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Abstract

This paper examines the jurisprudential framework (figh al-mu‘amalat) governing modern stock markets, focusing on
the distinction between legitimate trade and speculative practices. Drawing on classical sources such as Bada’i® al-
Sand’i‘ of al-K@sanT and Radd al-Muhtar of Ibn ‘Abidin, as well as contemporary analyses by MuftT Muhammad TaqT
‘Uthmani, Abt ‘Umar al-Dibyan, and Dr. Muhammad Tawfiq Ramadan, the paper highlights persistent challenges in
aligning modern financial instruments, such as shares, bonds, and derivatives, with SharT‘ah requirements. Particular
attention is given to the harmful market practices that undermine genuine trade: absence of possession (qabd) at the
time of contract, speculative re-selling of non-possessed goods, artificial price manipulation through hoarding, and the
distortion of supply-demand dynamics by fabricated rumours. These factors introduce gharar (excessive uncertainty)
and maysir (gambling-like risk), which render such transactions impermissible. The study argues that effective SharT ah-
compliant market regulation requires a return to authentic principles of trade, possession, transparency, and real
economic activity, while resisting the lure of profit from mere price differentials.
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Types of Debt Trading in the Contemporary Period and their Islamic Legal Status
1. Hundee (Bill of Exchange)
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Translation:
According to the majority of jurists, the HanafTs, Malikls, ShafiTs, and one narration from Ahmad ibn Hanbal, sarf al-
siftaja (i.e. the classical form of hundee) is not permissible because it falls under the principle of gard jarr naf an (a loan
that brings benefit). In their view, it is as though a person lent money and thereby gained the benefit of being secure
from the risks of the journey, and this type of gain from a loan is not permitted.
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Translation:
Other jurists held that the stronger opinion is that this practice is permissible because it is a form of hawd/a (transfer of
debt), not a loan. This position was adopted by the Majma“ al-Figh al-IslamT of the Muslim World League in its 11th
session, chaired by Shaykh ‘Abd al-‘Aziz ibn Baz (4&\ 4as ), and it advised banks to follow this ruling.
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Translation:
The HanafT jurists stated that selling modern hundee-type bills at a discounted price either to a third party other than
the original debtor or to someone under government obligation is not permissible.
This in effect means that the holder of a bill, instead of waiting until maturity, sells it to a third party at a lower cash
price. Banks commonly “discount” such bills and treat them as short-term loans. The usual maturity period for these
bills is around six months.
If this sale is done in exchange for cash in the same currency, it is impermissible because it comes under the ruling of
bay* gabl al-gabd (sale before taking possession). But if the transaction is structured as a loan and there is no legal
restriction, then, according to many jurists, there is no shar T objection.
2. Chegue (Shabaka)
Mufti Muhammad Taql ‘Uthmani defines a cheque as:
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Translation:
A cheque is a written instrument that can be issued only by someone who has an account in a bank. By issuing it, the
account holder in effect instructs the bank to pay a specified sum to the bearer of the cheque. The person who accepts
and encashes the cheque is called in Arabic musrif, in Urdu usually simply “bank.” The person in whose favor the
cheque is drawn is the payee, and the one who issues it is called the cheque issuer. Sometimes the cheque is made out to
a named individual, and sometimes it is issued without a name, in which case it is called a “bearer cheque.”
‘Allama al-‘Arabiyan defines a cheque as:
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Translation:
A cheque is a commercial instrument that contains an order by the sahib (issuer) to a bank to pay, on sight, a specified
sum of money to a third party, the mustafid (payee).
Types of cheques
I. Hamil Cheque (Bearer Cheque)

A cheque issued to a named individual but without the word “Bearer” crossed or restricted is called a hdmil cheque.

The bank has no obligation to verify the identity of the holder; whoever physically presents it may receive the payment.
Because of this, classical jurists often warned about the risks involved.

2. Hidayati Cheque (Order Cheque)

When a cheque is issued in favour of a specified person (h@mil hadha), the bank is obliged to make the payment only
after verifying the recipient’s identity. This provides an additional layer of security.

3. Muhit Kashid (Crossed Cheque)

In this type, the holder cannot receive cash directly. The cheque must first be deposited into the holder’s own bank
account. This restriction is meant to enhance security because the cheque is tied to a specific individual.

4. Post-Dated Cheque

A cheque issued for payment on a future date. Its negotiability and the ruling on gabd (constructive possession) differ
because it is not immediately payable®.

Shar T Ruling on Cheques

Mufti Taqi Usmani, in Figh al-Buyii 7 writes:

“A large number of contemporary scholars hold that receiving a bank cheque is tantamount to taking possession ( gabd)
of the actual amount. The remote possibility that the cheque may bounce is not considered significant because the law
imposes severe penalties on issuing cheques without balance. A similar risk exists in physical cash, which could be
counterfeit; such a risk does not negate gabd. Therefore, the cheque functions like constructive possession. Some jurists
have likened a cheque to a hawd/ah (transfer of debt).”

Contemporary scholars generally treat possession of a valid, certified, or at least bank-issued cheque as qabd of the
underlying sum. However, the sale or discounting of cheques at more or less than their face value is unanimously
prohibited by the jurists because it amounts to rzba (interest). The bearer of the cheque is essentially borrowing and
paying an additional amount as interest.
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Promissory Note (Sund / Sanad)

A sanad idhniyyah (promissory note) is:

“A written undertaking by the debtor (madin) to pay a specified sum of money to another person (mustafid) at a fixed
future date.”

Unlike a kambiyalah (bill of exchange), which involves a third party (mas]]hﬁb ‘ala}/b) and an order to pay, the
promissory note is a direct promise by the debtor®.

Shar T ruling:

Since both involve a debt reference, the legal treatment is similar. All jurists agree that selling or discounting such debt-
based instruments for less or more than their face value is not permissible, because the buyer in effect lends cash to the
note-holder and collects extra money as interest.

(Historic Salary Certificates)

In the past, governments issued j@makiyyah, certificates for fixed salaries due to their employees. Sometimes employees

in urgent need sold their certificates to others at a lower price.
Classical discussion (cited by Mufti Taqi Usmani in Figh al-Buyii ® ).
“Later jurists mentioned a form known as imdmkiyyah, papers issued by the public treasury or the superintendent of
awqaft.
‘Allamah Sham1 defined it as the allowance or stipend allocated annually or monthly to officials. Selling such claims in
advance at a discount was deemed invalid because it was effectively the sale of a debt to someone other than the original
debtor.”
Figh positions.

o Hanafi and Hanball jurists generally ruled it impermissible as it was bay " al-dayn li-ghayr man “alayhi al-dayn

(sale of debt to a third party).
e Some MalikT jurists, such as al-Khattab, permitted it.
e ShafiTjurists held diverse opinions.

Sale of Other Rights

Mufti Taqi Usmani writes in Huqiiq al-Muslim™:

“All rights that arise for a person through a transaction, such as the right to claim the price after selling a good, the right
to recover a loan, or the right to receive a government-announced prize, are not themselves ma/(tangible property) but
rather claims. Selling such claims for cash is in fact the sale of debt, which HanafT jurists do not allow, as it amounts to
selling what one does not yet possess (ma laysa ‘inda al-insin). This category includes the sale of stipends, allowances,

gifts with stipulations, and @makiyyah certificates.”
Bank Accounts and Their Shar T Status

1. Current Account
Funds deposited by companies or individuals with the bank’s right to utilize them, and repayable on demand
without profit-sharing. Jurists classify this as qard hasanah, an interest-free loan from the depositor to the bank.
2. Saving Account
Money deposited mainly for safekeeping, not for profit. If the bank merely acts as a custodian and guarantees
repayment, it is treated as wadi ‘ah bi'l-daman, a guaranteed deposit.
3. Fixed-Deposit Account
Money placed for a fixed period with the aim of earning higher returns. Its legal nature depends on whether the
arrangement is based on mudarabah, sharikah, or wakalah bi’l-istithmar (investment agency). Conventional
interest-bearing deposits, however, remain impermissible.

Stock Exchange (Bourse)

The stock exchange is a marketplace where bankers and brokers trade shares, bonds, and other financial instruments.
Prices are determined by supply and demand.
Two main categories of traded instruments:
I. Government Securities (sanad@t mawdiiniyyah)
Instruments issued by the state to borrow funds on an interest-based repayment scheduleshort-term, medium-
term, or long-term. Because of the fixed interest, they fall under rzba.
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2. Corporate Shares (hisas)
Issued by companies. Shareholders have proportional rights in the company’s policies and profits. When the
company earns profits, a portion is distributed among shareholders as dividends, and the rest is reinvested.
In addition, the stock market also facilitates trade in commodities, sometimes involving goods that are:!!
e in the seller’s possession,
e owned but not yet possessed, or
e not yet in existence at the time of contract.
Iypes of Transactions in the Stock Exchange
I. Spot (Cash) Transactions
Immediate delivery and paymentlegally valid.
2. Deferred (Futures) Transactions
Both payment and delivery are deferred to a future date (e.g., 3, 6, or 12 months). Their permissibility depends

on whether Shar T conditions for bay " al-salam or bay* al-mu’ajjal are met.
3. Option-Based Conditional Deals
Certain contracts grant either party the right to withdraw from the deal by paying a fixed premium. The Shar'T
ruling depends on the structure; many forms resemble gharar (excessive uncertainty) and are therefore
problematic,”?
Positive aspects of the stock Market
I) It provides a continuous and organized marketplace that connects buyers and sellers of shares, bonds, and

commodities.

2) It facilitates financing for industrial, commercial, and governmental sectors by enabling them to issue and sell
shares or bonds to raise capital.

3) It gives investors liquidity by allowing them to resell shares and bonds in the secondary market™

Negative and Harmful Aspects of the Stock Market

While the stock exchange provides a structured marketplace for trading /i§as (shares), bonds, and other commodities,

classical jurists and many contemporary scholars have pointed out serious Shar T and economic concerns.
I) Absence of Real Qabd (Possession)

In most speculative trades at the stock exchange, neither party takes actual or constructive possession (qabd) of the
subject matter at the time of contract.

Yet the SharT ah requires that at least one of the two counter-values ( ‘rwadayn) be possessed in the maylis al-"agd
(session of contract) for the sale to be valid™.

2) Sale of Non-Owned Assets

Commonly, a seller disposes of unowned shares, bonds, foreign currencies, or commodities, hoping to purchase them
later from the market before the settlement date to deliver to the buyer.

This practice violates the Shar T principle 47 bay" illd fimd yamlik“no sale except of what one owns”and renders such
forward sales invalid'®.

3) Chain of Resales Before Possession

It is also typical for the first buyer to resell the item before taking possession, and the second buyer to do the
samepassing the claim along a chain of traders.

Ultimately, only the last buyer either receives delivery from the original seller or settles by paying or receiving the
difference in price on the day of clearance (zaswiyah).

Intermediary traders merely speculate on price differences, taking profit if the market moves in their favour and paying
the loss otherwise.

This pattern closely resembles futures speculation in modern commodity markets, which jurists describe as invalid
because of the absence of gabd and the predominance of gharar (excessive uncertainty)'.

4) Hoarding and Price Manipulation

Wealthy speculators often hoard large quantities of shares, bonds, or essential commodities to manipulate prices.
Those who had sold without owning the assetsexpecting to buy them later at lower pricesfind themselves trapped,
forced to buy at artificially high rates at the time of delivery.

Such ihtikar (hoarding) is condemned in SharT ah because it harms the market and the public interest!”.

S) Artificial Price Fluctuations

A major defect of the stock exchange is that prices are often determined not by genuine supply and demand of real
goods but by rumours, speculative sentiment, or deliberate manipulation by dominant traders.

At times, false news is spread to influence prices.
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Such practices introduce unjustifiable risk(g]zamr, risk ma la }/uh tama])lginto the market, causing abnormal fluctuations
that disrupt the economy and harm society!
Summary
The article explores how Islamic jurisprudence evaluates modern stock-market practices.
Key points include:
I. Foundational Principle:
Islamic trade law requires that one party must have actual possession ( gabd) of the goods or financial
instruments before selling them. Any sale that occurs without such possession violates classical jurisprudence.
2. Speculative Practices:
Much of the trading in stock markets involves selling shares or commodities that the seller does not yet own.
This “sale of what is not in one’s possession” has been declared impermissible by both classical jurists and
modern scholars such as MuftT Taql ‘Uthmanl.
3. Chain Transactions:
A single asset often changes hands multiple times before anyone takes actual delivery. Profit or loss is settled
only as a difference in price at the time of contract settlement. This disconnect between trade and real goods
turns the market into a speculative arena rather than a legitimate trading platform.
4. Market Manipulation:
Wealthy players hoard shares and commodities to create artificial scarcity, raising prices and disadvantaging
smaller traders. Rumour-driven speculation further distorts market prices and introduces impermissible levels of
gharar (uncertainty).!
S. Broader Economic Impact:
Such speculative activity not only undermines SharT‘ah principles but also harms real economic stability by
disconnecting prices from actual supply and demand.

The article concludes that a Sharl‘ah-compliant stock market must re-centre genuine ownership, enforce transparent
P g P P
practices, and prevent price manipulation in order to foster ethical and stable economic growth.
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