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Why The Nobel Prize Of Economics (2012) Enhance the Position of ...

Roth, Alvin E. “Repugnance as a constraint on markets,” Journal of Economic Perspectives, 21(3), Summer, 2007, 37-58.
7. Roth, Alvin E. "What have we learned from market design?" Hahn Lecture, Economic Journal, 118 (March), 2008, 285-
310.

I have listed in the appendix to this paper all the areas that Roth considers as repugnant

9. Quoted in his paper: 100 years

10. An Economics Nobel For Saving Lives; By Virginia Postrel ; http://www.bloomberg.com/news/2012-10-16/an-
economics-nobel-for-saving-lives.html; Bloomberg.com

11. Roth built on Shapley’s theories about the best ways to match “agents” in markets — for example, students matched
with schools or organ donors with patients needing organs — and conducted experiments to further illuminate
Shapley’s work. He also helped to redesign existing institutions to improve their functioning.

12. Roth, Alvin E. “Repugnance as a constraint on markets,” Journal of Economic Perspectives, 21(3), Summer, 2007, 37-58.

13. Roth, Alvin E. “Repugnance as a constraint on markets,” Journal of Economic Perspectives, 21(3), Summer, 2007, 37-58.

14. Roth offers many examples of repugnant markets like insurance products for children & old, gambling and betting mar-
kets, adoption, etc. Then he shows how it leads to problems in market design and how he tried to solve them in some
cases. The Gale-Shapley algorithm, for instance, was devised in 1962, when Lloyd Shapley was 34. It concerns maths
problem known as the stable marriage problem: if you have an even number of men and women, can you always come
up with a set of marriages where there are no two people of opposite sex who would both rather have each other than
their current partners? (1960s maths problems: usually heteronormative.) If you can, then the marriage is "stable".

15. Repugnance as a Constraint on Markets; Alvin E. Roth; Forthcoming, Journal of Economic Perspectives, 2007; Harvard
publications.

16. Keynes, John Maynard (1930), “Economic Possibilities for our Grandchildren”, Essays in Persuasion, New York: W.W.
Norton & Co., Leider and Roth 2010

17. Roth, Alvin E. “The Economist as Engineer: Game Theory, Experimental Economics and Computation as Tools of Design
Economics,” Econometrica, 70, 4, July 2002, 1341-1378.

18. Roth, Alvin E. “Repugnance as a constraint on markets,” Journal of Economic Perspectives, 21(3), Summer, 2007, 37-58.

19. Roth, Alvin E. "What have we learned from market design?" Hahn Lecture, Economic Journal, 118 (March), 2008, 285—
310.

20. Quoted in his paper: 100 years

21. | have listed in the appendix to this paper all the areas that Roth considers as repugnant.

22. Some of his examples are poignant as well as repugnant, "...the French Ministry of the Interior, in 1991, issued a state-
ment saying that “dwarf tossing should be banned"... a French dwarf, who had been employed by a company called
Société Fun-Productions, successfully sued in French courts to have the bans overturned. However the bans were upheld
on appeal... on the grounds that “dwarf tossing... affronted human dignity...” The dwarf then brought his complaint to
the UN... he stated “that there is no work for dwarves in France and that his job does not constitute an affront to hu-
man dignity since dignity consists in having a job.” However the UN committee found in favor of France..."

23. Significant discussion can be found here : Decentralized Markets, and market failures--congestion, unraveling, market
culture [Updated 10/3/11 :Roth, Alvin E, "Marketplace institutions related to the timing of transactions, and reply to
Priest (2010)" October, 2010. (Here is the shorter version that is forthcoming in Journal of Labor Economics, maybe in
April 2012)]

24. Repugnant Markets [Updated 6/01/12: My paper "In 100 Years" includes some speculation on transactions whose re-
pugnance may change one way or another in the future (and it got a nice plug here--apparently Stephen Dubner has
an attraction to repugnance...:)]

25. Market for Law clerks [Updated7/20/12: Here are the dates and rules in the Federal Judges Law Clerk Hiring Plan for
2012, but the plan, which has been on it's last legs for a surprisingly long time, may finally be dead: see my blog
post The Federal Law Clerk Hiring Plan is pretty much over ]

26. AEA market for new economists [Updated 1/4/11: Peter Coles, John Cawley, Phillip B. Levine, Muriel Niederle, Alvin E.

Roth, and John J. Siegfried , " The Job Market for New Economists: A Market Design Perspective," Journal of Economic

Perspectives, 24,4 (Fall) 2010, 187-206].
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Why The Nobel Prize Of Economics (2012) Enhance the Position of ...

Roth pinpointed in different quotations and
research papers illustration to repugnant
markets; and that although “the trend of in-
creasing prosperity will continue, but that it
will not necessarily (as Keynes predicted in
1930) bring us all lives of leisure”; for exam-
ple he showed how different practical daily
lives practices might become repugnant in
different instances and vice versa such as

« Taking performance enhancing drugs will go
from being repugnant today to ordinary in
the future.

« Use computers for access to more and more
data, may become repugnant in some re-
spects, as privacy of personal data moves to
the forefront of civil rights issues.

« Some kinds of medicine, including reproduc-
tive medicine along with other aspects of re-
production, will become commoditized, while
others, such as genetic manipulation of vari-
ous sorts, may become repugnant.

It is because of such derivation of those
choices and the non-stable character of hu-
man choices along decades and the nature of
rationality in human psychology highlights
that the study of repugnant transactions will
be increasingly important and an important
factor in understanding dynamics of market
design. Charging interest was once consid-
ered sinful; indentured servitude was once
deemed acceptable. And in early 19th cen-
tury Britain, for example, anatomists were
allowed to work only on the cadavers of exe-
cuted murderers. Therefore crucial to the
theme of this paper is Roth dictum that “The
persistence of repugnance in many markets
doesn’t mean that economists should give up
on the important educational role of pointing
to inefficiencies and tradeoffs and costs and
benefits. Neither should we expect such argu-
ments to immediately win every debate.
Being aware of the sources of repugnance
can only help make such discussions more
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productive (not least because it can help
separate the issues that are fundamentally
empirical—like the degree of crowding out of
altruistic donations that might result from dif-
ferent incentive schemes compared to how
much new supply might be produced—from
areas of disagreement that are not primarily
empirical).

This is in fact what | seek to work on in the
coming paragraphs namely that; as market
crisis and upheavals have been more frequent
in the last decades; pointing to inefficiencies
and tradeoffs and costs and benefits in con-
ventional markets, might lead to an improve-
ment of the understanding of the need of an
Islamic based finance system and the ex-
pected role it needs to play in building effi-
cient markets of the 21° century.

Roth believes that advocates of well regu-
lated markets could more clearly address the
concern that markets are hard to regulate
perfectly and that at least some repugnant
transactions would likely slip through even
the best requlatory barriers.
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transactions is a real constraint, every bit as
real as the constraints imposed by technol-
ogy or by the requirements of incentives and
efficiency”.

¢ Is a constraint on transactions and markets
+ Takes the form of distaste for certain kinds
of transactions such as the one imposed by
technology or by the requirements of incen-
tives and efficiency”

¢ Can change over time, it can persist for a
very long time, although changes in institu-
tions that reflect repugnance can occur rela-
tively quickly when the underlying repug-
nance changes.

As to our common knowledge of repugnance
| chose to adhere to Wikipedia quoting: The
term wisdom of repugnance describes the
belief that an intuitive (or “deep-seated”)
negative response to something, idea or
practice should be interpreted as evidence
for the intrinsically harmful or evil character
of that thing.

How does it impact working of markets?
Well, those products/services which a society
deems as repugnant (but are useful like an
exchange for trading kidneys) will not trade
in the usual way as the other products. First,
there will be a reluctance to come forward
and offer such products and second even if
they do come, the outcomes are not going to
be efficient as these markets will have only
very few takers.

We can see the importance of this by looking
at another paper of Roth's, not cited by the
committee, on repugnance in markets. Roth
demonstrates that some markets are limited
because the very existence of a market in
some goods is considered repugnant. A re-
pugnant market is an area of commerce that
is considered by society to be outside of the
range of market transactions and that bring-
ing this area into

the realm of a market would be inherently

Why The Nobel Prize Of Economics (2012) Enhance the Position of ...

immoral or uncaring. For example, many
people consider a market in human organs
to be a repugnant market or the ability to
bet on terrorist acts in prediction market to
be repugnant. Meanwhile, other people con-
sider the lack of such markets to be even
more immoral and uncaring because trade
bans (e.g. in organ transplants and terrorism
information can create avoidable human
suffering.
A key idea on bearing interest rates to loans;
a practice banned from Shari'a; is quoted be-
low:
Lending money for interest is an example of a
market that was once widely repugnant, and
no longer is, (with the important exception
that Islamic law is commonly interpreted as
prohibiting it). State usury laws in the U.S.,
and Islamic banks in some countries, are ex-
amples of modern expressions of this repug-
nance. Near the beginning of his essay “The
Spirit of Capitalism,” Max Weber quotes Ben-
jamin Franklin on the virtues of responsible
lending and borrowing, and near the end of
the essay Weber (1930, p74) asks “Now, how
could activity, which was at best ethically tol-
erated, turn into a calling in the sense of Ben-
jamin Franklin?” Hirschman (1977, page 9)
paraphrases Weber’s question as “How did
commercial, banking, and similar money-
making pursuits become honorable at some
point in the modern age after having stood
condemned or despised as greed, love of lu-
cre, and avarice for centuries past?” (See Per-
sky, 2007 in this journal, and the references
there, on the Jeremy Bentham/Adam Smith
arguments about usury, and Kuran, 1995 in
this journal on Islamic banks.)

www.giem.info L9/



The point is illuminating for Islamic finance
practitioners since arguments towards stable
markets underline the fact that interest rates
and fixed income are factors of repugnance
and therefore such denominators are causes
of distortion in market design and the mere
fact that they are unacceptable factors to
some agents leads to negative forces in the
system.

This paper moves into this direction; namely:
1-Our understanding of market stability and
the predictability of financial crisis has fallen
short of the concept of repugnance.

2-When repugnance is taken into considera-
tion; markets were most stable; a case in
point is the behavior of Arab and Islamic mar-
ket mechanisms under international financial
Crisis.

3-Regulators have put outstanding weight
into designing deterrence system for crisis
and operational fraud; hence it would have
been more rewarding to study causes of re-
pugnance in the system.

4-There is a greater need today for interna-
tional markets to understand the notions of
interest-free exchanges LARIBA and particu-
larities of Arab markets exchanges if one
hopes to design more efficient and ethical
systems of exchange, cultural notions of re-
pugnance can't simply be dismissed as irra-
tional.

5-Markets looses their efficiency and some
markets become limited because the very ex-
istence of a market in some goods is consid-
ered repugnant. A repugnant market be-
comes therefore an area of commerce that is
considered by society to be outside of the
range of market transactions and that bring-
ing this area into the realm of a market would
be inherently immoral or uncaring.

6-Pointing to inefficiencies, tradeoffs, costs
and benefits in conventional markets, might
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lead to an improvement of the understanding
of the need of an Islamic based finance sys-
tem and the expected role it needs to play in
building and designing efficient markets of
the 21° century.

7-In my conclusion | will also bring the motion
of repugnance closer to the international sys-
tem understanding of growth which is repug-
nant in Islamic dictums. A Bank for interna-
tional settlements Working Papers (No 381)
“Reassessing the impact of finance on
growth” http://www.bis.org/publ/
work381.pdf; Stephen G Cecchetti and Enisse
Kharroubi give breath taking results on the
study the complex real effects of financial de-
velopment and come to two important con-
clusions. First, financial sector size has an in-
verted U-shaped effect on productivity
growth. That is, there comes a point where
further enlargement of the financial system
can reduce real growth. Second, financial sec-
tor growth is found to be a drag on productiv-
ity growth. Our interpretation is that because
the financial sector competes with the rest of
the economy for scarce resources, financial
booms are not, in general, growth enhancing.
This evidence, together with recent experi-
ence during the financial crisis, leads us to
conclude that there is a pressing need to re-
assess the relationship of finance and real
growth in modern economic systems. More
finance is definitely not always better; the au-
thors say.

What is repugnance?

Roth says that his essay Repugnance as a
constraint on markets “examines how repug-
nance sometimes constrains what transac-
tions and markets we see. When my col-
leagues and | have helped design markets
and allocation procedures, we have often
found that distaste for certain kinds of



medical residencies, public schools and kidney
transplants from living donors. Starting from
an understanding of game theory and rational
agents preferences; his contribution to kidney
donors matching is outstanding since such
markets don’t actually involve monetary ex-
changes. These include medical residencies, in
which both sides care about exactly whom (or
what characteristics) they’re matched with.
Each side has a ranking of its preferences, and
the trick is to get everybody as highly ranked a
match as possible. Having an auction would-
n’t solve the problem, because the highest
bidder for a given partner wouldn’t necessar-
ily match the partner’s preferences.

Roth is the George Gund Professor of Econom-
ics and Business Administration at Harvard
Business School (HBS) and in the Economics
Department at Harvard’s Faculty of Arts and
Sciences (FAS). He received the Nobel prize for
his work on the design and functioning of such
markets, which was done in large part at Har-
vard. He shares the prize, officially named the
Sveriges Riksbank Prize in Economic Sciences
in Memory of Alfred Nobel, with Lloyd S.
Shapley, A.B. ’44, of the University of Califor-
nia, Los Angeles.

Background

One of Roth's more interesting notions, is his
work on repugnance as a constraint on mar-
kets - the costs imposed by the fact that cer-
tain cultures find the buying and selling of cer-
tain goods and services to be too icky. To my
knowledge the notion of repugnance has not
been brought forward in any discussion of the
predictability of financial crisis nor in the ar-
gumentation of efficient markets design.

In his 2007 paper, Repugnance as a Constraint
on Markets, Roth considers several examples
of repugnancy costs. For instance, it is illegal
to eat horse meat in California. But it is not
illegal to kill horses -- just not for the purpose

Why The Nobel Prize Of Economics (2012) Enhance the Position of ...

of eating them -- and many people in the
state come from societies where eating horse
is socially acceptable. He also discusses dwarf
-tossing, an activity banned in many places
and widely viewed as morally repugnant,
though the physically similar sport of "wife-
carrying," is widely accepted. Roth notes that
a dwarf-tossing ban in France was overturned
after one dwarf sued on the grounds that it
violated his right to employment.

In less wacky sections, Roth discusses why
carbon trading schemes are now considered
acceptable, but it is considered unethical to
pay developing countries to take in waste
from the rich world, any why paying merce-
naries is considered less ethical than expect-
ing young citizens to die for their country.
There's also the charging of interest, a prac-
tice that only being acceptable in Europe
around the 14th and 15th century and is still
considered unethical in Islamic societies to-
day, resulting in a cottage industry of sharia-
compliant ~ financial services. Repugnance
therefore creates distortion in market design
and might be a catalyst to financial crisis.
Roth argues that "the real repugnance that
some people feel toward some transactions
means that economists interested in propos-
ing and designing markets must take this re-
pugnance into account." If one hopes to de-
sign more efficient and ethical systems of ex-
change, cultural notions of repugnance can't
simply be dismissed as irrational. This would
seem to be an argument with implications be-
yond economics.
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Why The Nobel Prize Of Economics (2012) Enhance the Position of
Islamic Finance towards Repugnant Markets?

Part 1

By Maan Barazy
Certified Shari'a Adviser and Auditor (CSAA- AAOIFI Certified) - MA Islamic Comparative Jurisprudence - BS International
Economics - Managing Partner And CEO of Data and Investment Consult-Lebanon
“How did commercial, banking, and similar money-making pursuits become honorable at some point in the modern age
after having stood condemned or despised as greed, love of lucre, and avarice for centuries past?”
Max Weber quoting Benjamin Franklin on the virtues of responsible lending and borrowing

ABSTRACT:

Our understanding of market stability and the predictability of financial crisis has fallen short of the concept of
repugnance. Repugnance creates distortion in market design and might be a catalyst to financial crisis. Roth
argues that "the real repugnance that some people feel toward some transactions means that economists in-
terested in proposing and designing markets must take this repugnance into account." If one hopes to design
more efficient and ethical systems of exchange, cultural notions of repugnance can't simply be dismissed as
irrational. This would seem to be an argument with implications beyond economics. When repugnance is
taken into consideration; markets were most stable; a case in point is the behavior of Arab and Islamic market
mechanisms under international financial crisis. Regulators have put outstanding weight into designing deter-
rence system for crisis and operational fraud; hence it would have been more rewarding to study causes of
repugnance in the system. There is a greater need today for international markets to understand the notions
of interest-free exchanges LARIBA and particularities of Arab markets exchanges if one hopes to design more
efficient and ethical systems of exchange, cultural notions of repugnance can't simply be dismissed as irra-
tional. Markets looses their efficiency and some markets become limited because the very existence of a mar-
ket in some goods is considered repugnant. A repugnant market becomes therefore an area of commerce that
is considered by society to be outside of the range of market transactions and that bringing this area into the
realm of a market would be inherently immoral or uncaring. In my conclusion | will also bring the motion of
repugnance closer to the international system understanding of growth which is repugnant in Islamic dictums.

A Bank for international settlements the economy for scarce resources, fi-

Working Papers (No 381) nancial booms are not, in general,
“Reassessing the impact of finance growth enhancing.
on growth” http://www.bis.org/ Alvin E. Roth nomination to the No-

publ/work381.pdf; Stephen G Cec-
chetti and Enisse Kharroubi give

bel economics prize 2012 has en-
hanced our understanding of how

breath taking results on the study the com-
plex real effects of financial development
and come to two important conclusions.
First, financial sector size has an inverted U-
shaped effect on productivity growth. That
is, there comes a point where further
enlargement of the financial system can re-
duce real growth. Second, financial sector
growth is found to be a drag on productivity
growth. Our interpretation is that because
the financial sector competes with the rest of

markets work; and give us some insights on
behavior of agents and irregularities in mar-
ket design. But further his concept of
“repugnance” bring forward positive contri-
bution to Islamic finance and Arab markets
stability both under free interest rates ex-
changes; financial notions and mechanisms.
Roth, whose “market design” bridges eco-
nomics and operations research, is known for
developing algorithms to find the best avail-
able matches in real-world situations:




Trade Transaction

Conclusion

A Muslim involved in businesses, purchasing and selling, should learn the legal rulings on
trade transactions. They should also learn the valid and invalid conditions of any business
deal in order to make themselves aware about the legal complications in such dealings.
Similarly, Muslims can find legal solutions about the controversies arising from trade trans-

actions contract most of which result from ignorance of such Islamic injunctions, rulings
and conditions by seller, buyer or both.
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Otherwise, the buyer has the right to cancel
the contract or at least get a compensation
for the missing stipulated quality. This com-
pensation is estimated by comparing the
value of the commodity lacking the required
conditioned the difference between the two
values can be paid to the buyer if he asks for
that.

Second Type: The second type obliges one of
the two parties to stipulate lawful benefit
from the commodity under certain circum-
stances. For example, a seller of a house may
stipulate staying therein for a specific period,
or a seller of a riding animal or a car may
stipulate riding it to a certain place.

Jabir narrated: "The Prophet sold a
camel and stipulated a ride (and use it) until
he reaches Madeenah." [Al-Bukhaari and
Muslim].

This Hadeeth states the permissibility of sell-
ing an animal and stipulating riding it to a
certain place. The same goes for similar
transactional cases. Another example is
when the buyer stipulates a specific work to
be done on a commodity like stipulating pur-
chase of firewood by the seller for delivery or
buying cloth with a condition upon the seller
to stitch it.

Invalid Conditions
There are two types of invalid conditions:

First Type: Any illegal condition invalidates or
nullifies the selling contract like when one of
the two parties add and addendum to the
main contract. For example, it is an illegal
condition when a seller of a commodity
makes a condition that the buyer must make
him partner in business, lend him a sum of
money, allow him to share his house, etc.
Consequently, he says, "l sell you this com-
modity on the condition that you rent me
your home." Such a condition is legally inva-
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Trade Transaction

lid as it nullifies the original contract.

This is because the Prophet “== forbade con-
cluding a selling contract based on another
conditional contract. (At-Tirmithi& An-
Nasaa'i) This Prophetic prohibition was inter-
preted by Imaam Ahmad IbnHanbal exactly
as pointed out above.

Second Type: This second type does either
nullify or make a clause void but does not
render the contract void. For example, a
buyer of a commodity may make a condition
that he will give it back if he undergoes loss
or a seller of a commodity may make a condi-
tion that the buyer must not resell it.

Such types of conditions are illegal violating
the basic norms and principle of business
contract as it is the absolute discretion of
buyer to use the purchased commodity in
whatever manner he likes. The Prophet, sal-
lallaahualayiwasallam, said: "If anyone im-
poses a condition which is not in the Book of
Allaah then that condition is invalid even if he
imposes one hundred conditions." [Al-
Bukhaari and Muslim].

The phrase "in the Book of Allaah"in the
aforementioned Hadeeth refers to Sharee'ah
(Islamic Law) including the Quran and the
Sunnah. It is pertinent to note that still such
an invalid condition does not nullify the con-
tract. To illustrate, in the well-known incident
of Bareerah, the master who sold her made a
condition that her wala (freed slave's loyalty
by virtue of emancipation) would go to him if
she was emancipated [freed]. However, the

Prophet = declared that the condition was
[
null but he did not consider the contract

sl
to be invalid. The Prophet = said: "Verily,
the Wala' is for the emancipator." [Al-
Bukhaari and Mulim]



Non Existent Future Goods Contract

The price and the commodity must be known
to the seller and buyer as hiding any material
fact is regarded as fraud which is prohibited
in Islam. Consequently, it is invalid for the
buyer to buy something that is not seen or
recognized by him and vice versa, for the
seller to sell. For instance, an animal’s em-
bryo in its mother's womb or milk in udders,
separately.

Idiocy Contract

There are various selling systems practiced
before Islam that are still forbidden in Islam.
Mulaamasahmeans that when the buyer
touches something displayed for sale, he has
to buy it at the price decided by the seller)
and Munaabadhah means that when the
buyer throws something to the seller, the
buyer has to buy it at the price decided by the
seller.

Abu Hurayrah £

of Allaah forbade selling by mulaamasah
and munaabadhah.” [Al-Bukhaari and Mus-
lim]. Selling by hasaah (stone) isalso prohib-
ited and is another type of sale which means
that when the buyer throws a stone at a cer-
tain commodity displayed for sale, which he
intends to buy at the price decided by the
seller.

Conditions for Contract

It is also necessary to study and tackle the
different kinds of conditions pointing out the
legal and the illegal conditions of trade trans-
action’s contract.

Primary Condition

The scholars of Islamic Jurist defined a
primary condition, "It is obligatory on one of
the two parties, buyer and seller, of the sale to
sell the other for the benefit of the lat-
ter." According to them, a transactional condi-
tion is invalid unless it is made at the time of
the transaction and embedded in the transac-

narrated: "The Messenger

Trade Transaction

tional contract. In other words, a condition is
invalid if made before or after concluding the
contract.

In general, the conditions in trade transactions
are divided into valid conditions and invalid
ones.

Validity Conditions

Valid conditions are those that do not contra-
dict the objective of the contract. Such a kind
of condition obligates its fulfillment. The

Prophet said: "Muslims must keep to the
conditions they make." [Abu Daawood& At-
Tirmithi]

Types of Validity

Such conditions obligate fulfillment also be-
cause all conditions in trade transactions are
originally legal except for those invalidated
and prohibited by the Lawgiver (Allaah Al-
mighty). The valid conditions are of two kinds
and are currently known as Guarantees and
Warrantees:

First Type

This condition of trade transactions ensures
and consolidates the contract. It benefits the
one who sets such conditions. Examples of
such valid conditions are those made by the
seller such as stipulating taking a security de-
posit or stipulating surety. This surely makes
the seller free from worry. There are similar
valid conditions in favor of the buyer such as
stipulating about delays in the payment or part
of it for a specified term, i.e. to pay it at a spe-
cific date. So long as the buyer is committed to
this condition the sale is valid.

A buyer may also set a condition concerning a
specification of the commodity like requiring a
special brand or product as people have differ-
ent preferences. In such a case, the sale is le-
gally valid as long as the commodity meets this
condition.
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Trade Transaction

Third, when neither the seller nor the buyer
speaks (about the price) for there is a custom
to that effect.” [Majmu’ul Fataawa, 29/7-8]
Conditions for Buyer and Seller

There are certain conditions that need to be
fulfilled by either the buyer or seller in order to
make a trade transaction valid as lacking
would invalidate the transaction:

Mutual Consent

A trade transaction becomes invalid if either
the seller or the buyer is unjustly forced to
conclude it. Allaah, The Exalted, Says (what
means): {...but only [in lawful] business by
mutual consent...}[Quran 4: 29].

Moreover, the Prophet said: "Selling
should be only by mutual consent.”" [Ibn Hib-
baan, Ibn Maajah, and other compilers of
Hadith]

Coercion
Any transaction concluded through just com-
pulsion is deemed valid, as in the case when
the ruler (or the one in authority) forces a
bankrupt person to sell his remaining property
in order to pay off his debts.

Minor or Sane Person
A trade transaction becomes invalid if either
of the seller or the buyer is a minor, a foolish
or weak-minded person, an insane person, or
a slave who has not taken his master's permis-
sion (to conclude the transaction).

Ownership and Contingent Contract

The Prophet said to Hakim Ibn Hizam:"Do
not sell what you do not have (or
posess)." [Ibn Maajah and At-Tirmithi who
deems it a Saheeh (authentic) Hadeeth]. Al-
Wazeer said: "Scholars agree that it is imper-
missible for a Muslim to sell whatever is not
present with him or whatever he does not
possess, and then goes out to buy that thing
for his customer, for this is a void trade trans-
action.”
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Conditions for Commodity

Lawful to Use

It is impermissible to sell whatever is prohib-
ited for use by a Muslim, such as intoxicants,
the flesh of swine, musical instruments, and

o]
dead animals. The Prophet said:"Allaah
and His Messenger prohibited the trade of in-
toxicants, dead animals, pigs, and

idols." [Bukhaari and Muslim]. He also
said: "Allaah prohibited intoxicants and their
(gained) prices, dead animals and their prices,
and pigs and their prices." [Abu Daawood]. It
is also illegal to sell the impure fats (or the

i
ones dffected by impurity) for Prophet
the said: "When Allaah prohibits something,
He prohibits the price paid for it." [Abu Daa-
wood]. Also, Al-Bukhaari and Muslim related

that the Prophet was asked: "O Allaah's
Messenger! What about the fat of dead ani-
mals, for it is used for greasing the boats and
the hides, and people use it (as oil) for
Fra

lamps?" He replied, ‘No, it is prohibited.’
Availability of Goods and Contingent Contract
The price and the commodity must be avail-
able at the time of conclusion of trade trans-
action for any unavailable commodity is con-
sidered nonexistent and is illegal to be sold.
For example, it is illegal to sell a fugitive slave,
a runaway camel, or a bird in the air. Like-
wise, it is illegal for a Muslim to sell some-
thing taken by force except in the presence of
the one who took it forcefully, or one who is
able to restore it (such as the police or a judge
or the like, to guarantee delivering it to the
buyer).



Trade Transaction

Trade Transaction

Compiled by
Mohammed Ashraf, FCCA
[Extracts from Sheikh-ul-Islam Imam Yousuf Al Qaradawi]

People in general need food, clothes, houses,
vehicles and other necessities of life in addition
to different luxuries which are obtained through
trade and it is obvious that they also need rul-
ings on conducting such transactions. This arti-
cle is an endeavor to point out rulings on trans-
actions by Allah, in His Noble Book - Quran, and

the Prophet £ through his honorable Sunnah
(Prophetic Tradition).

Lawyers, Accountants and students pursuing
these professions may keep an eye over the con-
tract and sale of good act while reading these
1500 year old Islamic injunctions in this article.
Trade

Trade is permissible according to the Quran,
Sunnah, consensus of Muslim scholars, and ana-
logical  deduction.  Allah  Says  (what
means):  “..but Allah  has  permitted
trade...” [Quran 2: 275] and also Says (what
means): “There is no blame upon you for seek-
ing bounty from your Lord (during Hajj)
.7 [Quran 2: 198]

The Prophet said: "The seller and the buyer
have the right to keep or return goods as long
as they have not parted. If both parties speak
the truth and point out the defects and qualities
(of the goods), then they will be blessed in their
transaction. But if they tell lies or hide some-
thing, then the blessings of their transaction will
be destroyed." [Bukhaari]. The Prophet said:
"Whoever cheats is not one of us". [Muslim]

Muslim scholars uniformly agree on the permis-
sibility of trade transaction in general because
people's needs are interdependent. Any wise
person does not grant anything for nothing.
This means that a person usually do not give
anything in his possession, like money or goods,

to another person in return for nothing. Conse-
quently, the wisdom necessitates the permissi-
bility of trade in order to enable people to fulfill
their needs.

Trade Contract Formulae

Trade transactions can be validated by means
of a verbal or written formula. In the modern
days we usually call it express or implied con-
tracts.

The verbal formula expresses the sellers’ verbal
agreement at the time of when he, for example,
says to the buyer, "Well, | sell it to you" and the
buyers’ verbal acceptance of the same when he,
for example, says, "And | buy it". This formula is
an act of exchange itself whereby the seller is
given the usual price and the buyer takes the
commodity without any verbal declaration.
Sometimes a trade transaction is validated by
means of both verbal and written formulas.
Sheikh-ul-IslaamTaqi-ud-Deen said: "There are
some ways of exchange. First, when the seller
gives only a verbal acceptance and the buyer
takes the commodity (without declaring his ac-
ceptance). For example, a seller may say to the
buyer, ‘Take this piece of cloth for a dinar (an
old Arab coin that equals 4.25 grams of gold),
and the buyer takes it (without saying a word).
The same ruling applies when the price is a
given material; for example, the seller may say
to the buyer, “Take this piece of cloth for yours'
and then the buyer takes it. Second, when the
buyer declares his acceptance and the seller
only gives him the commodity whether the price
is a given material or the sale is on credit (and
the buyer honestly guarantees to pay).
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