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Abstract

This article investigates several points. In the first section (introduction) it deals with some conceptual frameworks. The second section is obliged to study the consistency (or inconsistency) between Islamic teachings and the sustainable development (SD). Third section is reviewing the performance of Iranian financing interest free system and its relation to SD. And finally the last section, mentions some concluding remarks and policy implications.

A. Introduction

In this elementary section, first we set some “semi – hypotheses”
 which will be studied along the paper. Then, SD concepts are summarized. Finally the relationship between SD and financing devices and the continuation structure of the paper is mentioned.

In this paper mainly the following semi – hypotheses [or semi arguments] are analyzed. First, interest free financial system is consistent with SD. Secondly there are considerable relationship between religious teachings and SD. Thirdly, potentially speaking, interest free financial elements in Iran, can be a considerable supporter of SD. Fourthly inefficiencies of current financial system in Iran, stems from factors which are outside of the interest free system , perse.

Typically, non - smoothness of laws and policy makers behaviour, administrative and executive circumstances and even some ultra economic factors are responsible to the inefficiencies in Iran’s monetary system. Finally, even though the current interest free system in Iran suffers from some serious shortcomings, at the same time, it embodies some success.

At the end of this part I emphasize on an important presupposition. That is, I believe in the systematic approach in Islamic economic teachings; if Islamic economics is going to be successful, all its elements should be coordinated, at one hand, and also itself as a whole should be coordinated with other sub-systems (social, political, cultural), at the other. So if for example banking system is acting on interest free, but the ownership of capital or the allocation system does not obey the Islamic laws, we should not expect miracle from it.

Now, by considering the above hypotheses and presupposition, we mention some points about SD. Sustainable development, embodies significant dimensions and covers important subjects specially during the first decade of 21st century. In SD, s framework, a kind of development is maintained, that meets the needs of present without compromising the ability of the future generations.

Up to now, Iran, and some other Moslem countries, have been financing their developing expenditures (related to the present generation) through exploiting their natural resources (specially non – renewable ones like gas and petroleum). By applying this trend, in fact they are depleting those resources, and consequently reducing the benefits of next generations. Thus discovering alternative financial devices, will be in the direction of maintaining natural resources and SD. I think, implementing interest free financial system (if done properly) is a plausible substitute.

Profit and loss sharing mechanism (PLS), mudarabah, interest free loan and, direct investment are among all other financial instruments which are used in Iran’s banking system. Also along with these monetary and banking devices, there are some fiscal instruments like zakah (and khoms) and other Shari[ah payments that can be used (to supplant or supplement the other financing devices). Before analyzing the possibility of these alternative devices (instead of using natural resources) and studying their efficacy, we review some concepts related to SD.

In 1983 the UN, created the world commission, on environment and development, called Brundtland Commission (after its chairman name, Harlem Bruntland) to examine global environmental and development problems, and design solutions. In 1987 report, “Our Common future”, the Commission outlined a broad agenda for integrating economic development and environmental policy. It stressed the view that growth can not long continue at the present rate of environmental degradation.

The report introduced the concept of SD definition as “development that meets the present without compromising the ability of future generations to meet their needs. Robert solow who received the noble prize in 1987 for his work on economic growth, has recently proposed a somewhat more precise definition of sustainability:”a sustainable path for the national economy is one that allows every generation the option of being as well off as its predecessors.
 Clearly natural resources and economic quality are important to achieving SD. The concept of SD stresses the role of environment as capital that, if exhausted, cannot be replaced.

According to the commission, governments need to expand their role in the collection and dissemination of information, and where possible, should produce an annual account for each nations, environment and resource base “to complement the traditional annual fiscal budget and economic development plans. The idea is that the environment is part of our capital and when we degrade it, we reduce our ability to generate real income in the future.

Some of the Brundtland Commission’s recommendations require increase government involvement in economies in order to produce and enforce environmental regulations, although it recognizes the value of economic incentives, in generally the cost reduction that flow from more efficient use of resources. The Commission also feels that there are limits to the ability of competitive industry to reduce waste voluntarily: regulations, imposing uniform performance standards are essential to ensure that industry makes the investment necessary to reduce waste.

Recommendations are made for reforming international  organizations, in which an extensive institutional capacity exists that could be redirected towards SD. The efficacy of existing institutions is reduced by their fragmented nature and weakens of coordination. A general consensus has emerged that one of the most important goals of national states and international organizations must be the pursuit of sustainable development. One question in this regard is that: How do nation states create wealth for today’s generations without Leaving a depleted environment for future generation?

Some economic thinkers define SD as a development process in which natural resources not be depleted, safe water be existed and having shelter and enough food nutrition.  Other scientists define it as achieving to a desirable growth of per-capita income, without destroying environmental resources. Also some other writers explain SD. as a stage of development during which present and future generations have equal opportunities. 

Historically speaking, World Commission on environment and development in 1987 focused on environmental problems. In Laheh symposium it has been stressed on a kind of growth along with SD which is beneficial for all groups. During the earth summit in 1992, it was stipulated that, achieving development without considering a kind of safe environment is not possible. 

Not very surprisingly, the majority of the experts in SD, emphasize, that it does have multi – dimension aspects. For example professor Todaro, first stressed that: sustainability must be strengthened as a guiding principle of development. Then he added: “In order to maintain SD, damage to soils, water supplies, and forests should be prevented. 

Also professor Pearce stipulated that: “For economists, a development path is sustainable if and only if the stock of overall capital assets remains constant or rises over time. He adds that: overall capital assets are meant not only manufactured but also human capital.

Reducing foreign debts, reducing domestic consumption, establishing equitable distribution of income and wealth, ecological consistency, even protection of cultural heritage, combat against poverty and considering environmental ethics are also mentioned as some dimensions of S.D.

One serious problem here is that in order to maintain SD, we should develop a substitute for natural resources (specially, non – renewable ones). For example in the case of Iran, gas and petroleum, cover at least 90 percent of initial energy. They also contain more than 80 Percent government exchange revenues. So this country, obviously deplete the natural resources. 

Potentially speaking there are some instruments in Iran that can be substituted for petrol / gas, resources. Some of these are renewable resources, among them are manufacturing and agricultural products, and tourism. And some other are fiscal devices, such as interest free banking system, zakah and also “Khums”.
 in the following two sections we analyze some of these alternative devices in Iran, theoretically and empirically. 

B. Consistency between Islamic Teachings and SD

In the beginning of this section, we summarize some of the current difficulties and challenges regarding some dimensions of S.D, globally and nationally. Then we outline the SD backgrounds for which we are examining their coordination with Islamic teachings. Finally we testify and rationalize the relationship between Islamic values and S.D. 

We do have some serious environmental problems, that need a strategic planning to be resolved as soon as possible. 3 million people die annually because of using, polluted water. More than one billion do not have access to safe water. It can be predicted easily that up to two next decades, we face with the water depression (figure 1 shows some warning facts). Vertical  axis shows water per-capita. If per-capita water reduces to less than 1700 cubic meter, the situation will be problematic.
 In year 2025, more than 34 country will have a per-capita water less than 1000 cubic meters.
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Figure 1: Per-capita water (Europe (  , Middle East( )

The position of other basic needs are not better than water. For example 1.7 billion are deprived from medical services. 20 percent of third world residents suffer from malnutrition. 1.2 billion strive by one dollar daily.

In the 1980, per-capita levels of arable land fell by 1.9%  annually. Over 60% of the poorest people residing in developing countries struggle for survival on agricultural marginal soils. The annual loss in agricultural productivity is estimated to be between 0.5 and 1.5% of annual world -wide GNP, thus, per-capita food production declined in 69 countries. So some economists argue that preventing environmental degradation is more often a matter of providing institutional support to the poor.

Efficient using of energy is one of the recommendations of SD. From this viewpoint, there is an obvious difference between developed and developing countries. In this connection we have compared the conditions of 4 developed countries with five Islamic countries. Table 1 shows that, efficacy index of developed countries is sustained between 11.8 and 28.7 (whereas that of all selected Moslem countries is less than 10.8. 

Figure 2, shows the above result geographically.
	Table 1. Comparison of consumption efficacy of 

Energy among selected countries of the world in 1997.



	Countries
	Efficacy of energy consumption Dollar per 1000 tons

	Malaysia
	4

	United Arab emirate
	4

	Iran
	4.2

	Saudi Arabia
	4.5

	Indonesia
	10.8

	Norway
	11.8

	Canada
	15.5

	US
	18

	UK
	28.7

	
	


Source : yearly energy statistics, world committee of energy 1997.

In addition to this in Iran, the great dependency of the government budget to non – renewable energy (gas/petrol) will aggravate the situation. It has been estimated that annual average growth of gas consumption in the between 1997 to 2020, is a bout 3.1 percent. This rate for developed countries is 2.1 and for developing ones is 5.5 percent. Annual average growth rate of gas consumption in Iran has amounted to 

[image: image2.wmf]0

5

10

15

20

25

30

35

1

2

3

4

5

6

7

8

9

10

20

30

Figure 2:Comparison of Efficacy Index of Energy Consumption for Selected Countries.

12 percent between 1994 to 1990
.

Sustainability epilogue and Islamic teachings 

Under this topic we sum up some concluding points about SD, following which we mention its relation to Islamic teachings. Based on above discussions, we can say, SD is a mixture which links at least to the to following list : first it involves efficient uses of  available re sources, so relates to the production and also consumption patterns. This also links with protection of the environment, which in turn deals with defence of the benefits  of the future generations. consequently  if we, as present generation, for increasing our consumption make some borrowings which would be imposed to the next generations, we do not have any Justification.

Secondly the subject does involve some humanistic, ethical and other non – materialistic, ultra – economical dimensions. Professor lemons in a distinguished book describes some of this relationships.
 Linking with Justice, human development, combating with the poverty, SD deals also with socio – cultural elements. Professor Amartya Sen stipulates that : achieving SD is the goal of all old religions and old thinkers. He then relates the subject even to the teachings of Tagore and Gandhi and concludes that we must take some precautions.

Thirdly, SD category, also deals with externality, thinking for and discovering the new resources to finance the public expenditure and so forth. The SD dimensions are so crucial and sever, that even some famous market oriented economists like Samuelson, calls for government intervention to resolve its problems. He explicitly points out that : an unregulated market economy will produce too much pollution and too little pollution, abatement. Unregulated firms decide on abatement by comparing the marginal private benefits with the marginal private costs. [But] efficiency requires that marginal social benefits equal marginal social abatement costs.

Islamic teachings do pay attention in above seminal elements. Qur’an, hadith and the behaviour of the prophet and his successors contain some obvious lessons regarding the protection of the nature. We mention some of them typically. Holly Qur’an stipulates that : “He [God] brought you forth from the earth and settled you therein.
 Encouraging the people to an ordinary and balanced consumption pattern, is another Qur’anic recommendations, obeying of which monitors the life.

Also encouraging the people to plant and to cultivate the trees and discouraging cutting them, illegalizing killing of animals, also encouraging them  to improve barren lands, emphasizing the significance of water and its role in daily life, and so forth  are among the numerous orders and notifications which are conclusive regarding SD. “Eat good lawful things and commit no oppression therein”

“Is not he who created the heavens and earth and sends down for you, water.
 In hadith also we have many useful notifications in the direction of SD. For example prophet stresses that “do not cut trees, otherwise you will be punished by God.
 There are some orders about the protection of the animals. People who bother the animals are compared with “satan”
. Any: people who plants and cultivate a tree, he will get some kind of spiritual salary.

Regarding the Justice which is a significant argument in the SD literature, Qur’an emphasizes that : “verily God enjoins justice.” That is he orders on it as an obligatory element on individual and social behavior.”
 In this connection, special type of government intervention in Islam is also a conclusive pattern. First both public and private sector are trustee holders with regard to ownerships of the property and also allocating them (the main owner and the main allocater is God). Secondly government do intervene in all necessary grounds which private sector can not be influencive and efficient.

So prophet stresses that: I will be responsible to resolve the difficulties of poor people and other market failure oriented problems.
 

Moreover, there are so many other notifications compatible with SD. which hint to some other dimensions of the subject. Invitation of people by Qur’an to ponder and think deeply to the nature, interpreting the environmental elements as “Ayah” (Verse), and even swearing to natural elements by Allah, at least are some signals which show the importance of the question. Also emphasizing some legal economic activities and forbidden some other, in Islamic teachings, could be posed as signals to know some alternatives for natural resource exploitation. 

Paraphrasing the Qur’an the swearing of Allah as “by the time”
 by the steeds that run,
 “by the fig and the olive” by the mount Sinai, by the city of security
, by the sun and its brightness, by the moon an its follows, by the heaven, by the earth
, and also  statements likes “whatsoever is in the heavens and earth glorifies Allah
, will be conclusive, I think. 

C. Interest Free fiscal system In Iran

In this section we again testify some other of our, semi-hypotheses, posed in introduction. The relationship between fiscal system and SD has twofold nature. At on hand, strong and responsible fiscal devices can act as an alternative of the natural resources in financing the expenditures and consequently in supporting the SD. At the other hand those devices can be used to finance the expenditures in order to rebuild the depleted environment, because of unsustainable development. 

I argue and show that if we can lay the ground works of establishing, the interest free fiscal devices (properly), it can fulfill both above mentioned duties. We also show that inefficiencies of these fiscal system do not belong to the, Idea behind it. The key difference between conventional fiscal system and Islamic system is the “interest” element. At the same time there is no a considerable consensus relative to it even among the neoclassic economists. 

Historical note

Some banks in Moslem countries have been doing their financial activities based on interest free systems since 1970. Some of them have been successful and other not. Iranian experience is a special case because from 1984 its total banking system was based on so called interest free.
 But in other Moslem countries, Just some banks are pursuing this system. However thinking about the elimination or weakening the interest rate is not peculiar to the Moslem people or Moslem countries. 

There were a sever controversy among middle – age thinkers regarding the difference between usury and interest. During the 1930, The followers of Gesells Theory found opportunities to initiate the interest free money project. There were endeavors to introduce free – money in Austria, France, Germany, Spain, Switzerland, and the United States. One of the most successful interest free system was created  in Austria. 

Dieter, Suhr presents a report on the US, stamp scrip movement, by Hans R.L Cohressen, who together with economist Irving Fisher, tried to introduce Gesell,s concept of cost-bearing money into the U.S.A (in 1933)
. Keynse in 1930s addresses some points a bout the efficiency of usury laws.
 Moslem countries in 1960s and 1970 increased their efforts to introduce Islamic fiscal system. During 1980s and 1990, IMF, and world bank and then IDB activity, defined some projects, in this connection. Recently some German thinkers have introduced some researches to reform their monetary system towards some kind of interest free one.
 

Marvin Good Friend – vice chancellor of the federal Reserve, is suggesting the analysis of  “zero – interest” policy making. In 1976 when the first international conference on Islamic economics was held in Mecca, some new issues of the interest free system were presented. And now June 2002) we are developing some papers whose duty are analyzing the Iranian and other Moslem experiences in establishing interest free banking system, and their relationships (if any) with sustainable development. 

Law of interest free activities 

Islamic parliament [in Iran] approved the law of interest free activities in 1983. It contains 5 chapters, 27 articles and 4 notes. Chapter one involves the goals and duties of banking system, which contains 2 articles. Article 1 describes the banking system goals which are making facilities, extending interest free loan, and mobilizing it to finance employment and investment. 

Article 2 describes the duties of banking system. Such as, issuing the coins and currencies, regulating money and credits, supervising the gold and exchange transactions, applying monetary policy and activities related to bonds and bills, opening the different kinds of accounts (interest free loans, saving, investments and demand deposits). Chapter two, which contains article 3 through 6 ,deals with the equipping, monetary resources. Throughout these 3 articles, kinds of deposits and the allocation of the benefits have been introduced . 

Chapter three with having article 7 to 17, discusses banking granted facilities. During these articles, financing musharikat, direct investment, mudarabah, installment selling, muzara[ah and interest free loans are applied. Chapter four contains articles 18, 19 and 20, which involve the applying monetary policy, determining highest and lowest level of the profit and so forth. Finally chapter five which contains article 21 to 27, deals with some miscellaneous activities. 

Empirical evidence

To analyze the performance of the interest free system we should review its activities quantitatively. There are 200 banks throughout the world, which act on the interest free bases.
 hear first we show the current situation of Iranian, banking pattern (next we study the factors beyond it. We look at profit taken from granted facilities, profit paid to deposits, amount of banking assets, and changing patterns of them and other banking activities. Table 2 indicates the expected profit rate of granted facilities. We can see that although average rate of inflation for considered period, 1989- 2000, has been above 22 percent, expected rate of profit for the most activities is less than 20 percent. 

	Table 2, expected profit rate for granted facilities                                   percent

	Year
	Exporting
	Commerce
	Agriculture
	Building
	Industry

	1990
	18
	17-19
	6-9
	12-14
	11-13

	1991
	and above
	and above
	6-9
	12-16
	11-13

	1992
	and above
	and above
	9
	12-16
	13

	1993
	18
	18-24
	12-16
	12-16
	16-18

	1994
	18
	18-24
	13-16
	15
	16-18

	1995
	18
	22-25
	13-16
	15-16
	17-19

	1996
	18
	22-25
	13-16
	15-16
	17-19

	1997
	18
	22-25
	13-16
	15-16
	17-19

	1998
	18
	22-25
	13-16
	15-16
	17-19

	1999
	18
	22-25
	13-16
	15-16
	17-19

	2000
	18
	22-25
	13-16
	15-16
	17-19


Source: Journal of Iran Economics, Vol. 3, No 22, 2000

Table 3 indicates the rate of profit of investment deposits

	Table 3, profit rate of investment deposit                                                percent

	Year
	Short Run
	One year
	Two years
	Five years

	1989
	6
	8.5
	--
	--

	1990
	6.25
	9.8
	10
	13

	1991
	6.5
	9
	10.5
	11.5

	1992
	7.5
	10
	11.5
	13

	1993
	8
	11.5
	13.5
	16

	1994
	8
	11.5
	13.5
	16

	1995
	8
	14
	16
	18.5

	1996
	8
	14
	16
	18.5

	1997
	8
	14
	15
	18.5

	1998
	8
	14
	15
	18.5

	1999
	8
	14
	15
	18.5

	2000
	8
	14
	15
	18.5

	2001
	7.5
	13.5
	14.5
	17


Source: central bank, statistic center, 2002.

Table 4 shows capital trend and table, 5 indicates the ratio 

of the capital to the asset

	Table 4, capital trend of the Iranian bank                                billion Rls

	Year
	Commercial banks
	Specialized Banks

	1986
	81.0
	272.2

	1987
	98.7
	216.5

	1988
	86.3
	209.8

	1989
	81.1
	200.1

	1990
	67.7
	165.4

	1991
	85.1
	179.9

	1992
	9.1
	187.7

	1993
	22.4
	409.7

	1994
	5677.1
	436.5

	1995
	3680.9
	765.5

	1996
	3538.9
	1776.8

	1997
	3466.3
	1797.4

	1998
	3326.7
	1930.5

	1999
	4346.2
	2130.0


Source: central bank, statistical center, 2000

It is obvious that the Iranian banks in discussed period, face with capital depression. 

	Table 5, ratio, of capital to the asset    1986-1998                           percent

	Year
	Commercial banks
	Specialized banks
	Total

	1986
	0.9
	9.6
	2.5

	1987
	0.7
	8.9
	2

	1988
	0.5
	6.4
	1.3

	1989
	0.3
	5.9
	1.1

	1990
	0.0
	4.7
	0.7

	1991
	0.0
	7.6
	1.2

	1992
	1.4
	6.6
	2.2

	1993
	5.5
	9.3
	5.9

	1994
	4.3
	16.2
	5.7

	1995
	3.2
	12.3
	4.3

	1996
	2.4
	9.7
	3.4

	1997
	2.3
	7.9
	3.2

	1998
	2.1
	6.0
	2.7


Smallness of the ratio of capital to the asset in banking system is mainly due to the existence of huge risk in Iranian economics. 

Table 6 indicates the summary of Iranian banks

	Table 6 Summary of Iranian banks – 1995-1999                                     billion Rls

	
	1995
	1996
	1997
	1998
	1999

	Net foreigner assets
	199533
	2969
	-2430
	-3101
	-1,120

	Foreigner assets
	6137
	8340
	3,816
	2424
	5290

	Foreigner debts
	-6104
	-5371
	-4,059
	-5525
	-6410

	Net domestic assets
	74,366
	100,368
	112378
	144729
	171690

	Net debt of central bank to other banks
	13308
	23927
	22,205
	29,792
	25,428

	Debt of banks to the central bank
	-10,420
	-10.190
	-14930
	-13,400
	-24329

	Banks deposits in central bank
	22369
	33,104
	35721
	41794
	47,963


Source: World Bank, and central Bank of Iran, 2000. 

The Analysis of the Efficiency of Iran’s Interest Free Banking 

Now we testify the performance of the banking system, first from view point of mobilizing and equipping the monetary resources, secondly we do that according to the allocation of that resource, and finally by some other related criterion. Table 7 shows a kind of equipping the monetary resources (DD = Demand Deposit). 

	Table 7
Amount of the Deposits and their Changing Conditions in period 1989-1999                                                              billion RLS

	Kind of deposit
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	DD 

% change
	5342

23.5
	7076

32.5
	9061

21.5
	11009

41.5
	15581

39.5
	21731

39.5
	30294

39.4
	43055

42.1
	47923

11.3
	56011

16.9
	64931

15.4

	Saving

% change
	1281

7.3


	1392

7.8
	869

34.2
	2441

30.6
	2983

9.9
	3495

30.3
	4616

32.1
	6039

30.8
	8693

4309
	12420

42.9
	16269

31.2

	Investment 

% change
	8007

25.2


	9695

21.1
	11740

21.1
	14647

24.8
	19053

30.1
	22517

18.2
	28417

26.2
	35847

26.1
	47103

31.4
	62429

32.5
	79532

27.4

	Short Run 

% change
	5245

23.1
	5945

13.3
	6810

14.5
	8116

19.2
	10304

27.0
	1287

17.3
	15033

24.4
	19051

26.7


	24289

27.5
	32046

31.9


	37564

23.5

	Long Run 

% change
	2762

29.5
	3750

35.8
	4930

31.5
	6531

32.5
	8749

34.0
	10433

19.2
	13384

28.3
	16796

25.5
	22814

35.8
	30383

33.2
	39968

31.5


Source: Journal of Iran Economics and survey office of central bank, 2000. 

Easily it is obtained from the table 7, that during the studied ten year period (1989-1999), firstly there is a considerable fluctuation in the case of demand deposit. That is, it is going up in the first year, then decreases during two following years, in the middle 3 years, its trend is relatively constant, decreases harshly during the last tree years. In the case of saving deposit the changing pattern is more quiet, and except 1990 and 1993, there is no severe fluctuation. Also  investment deposit does follow, relatively, a kind of steady state situation. 

It can be argued that this trend when estimated for 2000-2001, more or less, will be remained unchanged. Now, in order to testify the allocative feature of system, continue our survey with regard to facilities granted. Table 8, indicates this circumstance. Before evaluating the results we categorize the ways of utilizing, banking resources in interest free system, mainly into three groups. First group is sharing contracts and direct investment. In sharing contracts (civil sharing, legal sharing and mudarabah), “in principle” (and legally),
 definite profit will be determined, really (after applying real economic activity).

	Table 8, balanced combination of new granted facilities to non-governmental sectors (1989-1999)                                                                                                     Percent.

	Contract
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Installment selling
	46.8
	49.0
	47.0
	46.5
	45.0
	45.8
	45.0
	43.4
	56.0
	51.5
	59.5

	Civil sharing
	12.8
	14.5
	17.8
	17.6
	17.4
	18.1
	19.6
	19.6
	11.6
	9.7
	10.3

	Forward purchasing
	6.7
	5.3
	5.0
	6.7
	6.9
	6.2
	5.5
	5.0
	5.2
	6.2
	6.7

	Mudarabah
	10.7
	10.2
	9.7
	8.5
	7.5
	7.3
	6.8
	6.7
	6.4
	6
	6.3

	Interest free loan
	7.5
	5.7
	4.2
	3.6
	4.6
	4.4
	4.7
	4.5
	4.6
	5.9
	4.6

	legal sharing
	5.8
	4.6
	4.8
	5.2
	4.8
	3.6
	2.7
	3.8
	4.7
	3.1
	2.7

	Ju[alah
	5.1
	6.6
	7.0
	6.0
	6.0
	6.6
	7.0
	6.6
	1.6
	1.4
	1.7

	Direct investment
	1.3
	1.3
	1.3
	1.9
	2.6
	2.4
	1.7
	2.8
	2.5
	1.8
	1.5

	Ijarah
	0.5
	0.4
	0.7
	0.5
	0.7
	0.8
	1.0
	1.1
	0.87
	0.7
	0.6

	Debt purchasing
	0.6
	0.3
	0.1
	0.1
	0.1
	0.
	0
	0
	0
	0
	0

	other 
	2.2
	2.1
	2.4
	3.5
	4.3
	4.7
	6.2
	6.5
	6.4
	7.4
	0

	Housing
	-
	-
	-
	-
	-
	-
	-
	-
	-
	31.2
	31.4

	Total
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100


Source: central bank, survey office, 2000

Direct investment from this view point is like sharing contracts. Second group are installment selling and ijarah, in which the profit is determined definitely, at the time of transaction. Debt purchasing and ju[alah (third group) do have variable profit, precise amount of which, will be determined at the end of the period. Doubtless to say that, interest free banking system does not get profit in allocating the interest free loan. Simply we conclude (by considering table 8), that the share of installment selling and ijarah has increased considerably, from 47.3 percent in 1989 to 60.3 percent in 1999.

The shares of mudarabah , direct investment and interest free loan , has decreased from  19.5 percent in 1989 to 12.4 percent in 1999.

In addition to equipping and allocating performance of banking system, its working also may be judged according to profit paid to the depositors and profits received from granted facilities. Table 9 shows that, real profit received by depositors during the total period, is almost negative. For simplicity we define some notations. SRNP = short run nominal profit. LRNP = Long run nominal profit. SRRP = Short run real profit. LRRP = Long run Real Profit. 

	Table 9,  profit paid to the deposits (1989-2000)                                      Percent

	Year
	SRNP
	LRNP
	Inflation rate
	SRPP
	LRRP

	1989
	6
	8.5
	17.4
	-11.4
	-8.9

	1990
	6.5
	13
	9
	-2.5
	4

	1991
	6.5
	14
	20.7
	-14.2
	-6.7

	1992
	7.5
	15
	24.4
	-16.9
	-9.4

	1993
	8
	16
	22.9
	-14.9
	-6.9

	1994
	8
	18.5
	35.2
	-27.2
	-19.8

	1995
	8
	18.5
	49.5
	-41.4
	-30.9

	1996
	8
	18.5
	23.1
	-15
	-4.5

	1997
	8
	18.5
	17.3
	-9.3
	1.2

	1998
	8
	18.5
	20.2
	-12
	-1.5

	1999
	8
	18.5
	20.4
	-12.4
	-1.9

	2000
	9
	18.5
	12.6
	-4.6
	5.9

	2001
	7.5
	17
	11.5
	-4
	5.5

	Average
	7.5
	16.3
	21.8
	-14.1
	-5.7


Source: Brought out from central Bank, economic report

Also table 10 indicates profit of granted facilities to the economic sectors. profit rate of housing and construction and also profit rate of exporting sectors, have remained unchanged. However we see one percent decrease in the rate of profit of agriculture and industry and mineral sectors.  Other things begin equal, this reduction in profit rate which is equivalent to the interest rate charged on them, may increases the tendency to,  investment in those sectors. 

	Table 10, profit rate of Banking granted facilities to the

economic sectors (2000-2001)                                                         Percent

	2000
	17-19
	15-16
	13-16
	22-25
	18

	2001
	16-18
	15-16
	14-15
	23 (floor)
	18


Source : central – bank, economic report, 2002. 

Pathology of Iranian banking system

In the final part of this section we are going to outline the roots of shortcomings and the challenges, which are responsible to the existing  inefficiencies. We demonstrate that most of the influensive factors, are outside of the system. I believe that the share of three factors in this respect are very high. One factor is that our banking system is totally governmental. I feel that some deficiencies and inefficiencies of that is related to absence of serious competitors in private sectors. 

In addition, since banking system has been monopolized by government, they are used as an instrument to resolve its difficulties in fiscal area. At one hand when government faces with budget deficit, it  will borrow from banking system. This kind of policy at least will increase the inflation. For example in all annual budget in Iran, there is an ordinance which obliges the banking system to allocate some of their monetary resources in special channels. 

Obviously this governmental structure is not related to the interest free banking endogenously. Nevertheless, the nationalization of banking system has been stipulated in constitutional law. But it is not incorrigible and it is not eternal divine principle.
 Of course the monitoring and supervisory role of the central bank with regard to other banks is vital
. I Think fiscal discipline of government and central bank does have a crucial role in enhancing the efficiency of banking system, regarding which we lack in Iran. 

Table 11 shows some parts of the debts of government sector to the banking system. As can be seen, government companies in Iran borrow money independent from government itself. Most of the debts of government is from central bank, but government companies borrow money mainly form other banks. We can bring out from this table that debt balance of public sector in 1998 relative to 1997, has a growth rate above 60 percent.

	Table 11 public sector debts to banking system, (1995-1998), billion RLS

	Public sector debts:
	11528.4
	80.86.7
	13174.1
	18457.1

	To central bank
	2583.7
	3836.7
	5664.2
	9038.7

	To other banks
	3344.8
	4253.0
	7509.9
	9418.4

	Government debts
	5022.8
	1820.8
	4890.8
	8233.2

	To central bank
	4816.4
	1869.8
	5030.7
	8214.6

	To other banks
	216.4
	-49.0
	-140.0
	18.6

	Government company debts
	6495.6
	6268.9
	8283.4
	10223.9

	To central bank
	3367.2
	1966.9
	633.5
	824.1

	To other banks
	3128.4
	4302.0
	7649.9
	9399.8

	Source: brought out  from central bank, economic report, 1999. 


Table 12 indicates the annual budget ordinance to oblige banking system. Here we have shown the subject just in the framework of 1998 budget (typically). The problem for other years are similar to that of 1998.

	Table 12, Change in Ordinance Facilities of Banking System in Annual Budget 1998-                                                                                                             billion Rls.

	The activity
	Change in facilities balances

	
	In government sector
	In non government
	Total

	Facilities with cultural goals
	343
	115
	458

	Employment oriented facilities
	46
	2285
	2231

	Market regulating facilities
	17
	155
	172

	Production oriented facilities
	1694
	1342
	3039

	Total

	2100
	3900
	6000


Source : Journal of Bank and Economics, sep 1999 P.6

Another factor which is responsible to the inefficiencies of banking system and at the same time, not related to interest free system, I think, is non – smooth thinking and behaviour of government agents who involve in interest free banking. Here we do have both theoretical and practical bottlenecks. Of course part of this question pertains to the law of interest free banking (at least there are some ambiguities in that law) which will be mentioned in this section.

One example in this non – smoothness behaviour is using profit instead of interest in some of the accounts, bills, etc, where both rates have the same nature. Just now (June 2002) the central bank bills show that long run profit payable to the deposits is 17 percent.

This profit is in principle equivalent to interest. But the bankers pretend that this profit is not definite but it is in part payment (alal – hisbah = on account) so is different from interest. But actually profit is not in part payment, rather it is definite rate (you can also see table 10 in this paper).

In some other activities the bankers use “piece – work wage” (in farsi” karmozd) instead of profit and as substitute  of interest. Also in Iranian banking system some bills are issued which do have bond nature really, but they are called “musharikat bill”. This behaviour has led to some distrustiness of the people which may persuade them to decline their incentive to open accounts in the banking system.

This non – smooth behaviour also lead to a kind of ambition and overreaching behaviour with regard to policy makers and so does affect on their planning for banking activities, and also on their predicting the trend of the monetary variables and so forth. It is argued that the truthfulness and smoothness of the government agents in Iran has been relatively increased since 1997 (after reformisitc movement of people on 23 of may in that year). Although this argument should be analyzed scientifically, some weak evidence confirm it. One evidence is the gap between predicted and actual growth in liquidity, before and after 1997. Table 13 indicates this gap 

	Table 13, Gap between, Predicted and realized growth of liquidity in Iran (1991-2002)                                                                                      Percent

	Year
	Predicted liquidity growth
	Actual liquidity growth

	1991
	9.2
	24.6

	1992
	5.9
	25.3

	1993
	5.3
	34.2

	1994
	-
	28.5

	1995
	12.5
	37.6

	1996
	12.5
	37

	1997
	12.5
	15.2

	1998
	12.5
	27.1

	1999
	12.5
	27.5

	2000
	19.9
	25.1

	2001
	17.4
	29.4

	2002
	15.3
	30.2

	2003
	14
	

	2004
	13
	


Source : brought out from Journal of Iran Economics, March 2000

Finally one reason, which I think, is responsible to the shortcomings of Iran’s banking system does have ultra economic nature (Political cultural, social, etc). So this also does not relate to the interest free banking.

For example some of managers and bankers do not concern to the Islamic fiscal approaches, so do not have enough incentive to go ahead. Also some of the bankers have not trained regarding the laws of Islamic banking and Its implementation. Because of this fact some studies show that the law of  interest free system is not applied in some banks. Absence of fiscal  discipline and existence of some non – banking, fiscal and monetary organizations, on which central bank has no control, is influensive in this regard. One of them  which is called : “boniad fiscal and credit center”, does have 240 branches, and one million depositors are transacting with it.
 Not surprisingly,  It is popular among the Iranian economists that at least 40 percent of Iranian economy as a whole and more than 45 percent of its financial and monetary activities are outside of the control of the official government. Such huge non – smooth activities have choken the normal economy (specially its banking system). inefficient bureaucracy in government sector, intervention of central bank in the details of activities of other banks, existence of corruption in public sector dissatisfaction and distrustiness of people relative to the monetary and fiscal system, aggravated the situation.
 In spite of the above facts, when there are some improvement in banking situation we see a considerable progress in their efficiency. For example  three banks, named welfare bank, Sepah Bank, and “National Bank, among the commercial banks have had the least inefficiency, and “Industry and mineral bank” among specialized banks has gotten the best degree. In studying the banking circumstances comparatively, we simply find out that the difficulties of these 4 banks are less than the other 5 ones. There are nine banks with 15000 branches in Iran. Table 14 has shown inefficiency ranking among all Iranian banks.

	Table 14

Average Inefficiency for Banks (1989-1995)

	Name of the Bank
	Average in efficiency
	Rank

	Refah (welfare)
	0.145
	1



	Sepah (corps)
	0.16
	2

	Meli (National)
	0.175
	3

	 Sanat and madan

(industry) and mineral
	0.20


	4



	Melat (nation)
	0.21
	5

	Keshavarzi (agriculture)
	0.286
	6

	Saderat (Exporting)


	0.31
	7

	Maskan (Housing)
	0.324
	8

	Tejarat (commerce)
	0.32
	9


At any way and by considering all difficulties (among them is the great risky planning to establish free interest banking system all at once), whit regard to such system there are some success too. Generally speaking this system, has done its duties and activities at least on average with 76 percent of efficiency. From 1998 on, there is 27.5 percent average growth banking in assets. Growth of facilities granted to non – governmental sector has been reported to be in average,  30.2 percent. Non – governmental deposits has increased by 27.8 percent. And  growth in time deposit has reported to be 48.7 percent.

I conclude that in the case of Iran if we use the Islamic teachings as our pattern and make effort to resolve the difficulties around fiscal devices (banking system, zakah and khums), we would achieve to a considerable level of SD. But for the time being we cannot show a significant relationship between interest free banking system and SD (that is it is potentially meaningful, but actually ambiguous).

D. concluding Remarks and policy implications

Sustainable Development (SD) is going to be one of the most important, socio – economic problem, specially during the first decade of 21st century. SD, encourage economic development strategies that are environmentally and socially, sustainable.
 In this connection, economic systems and the environment are dynamically interrelated. One of these is the link between fiscal and monetary devices and the SD. Bringing out this relationship from the Islamic point of view does have considerable significance.

Efficient financial devices, at one hand can be substituted for natural resource exploitation (and thus act as a supporter of SD), and at the other they can finance the expenditures needed to combat with negative externalities, resulted from depletion of environment. Potentially speaking, Islamic teachings are in direction with the protection of environment and thus helping SD. Emphasizing on equilibrant consumption, is another link between Islamic teachings and SD. Reduction of material consumption is one of the preconditions of sustainable society. That is the picture of the “good life” that the “ecologism” paints, is differentiated from most other ideas.

One of obvious feature of SD is that it is based on the efficient and equitable use of resources. This in turn depends critically on the ways in which property rights are defined and distributed.
  In Islamic teachings, all resources originally belong to God and are deposited to the people as trustee substitute. Holly Qur’an stipulate this fact as follow: “Believe in Allah and His messenger and spend of that whereof He has made you trustees.
 Doubtless to say if Moslems (in private or public sector) obey the sense of this verse, actually, there would not be serious problem regarding SD. But our Moslemness is not adapted to Islam really.

Moderate approach to the government role in Islam, is another link between it and SD. In the case of SD, intervention of the government is necessary. Professor stiglitz points out that : “Prices in general do provide signals concerning the scarcity of resources and “in the absence of market failure” Lead to economic efficiency
. When there is externality, or a resource is not priced, a private economy which govetn it will not be efficient. I think moderate role of government (not similar to socialism and not to neo – liberalism), to gather with Islamic teachings and its special fiscal devices, organize a coherent system which is compatible to the SD, reasonably.

5- In this connection Iran is a plausible case study (regardless of any conclusion we get). Because first of all about 80 percent of its current and developmental expenditure is financed by using natural resources (specially gas/petrol). Secondly its zakah system (compared to other Moslem countries), is inefficient, so she does not have any control on banking deposits.
 However at the same time she is practicing 100 percent interest free banking system.

Thirdly, banking system in Iran is nationalized, so when government face difficulty with regard to gas/petrol revenue, force the banking system to finance her deficit. So there is an ordered, regulated exogenous relationship (and not economic, efficient and endogenous one) between fiscal and monetary policies.

Complete monopolizing banking system by government, absence of  space for private sector activities, banking system being an instrument to resolve government difficulty, focusing of banks on short run facilities, non – smoothness of monetary policy makers and some ultra banking and (even) ultra economic problems, property right difficulties, corruption in the government sector, the existence of above 40 percent under and semi - under economic and monetary activities, high inflation rate, absence of necessary discipline in fiscal management and so forth, are current challenges of Iran’s banking system.

7- by resolving some theoretical problems with interest free system, training the bankers and informing the people with regard to new banking system, monitoring the monetary activities of non – bank institutions, encouraging competition among banks, combating with all kinds of non – economic  rentiers, maintaining the independencies of the banking system, improving the managerial techniques and using modern banking instruments, clarifying zakah and other taxes, and systematizing all branches of Islamic economics, could generate some fiscal and monetary devices, which can support the SD. Now because of absence of above conditions there is no meaningful link between “Iran monetary and financing devices and the sustainable development.
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