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Abstract

Introduction: The current interest-free banking model in Iran, despite its con-
siderable advantages over the pre-Islamic Revolution banking system, continues
to suffer from structural shortcomings and operational inefficiencies. Numerous
reform models have been proposed by scholars to address these deficiencies; how-
ever, none have been successfully implemented or proven effective in practice.
This study aims to propose a practical and operational framework for reorganizing
Iran’s banking system.

Methodology: This research first evaluates the performance of Iran’s interest-free
banking system and identifies its fundamental challenges. These challenges are
then prioritized using the Analytic Hierarchy Process (AHP) and pairwise com-
parison techniques. Subsequently, by reviewing existing theoretical and practical
models of Islamic banking, an alternative and implementable banking model is
proposed.

Findings: In the proposed framework, in order to preserve the core function of
banks as financial intermediaries, and considering the dual legal nature of banks
as well as the coexistence of monetary and capital-based activities in conventional
banking operations, banks are restricted to performing financial intermediation.
Investment and agency functions are delegated to specialized and appropriate in-
stitutions.

Conclusion: The distinguishing features of the proposed model include its focus
on the real needs of customers, its operational feasibility, and its emphasis on ad-
dressing the existing challenges of the current banking system in Iran.
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Interest-Free Banking, Interest; Deposits, Agency Contract (Wakalah), Partner-
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Extended Abstract

1.Introduction

In Iran, after the fundamental transformation in the banking system and
the implementation of interest-free banking in 1984, after several decades
of implementation experience, the banking system is accompanied by chal-
lenges and problems, and researchers disagree about which part of the bank-
ing operation process this challenge is most related to and how they can be
resolved.

In the present study, after evaluating the interest-free banking experience
in Iran and stating the basic problems in this field, a proposed model has
been presented to resolve these problems. Since resolving all these prob-
lems by presenting an alternative model, especially in the implementation
stage, it is necessary to determine the degree of importance and weight of
these problems so that decision-makers in practice can focus their main fo-
cus on resolving problems that have a higher importance coefficient. In this
regard, and in order to determine the weight and importance of the problems
mentioned for mobilizing resources in interest-free banking in Iran, these
weights are determined using the AHP method and pairwise comparisons.

In order to present an alternative model, it is necessary to use the expe-
riences of other countries and the existing theoretical literature, with a view
to resolving the basic problems mentioned in the current banking of Iran.
Therefore, in this article, by examining the practical and theoretical models
presented, an alternative model has been designed in which the mentioned
problems no longer exist and at the same time has a high implementation
capability. One of the important features of the proposed model is its suita-
bility to the situation of the Iranian monetary and financial markets and its
comprehensiveness, so that if this model is implemented and implemented,
it will almost meet a significant part of the financing needs in the country.

2.Research Methodology

In the present study, due to the qualitative nature of the existing indicators,
the binary table method was used for weighting. The binary table weighting
method was formed based on the working method in the AHP process. This
method was presented in 1980 by Thomas Saati and, due to its simple and
comprehensive nature, it is highly efficient and allows the examination of
different scenarios and is increasingly used. The basis of this method is the
creation of a quantitative model based on pairwise comparisons, and one
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of its advantages is the ability to analyze complex problems and provide a
graphic diagram of the major factors affecting the decision.

In order to weight the problems of Iran’s interest-free banking, these
problems were designed in a binary table and provided to the relevant ex-
perts to record a score between .11 and 9 when comparing these problems.
After completing these tables, the final weight of each indicator was extract-
ed using the Expert Choice software.

3.Research Finding

Ranking results of Iran’s interest-free banking challenges

1.Money creation (.270), 2. Withdrawal of money from the real sec-
tor(.223) 3. Forgetting the tradition of Qard al-Hasana(.139) 4. Using Sha-
ria tricks(.118) 5. Failure to compensate for the depreciation of the curren-
cy(.070) 6. Method of paying interest on account(.054) 7. Lack of accounting
separation(.050) 8. Failure to cover the needs of depositors(.043) 9. Invest-
ment deposit reserve(.032)

4.conclusion

According to the proposed model and by separating the two monetary
and capital sectors, the bank will find its main definition and position and
will bring about several positive results, which will be referred to below.

1. According to the proposed model, the bank will only perform the task
of financial intermediation and provide monetary services and will delegate
the activities related to the capital sector and requiring a separate and special-
ized structure to specialized institutions. All transfers of funds and receipts
and payments will be carried out in the bank, but specialized activities relat-
ed to investment and earning income in the real sector of the economy will
be delegated to specialized departments.

2. By implementing this model and 100% reserve of current deposits,
money creation will be severely limited and its harmful and inflationary
effects in the economy will be eliminated. And by designing the Wagqalat
deposit in the loan, the good tradition of Qarz-ul-Hasana will be revived
and the depositors will be assured that all their funds will be spent on Qa-
rz-ul-Hasana. As a result, banks are no longer inflationary. The very impor-
tant and effective issue of compensating for the devaluation of money, which
was a serious obstacle for many depositors, is also resolved in this model,
and depositors will be assured of maintaining the value of their money.

3. By using the agency contract in the loan, the bank will no longer act as
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a lender to receive a fee, but rather the bank will act as an attorney (outside
the loan contract) to receive an attorney’s fee instead of a fee. As a result,
jurisprudential doubts and disputes related to the receipt of fees in loan facil-
ities will be resolved.

4. According to the structure defined in the proposed model, the current
banking accounting system will be modified without usury and it will be
possible to calculate the realized profit in each section. According to the
model, each entity has a separate financial balance and its own receipts and
payments. The problem of imputed interest is resolved by buying and selling
bonds in the secondary market, and the final profit at the end of the period
will be allocated to the final holder of the bonds.

5. If this model is implemented correctly and accurately, the surplus re-
sources of society will no longer be sent to the gold, housing, and foreign
exchange markets, and bubble and unrealistic demands will not be created in
various sectors of the economy. Instead, they will flow to the productive and
highly productive sectors of the economy through a logical, scientific, and
efficient mechanism, increasing production and employment.
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