do not consider salam as an exception where both commodity and price deferment are permitted.

Istisna and forward contract

The permissibility of forward contract on the grounds of istisna[ is again a view of minority of scholars. Author does discuss the views that support the validity of forward without the counter position. 

Bay[ al siffah and the forward contract

Author’s discussion and views presented by scholars in favor and opposition of bay[ al-siffah pave the way for validity of the forward contracts. However, view of Ibn al-Qayyim that it is impossible to deliver the subject matter whether it is existent or not, needs more elaboration. It is not clear that whether this impossibility is because of the risk and gharar or the nature of the contract.

The Futures Market

Author’s well documented discussion on the futures contracts particularly in the context of “taking possession before reselling” and “hukmi and haqiqi possession” makes easier to understand the issues in the futures contract and their position for Islamic financial markets. However, the views of that provide room for the futures contracts in the Islamic financial market look more convincing than those in against the futures in Islamic economy. 

As stated by the author that most of the Muslim scholars consider hedging as valid from Shari[ah point of view if issue is permissible. But there is no clear validity of speculation even it is considered vital to financial derivatives. A comparison between hedging and speculation that is made in the paper is not that crucial as the comparison between speculation and gambling that would raise questions in Shari[ah. As a matter of fact, hedging, speculation and gambling are interrelated concepts. The hedgers have no particular skills and proper information in predicting future fluctuations in commodity prices. Therefore, futures contracts are used to reduce those unforeseen risks. While speculation is information based trade where speculator who has better information intends to benefit by transferring risks to the counter party rather than reducing the risk. 

Whereas gambling is straight forward issue that is prohibited in Shari[ah. When gambling is compared with speculation, gambling creates a new speculative risk those are usually not insurable. On the one hand, speculation is some how allowed if it is related to the real activity but gambling is clearly illegal which is socially unproductive. This distinction between speculation and gambling may clear the ways for speculation for Islamically permitted issues.

Author relates the occurrence of crises of 1997 in South East Asian market and of 1983 market crash in Kuwait with speculation. Whereas, the crisis seems to be more related to the futures market poor regulations and weak-information which can be used as an exploitative tool by the speculators.

Options

Author’s elaboration of views and discussion on khiyar al-shart and [arbun as possible alternatives to today’s options are quite convincing. A detailed discussion on the rights related to property and pure rights vis-a vis options leaves one to take a position that is closer to his understanding. As author correctly pointed out that totally rejecting or accepting the views and opinions on the financial derivatives in Islamic framework will be wrong. 

The objections to the legality of options include gambling, price differentials and pure right. Author has discussed the aspects of  price differential and pure rights. As we see the controversy mainly goes around the price differentials where it is related to gambling that is the core issue for the permissibility of financial derivatives. Speculation is said to be vital for the forwards market efficiency on the same grounds one can  argue price differential can not be eliminated from the options market.   This controversy can be tackled by further elaborating relationship between price differentials and gambling. Until a clear distinction is not made between price differentials and gambling, gain from price differential will always be associated to gain from gambling by some scholars.

Author discusses different types of pure rights where he shows that pure right could be exchanged with money. However, the relevance of these pure rights with the right in  options is not well established. It needs elaboration and validation of right in options and pure right by Fiqh experts like Fiqh Academy.

 Nevertheless, author’s well documented views encourage the validity of forward and options in the Islamic framework.

Some nominal changes 

Page # 5: The views of Taqi Usmani “ generally no delivery is not possible…”

That means delivery is possible in the contracts. It could be a typing error.

Page # 26: last Para calculations needs to be reviewed.

Page # 33: end of the first Para, ….the car will cost a total of 20,000 rather than 21,000.
* Professor, Economics & Finance Department, College of Business Administration, University of Bahrain, Bahrain.
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