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ABSTRACT

This paper aims to assess the importance of adhering to Sharia principles
in both conventional and Islamic fundings. We assumed that these principles
apply equally to both Islamic and conventional fundings. We also assume that
Sharia principles is not confined to a specific space or time but is universal to
allfinancial establishment. Empirically, we attempted to model these principles
using ratios, thresholds, and econometric models. The principles used in this
study include: the value of labor, the principle of equality between goods and
money “Ghonm to Ghorm”, the prohibition of fraud and manipulation, the
prohibition of currency speculation “Riba”, and the prohibition of arbitrage.
The results showed that the key principles leading to non-speculative profit
such as the prohibition of currency speculation, equality between money
and goods, and the importance of labor are better upheld in conventional
financing than in Islamic financing. However, the Islamic financing system
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demonstrated superiority in market-related factors, such as the prohibition
of fraud and manipulation.

1. INTRODUCTION

The fundamental principle of Islamic financial Transactions is that bank-
ing and market financing must have tangible counterparts. By “tangible,”
we refer to all goods and services that generate profit or loss. Profit and
loss thus become essential components in determining the value of tangible
assets. Consequently, financial value derives its legitimacy from the value
of tangible assets, making money an equivalent to real assets. This principle
aligns with the balance between the monetary and real economies, known
in Islamic jurisprudence as the principle of “Al-Ghunm bil-Ghurm” (profit
comes with liability). (Mashour, 1991).

Profit (through goods and services) and liability (through money) can
only be realized if every cash flow has a corresponding tangible counterpart.
Every increase in money must originate from profits on goods, ensuring
that the value of goods rises in proportion to the increase in money. If this
principle is not followed, an imbalance occurs: either an excess of goods
without sufficient money to purchase them or an overabundance of money
without available goods.

This financial surplus relative to goods leads to inflation and price increas-
es, a phenomenon known in Islamic jurisprudence as “Al-Ghulla”, which
results in social inequality and declining purchasing power. (Benhamed and
Gassouma, 2023). This excess of money is considered “Riba-based money”,
meaning wealth acquired outside of trade transactions. In other words, it
is the money that increases without legitimate justification, either through
fraudulent means or through loans not invested in tangible assets as invest-
ment and consumption but used to cover debts and to arbitrage operations..
All such funds fall under “virtual Riba-based money.”

This virtual money is generated through trade over time not backed by
tangible goods but rather acquired through delayed debt repayments or
speculative price increases. The value of goods should rise with the rising
of money value corresponding to the labor creation. (Adesina, K.S, 2020).
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