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Abstract

This article aims to explore Lariba and Community Based Banking practices in the
United States of America to offer solutions to the challenges faced by Islamic Banking
System in Iran. To achieve this, a literature meta review of the Islamic Banking System
in Iran is conducted, utilizing a descriptive-analytical approach to identify the system's
key issues and obstacles. The article delves into the primary problems within the Iranian
Banking System, including Commodity Evaluation for investment decision making,
Profit Calculation for determining the bank's share, and Social Banking for ethical and
social considerations. In order to leverage global Islamic banking experiences and
provide recommendations and solutions to these challenges, the article examines the
Social Banking and Lariba Banking Regulations in the US. It presents regulations and
methodologies derived from the American and Lariba Banking Systems, such as
Commodity indexation, Mark to Market valuation, Fair Housing Act, and Equal Credit

Opportunity Act.

Keywords: Islamic banking, Iranian banking, American banking, social banking,

ethical banking, profit rate.

Introduction

Some specialists argue that despite the emphasis on the prohibition of usury in the
Islamic banking system, we are still witnessing suspicions of usury in various forms in

Iranian banking system. Tutunchian believes that the performance of Iranian banks
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suggests that only the name or form of actions has changed and in reality, their
performance is still that of usurious banks. Moosavian is of the opinion that although
the avoidance of usury was the main goal of Lariba banking theorists and the main
motivation of legislators and implementers, the performance of the banking system over
several years shows a tendency towards the dominance of usury and a return to usurious
banking. In this article, using documentary meta review and descriptive-analytical
method, non-usurious banking in Iran is critically examined and by studying the model
of Lariba and social banking in America, solutions are proposed to address these issues.

Materials & Methods

One of the serious disadvantages of banking in Iran is the manipulation and alteration of
the legal nature of equipped deposits. Unfortunately, in the current banking system of
Iran, a significant portion of Qard al-Hasanah deposits, which are deposited with banks
for the purpose of providing Qard al-Hasanah facilities, are utilized in investment
activities, trade contracts, participatory contracts, and essentially in paths other than
Qard al-Hasanah. Furthermore, a clear and convincing distinction between interest and
profit has not been provided. The calculation of profits and installments, whether
through simple murabaha or compound murabaha methods currently used in Iranian
banking, follows the same global formula based on the concept of excess over deferred
payment, which is considered usury in Islamic jurisprudence. While the allocation of
equipped resources should ensure the profits of depositors, it must also adhere to ethical
and social considerations of communities. Ethical banking, while maintaining adherence
to high ethical standards and commitment to human dignity, seeks to improve and
enhance the welfare and sustainable livelihoods of society at large. Social banking, as a
new phenomenon alongside ethical banking, focuses on investing in communities,
providing opportunities for the underprivileged, and supporting social, ethical, and
environmental programs. Islamic banking, given the ethical capacity and potential
inherent in the Islamic faith, can be recognized as an example of ethical and social
banking. Considering the critical examination of the Iranian banking system and the
neglect of ethical and social banking in the Lariba Banking Law of 1983, it is

imperative to amend and supplement this law.

Discussion & Result

One of the most important challenges facing Islamic or interest-free banking in the

contemporary world, including Iran, is the assessment of goods and services subject to
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contracts, as well as the evaluation of their rental value as a substitute for interest rates.
These two issues have been addressed in the interest-free banking services in the
American banking system through the introduction of the concepts of "commodity
indexation" and "marking to the market." The "commodity indexation" concept can be
used to relate the price of any item to a standard commodity. This system is used for
pricing products and services based on the price of gold and silver ounces or on the
basis of essential food items in society, such as wheat, barley, dates, or salt. The concept
of "marking to the market" is also one of the most significant historical developments in
interest-free systems. This concept establishes the foundation for fair pricing of products
and services based on real market values. Interest-free banking is not based on renting
money at a fixed price, but rather on fair and market-measured rental rates for assets,
businesses, and services.

It is a fact that the regulations provided by the Islamic jurisprudential committees of
banks, overlook the social responsibility of Islamic banking. The social responsibility of
banks in the development of a balanced society is of great importance, even recognized
in the banking system of the United States through laws such as "Equal Credit
Opportunity," "Fair Lending," and "Community Reinvestment." The Equal Credit
Opportunity Act states that credit institutions must evaluate applicants solely based on
their creditworthiness and value, and not other factors (such as race, skin color, religion,
nationality, or gender). Additionally, banks must provide and promote various methods
of credit provision that are compatible with sound and secure operational practices.
Banks should provide loans in a manner that meets the credit needs of populations,
including low and moderate-income neighborhoods. The Community Reinvestment Act
requires banks to identify a specific area where they will provide services. The oversight
of bank lending activities ensures that the loan-to-deposit ratio is at least 50%, and at
least 50% of the bank's loan portfolio consists of loans to legal entities located in the
designated area.

Conclusion

The major issues of non-interest banking in Iran include determining profit rates,
changing the legal nature of banking contracts, lack of social responsibility, and ethical
banking. The experience of social and ethical banking and Lariba banking in America
provides teachings and solutions for addressing these issues. Marking to the market
valuation and commodity indexation are two strategies that can be adopted from the

experience of Lariba banking in America to determine the profit rates of trade contracts.
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Additionally, fair lending, equal credit access, and community reinvestment are lessons
that can be learned from the regulations of the American banking system for

establishing ethical and social banking.
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