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Abstract: 

Being a comprehensive code of life, Sharī‘ah (Islamic Law) offers a comprehensive 
mechanism for the solution of every aspect of life. Among these aspects, local 
agricultural sector as one of the important one. Farmers related to such sector are, 
generally, from the lower class of the society and, therefore, do not have the financial 
abilities to fulfill their day to day needs. The option available to them is either to 
borrow money from relatives/ friends or resort to conventional banks for interest 
based loans. The previous option is some time not available while the second option is 
not in line with the principles of Islamic commercial law. In such a situation, the 
Islamic banks provide, as an alternative, a typical transaction of Islamic commercial 
law i.e.  Murābahah (cost plus profit based sale.). By using this, various agricultural 
needs of such local farmers can be fulfilled. These needs included, predominantly, 
threshers, power tillers, power & boom sprayers, ploughs, cultivators, riggers, drills, 
draggers, cotton pickers, saw machines for crate making and etc. Finding show that 
majority of farmers consider this transaction of Islamic law as a viable solution for their 
problems.  A focused group technique, one of the important techniques of qualitative 
research, has been adopted in the present work to investigate the issue appropriately.   

Keywords: Sharī‘ah, Legal, Agricultural, Murābahah, Islamic Law, Farmers, Islamic 
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1. Introduction: 

As mentioned in the earlier discussion that Sharī‘ah strictly forbids Muslim to secure loans 
on interest basis from any formal or informal institutions. Therefore, Muslim farmers in 
order to fulfill their agricultural requirements, both for crop and non-crop sectors have 
to resort to some other sources of financing recognized by Islamic commercial law in 
general, and by the Islamic financial system in particular. Among these sources Murābahah 
(cost plus profit based sale) is the most important and suitable financing that can be 
applied to the agricultural sector both for crop and non-crop activities. Before the 
practical application of this peculiar mode of Islamic finance for financing agriculture, it 
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is appropriate to discuss its theoretical background both in classical and contemporary 
Muslim jurists’ work. 

 A comprehensive work has been put in by the classical jurists on the concept of 
Murābahah like Imām al-Shawkānī1, Imām al-Kāsānī2, Ibn Qudāmah al- Maqdisī3, Abū 
al-Walīd Muhammad ibn Ahmad ibn Rushd4, Imām Muhammad ibn Ahmad ibn Abī Sahal 
al-Sarkhasī5, and Ibn ‛Ābidīn6. Among these jurists, the work of Imām Muhammad ibn 
Ahmad ibn Abī Sahal al-Sarkhasī7 is remarkable in nature. In addition to the description 
of benefits for the society in a general way, they also discuss all rules and regulations of 
the concept in a very comprehensive manner. However, their discussions do not include 
the role of Murābahah in the agriculture sector. This may be owing to fact that majority 
of these jurists belonged to non-agriculture environments, unlike that of Pakistan. Some 
of the contemporary scholars also discussed the same transaction with a special reference 
to the modern Islamic banking and finance. These scholars include Muhammad Taqi 
Usmani,8 Wahbā-al-Zuhaylī,9 Shahid Hussain Sidique, 10 Mahmoud A. Gulaid,11 Yūsuf Al 
Qardāwi (a renowned contemporary Muslim jurist)12,13 Abu Umar Faruq,14 Muhammad 
Tahir Mansoori15 etc. However, their discussion is very general in nature and does not 
include Murābahah’s application as a mode for financing agriculture. 

“Murābahah” is a term of Islamic jurisprudence which literally means “profit”. This literal 
meaning shows that it is a sale involving the original price along with additional profit.16  
In view Imām Al-Qurtabī “It is that kind of contract in which the seller describes price of 
the commodity to the buyer with conditional profit”.17 A well renowned Hanafī Jurist 
Imām Sarakhsī defines Murābahah in similar words, adding that it was a trust contract.18 
Imām Kāsānī, another great jurist of the same school views it as “the sale of a commodity 
at its original price along with additional known profit”.19 The Accounting and Auditing 
Organization for Islamic Financial Institutions (AAOIFI)20 defines it as “The selling of a 
commodity as per the purchasing price with a defined and agreed profit mark-up..21 While 
summarizing these definitions, this typical kind of sale can be defined as “a special kind of 
sale in which the seller expressly tells the purchaser how much cost he has incurred over 
the commodity and how much profit he is going to charge in addition to the cost”. It is 
pertinent to mention if the seller does not disclose the cost incurred, it will not be 
Murābahah but another form of sale i.e. Musawamah 22 or Wadih’ah. 23 

Like other commercial transactions, Islamic commercial law also describes 
various rules and regulation for Murābahah. Being a special kind of sale, some of its rules 
are very much similar to that of normal sale transaction while others are merely related 
to it. However, for the purpose of brevity, all of these rules will be presented together. 

Firstly, the seller must own the subject matter of sale or be an authorized agent 
of the owner.24 Secondly, the sale must be instant and absolute in nature and therefore, 
any sale attributed to future date or conditioned to any future date is void.25 Thirdly and 
more importantly, the price of sold commodity must be certain and predetermined at the 
time of contract. The main purpose behind this role is to avoid any future dispute.26 
Fourthly, the subject matter of sale must be legal from the perspective of Islamic law, and 
hence, sale of wine, pig, intoxicants, blood etc are not allowed.27 Fifthly, the seller must 
be in possession to deliver the subject matter to the purchaser at the prescribed time 
mentioned in the contract.28 Sixthly, the sold commodity must be certain in all aspects 
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i.e. quality, quantity etc. The lack of such requirement renders the contact void.29 The 
special rules prescribed by Islamic commercial law for a valid Murābahah includes the 
disclosure of original price at which the seller purchased the commodity. A transaction 
where the first price is unknown cannot be declared a legal Murābahah in view of Muslim 
jurists.30 Moreover, the seller must inform the purchaser regarding the profit in addition 
to the original price. Furthermore, the exact cost incurred by the seller on the commodity 
must be known at the time of the contract. According to Muhammad Taqi Usmani Such 
cost includes freight, custom duty etc.31 The Accounting and Auditing Organization for 
Islamic Financial Institutions (AAOIFI) also recognizes the inclusion of insurance cost 
under the same heading.32 

2. Murābahah - A Typical Transaction o Islamic Commercial Law for 
Financing Local Agriculture: 

Before presenting a viable model for financing agriculture on Murābahah basis, it 
is appropriate to set out the needs of farmers, particularly of those who are related to 
lower and middle class. The lower class farmers are generally in need of basic agricultural 
inputs e.g. seeds, fertilizers, insecticides, pesticides, herbicides, weedicides, manual 
sprayers etc. In the researchers’ point of view, this is an area of vital importance to the 
nation, which must be facilitated through agricultural finance. The logic is simple; 
superior quality inputs will give superior production both in terms of quality and 
quantity. During the study, a conclusion is drawn that most of the farmers, particularly 
in the rural area, buy seeds from the corresponding local market. Usually these seeds are 
of an inferior quality, and do not come with any guarantee provided from the local 
traders. In addition, this class of farmers is also in need of transport facility for various 
purposes. As for as the middle class of farmers are concerned, they have different 
agricultural needs than the previous class. For instance, they are in need of having 
agricultural machinery and equipment like threshers, power tillers, power & boom 
sprayers, ploughs, cultivators, riggers, drills, draggers, cotton pickers, saw machines for 
crate making, press machine for wheat straw and dry fodder, chisel ploughs, potato 
planter, sugar cane planter, rice trance planter, and self propelled reaper for harvesting 
wheat and rice crops.33 Like the lower class farmers, such class of farmers is also in need 
of basic agricultural inputs like seeds, fertilizers, insecticides, pesticides, herbicides, 
weedicides, manual sprayers etc.  

The above mentioned requirements can be easily fulfilled by Islamic banks and other 
Islamic financial institutions through Murābahah, if the transaction is followed in its true 
spirit, rules and regulation prescribed for it in Islamic law. Therefore, the majority of 
farmers are supporting the same fact when they were asked whether they are willing to 
purchase agricultural machinery or purchase farm inputs (like seeds, fertilizers, 
pesticides, insecticides, herbicides, weedicides, manual sprays etc.) from a bank, if it can 
provide a commodity or farm inputs of good quality.(See figure No.2) 

3. Legal Flow of the Murābahah: 

The agricultural requirements, both of lower and middle class farmers, 
mentioned in the previous paragraphs can be fulfilled through a very simple model where 
a farmer approaches the bank for the conclusion of commercial transaction. At the very 
first stage, the Islamic banks and other Islamic financial institutions go for the preparation 
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of a feasibility report, owing to the fact that agriculture is always prone to natural risks 
drought, floods, hail, earthquakes, pests attack, mudslides and a multitude of other 
mishaps. Therefore, such institutions do not go for the investment of their liquidity 
without profound investigation of the application placed for the provision of financing 
facility. The farmer must sign an agreement with the financial institution, called Mastert 
Murābahah Facility Agreement (MMFA) or General Agreement (GA) or Mastert 
Murābahah Agreement (MMA).34 The content of this agreement includes different details 
about the contract. These include the cost price of the agricultural commodity, profit, 
quality and quantity specification of the goods, the mode of payment, the nature of 
delivery, a promise from the bank that it will purchase the required commodity for the 
farmer and a promise from the farmer that after acquiring the asset he will purchase it 
from the bank etc. According to the majority of contemporary jurists, such a promise is 
binding in nature and, therefore, legal action can be taken against the farmer whenever 
he breaches his commercial promise.35 The financial institution must purchase the 
agricultural commodity from the original seller by itself, however, this is the ideal 
situation and in case of dire need it can appoint the farmer as its agent.36 For instance, as 
the Islamic banks and other Islamic financial institutions have no time to take such 
responsibilities themselves, they normally appoint an agent. Moreover, these institutions 
have no experience in dealing, identifying such assets or negotiating an efficient price and 
hence need an agency arrangement.37 The contemporary jurists allow this mechanism 
with certain conditions. For example, it must pay the price of the commodity to the 
supplier directly and all title and shipping documents will be on its name. This 
arrangement will be mutually beneficial for both the Islamic bank and the farmer. The 
Islamic bank on this way will acquire the right commodity without its active participation, 
and hence would save time and cost. The farmer on the other hand will receive charges 
for his agency from Islamic bank, which will automatically reduce the price of the 
commodity for him. Moreover, he will acquire the commodity as per his/her own 
choice. However, majority of farmers denied this arrangement when asked about their 
willingness for the acceptance of customer agency (See figure No.3) 

When the constructive possession of the agricultural commodity and its related 
risks and liabilities of the financial institution are confirmed, the same can be sold to the 
farmer on the conditions mentioned therein in Murābahah Facility Agreement (MMFA) 
or General Agreement. After the actual sale, the farmer can be asked to furnish security 
or guarantee as majority of the jurists have an opinion that the price becomes a debt on 
the buyer, and taking securities and guarantee for the protection of debt is permitted in 
Islamic commercial law.38 Some of the scholars have the opinion that the Islamic bank can 
even ask for securities before the actual sale.39 Such securities may be in the form of third 
party guarantee, a pledge of the investment account of the farmer, or mortgage of his 
immovable property.40 However, ground realities are against the provision of securities 
as majority of farmers belong to lower class and consequently are not in position to fulfill 
such requirements (See figure No.4). 

      Murābahah is a very useful transaction for all farmers. It is beneficial for the farmer in 
the sense that he acquires a commodity of good quality as compared to the quality of the 
same commodity that he can purchase from the local market. Similarly, if he buys the 
agricultural commodity from an Islamic bank then he has to pay the price in installments, 
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but if he purchases the same from the local market, he has to pay the total price on the 
spot. This facility (payment in installments) is very much useful for lower class of farmers. 
The data collected on the same fact through focused group technique has proved the same 
fact (See figure No.5). In addition, by purchasing commodity from the Islamic bank, the 
farmer will receive two discounts i.e. discount received by the Islamic bank from the 
original supplier, and discount in the shape of subsidy given by the government on that 
commodity. 

 

 

Murābahah Based Model and its Legal Flow  
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Figure.1 Murābahah based Model 

      Murābahah is a very viable transaction that can be used successfully for the 
development of agricultural sector, particularly local farming in rural parts of the 
country. However, there are some issues in the existing structure of such transactions 
which must be considered before its application. Firstly, the bank must charge the 
minimum profit margin from the farmer.  Arguably, by charging a reasonable profit from 
a farmer the banks can draw indirect benefits accruing in terms of future business 
possibilities. In addition, even the farmers are not ready to pay higher price to the bank 
for a commodity more than its price in the local market (See figure No.6). 

           After purchasing a commodity at a reasonable price, the poor farmer will continue 
his resort to the Islamic bank for other modes of Islamic financing. It is also possible that 
he will start depositing his savings with the same bank. If the institution intends to increase 
its business in the agricultural sector, particularly in the rural area, then it must lower the 
profit percentage and keep itself focused on better future business prospects and 
possibilities. Secondly, the concept of Hamish Jiddiyyaha (earnest money)41 and ‘Arbuwn 
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(advance payment)42 should be eliminated as for as financing agriculture is concerned. In 
agricultural Murābahah, it does not seem suitable to take ‘Arbūn (advance payment) from 
a small farmer. It is advisable for the Islamic banks and other Islamic financial institutions 
to adjust the whole price of the commodity in installments rather than to take advance 
payment. However, being a permissible concept, ‘Arbuwn’ can be taken from the middle 
and upper class of farmers. As mentioned before, the purpose of agricultural finance is to 
cooperate and help the poor farmers by providing them the basic agricultural needs and 
requirements. Looking from that angle the application of Hāmish Jiddiyyaha does not 
appear logical. Even the farmers’ community has rejected the concept of earnest money 
and is not ready to pay this amount (See figure No.7). It is the obligation of the Islamic 
financial institutions to help such farmers rather than to increase their burden.43 
However, one needs to find some alternatives for the Islamic financial system for 
safeguarding their interest, without which they would not be in a position to compete 
with the conventional banks. The basic principle of Islamic commercial law which states 
that “commercial promises are binding in nature”, can serve this purpose.44 Thirdly, the 
customer agency should be revised in financing agriculture and a very different approach 
should be made in this regard. For example, the Islamic banks and other Islamic financial 
institutions can appoint a farmer, other than the farmer who applies for Murābahah, to 
purchase the commodity. This farmer, based on his agricultural experience, will be able 
to identify the asset and negotiate an efficient price on behalf of the Islamic bank. It can 
appoint such a person for a series of Murābahah transactions. The appointment of such 
farmer, other than the customer, is the ideal solution in the sense that the bank will not 
have to buy the commodity itself, and will also avoid customer’s agency, which is not 
advisable from Sharī‘ah perspective. The agency agreement between the farmer and the 
bank needs to be signed by both parties. The period for which such agency will be 
effective must be mentioned in the contract. This mandates the Islamic banks and other 
Islamic financial institutions to provide funds for the purchase of commodities required 
by the farmer.45 He also has a duty to define a comprehensive list of assets and 
commodities that he, as an agent of the bank, may procure during the course of business 
from time to time. Fourthly, the minimum securities and guarantees should be demanded 
particularly from lower class of farmers as such farmers cannot afford the same and mostly 
avoid financing because of lack of appropriate securities. Fifthly, the existing procedure 
described by Sharī‘ah Standards (AAOIFI) is very complex in nature and should be 
replaced with a simple procedure; understandable by illiterate farmers. Sixthly, the 
involvement of Islamic financial institutions in the business activity must be assured even 
if it is indirect. If all these suggestions are met, Murābahah based financing will be very 
helpful for the development of agricultural sector; both for crop and non-crop activities. 
The majority of farmers have the same opinion regarding this typical mode of Islamic 
finance (See figure No.2). 

4. Murābahah Based Model on Trial through a Typical Methodology of 
Islamic Jurisprudence:  

The above mentioned model is tested through focused group research in order to 
examine its viability, both for farmers and financial institutions. The following 
responses have been received from the respondents. 
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 Majority of farmers (70%) are willing to purchase agricultural machinery or purchase 
farm inputs (like seeds, fertilizers, pesticides, insecticides, herbicides, weedicides, 
manual sprays etc.) from a bank, if it can provide these (commodities or farm inputs) of 
good quality. The following graphical presentation is confirming the same.  

 
Figure 2: Willingness to take farm inputs from the bank 

 Majority of farmers (respondents) do not accept the arrangement of customer agency and 
unwilling to become agent of the bank. The following graphical presentation has been 
drawn from response of the respondents. 

 
Figure 3: Willingness to work as an agent of the bank 

It means that some alternate arrangements will be made for customer agency. The 
possible solution is that any other farmer, not the customer, of the same locality can be 
appointed by the bank as its agent (details are given in the discussion of Mushārakah). 
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 Ground realities are against the provision of securities (in case of Murābahah) as majority 
of farmers belong to lower class, and consequently, are not in position to provide 
securities and other forms of collaterals. The following graphical presentation can be cited 
as evidence, derived from the collected data. 

 
Figure 4: willingness to provide securities to the bank 

Therefore, some other techniques should be followed by the financial institution for the 
protection of their liquidity. The best possible solution in this regard may be the 
provision of personal or group based securities. 

 The facility of payment in installments is very much constructive for the lower class of 
farmers. Therefore, majority of farmers (respondents) accept to pay price of the 
Murābahah commodity in installments rather than to pay the same on immediate basis. 
The data collected on the same fact through focused group technique has proved the same 
fact.  
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Figure 5: Willingness to pay in installments 

 The farmers are not ready to pay higher price to the bank for a commodity more than its 
price in the local market. The following graphical presentation can be shown for their 
unwillingness on the same issue. 

 

 
Figure 6: Willingness to pay higher price to the bank 

It is, therefore, recommended that the Islamic banks and other Islamic financial 
institutions should take fewer profit margins from farmers as compared to ordinary 
customers. The government can also provide help through the provision of subsidies in 
this regard. 

 Even the farmers’ community has rejected the concept of earnest money and is not ready 
to pay this amount. The following graphical presentation may show their rebuff of the 
concept in the best possible manner.  

 
Figure 7: Willingness to pay bank some amount on Amānah basis 

 If all these suggestions are met, Murābahah based financing will be very helpful for the 
development of agricultural sector; both for crop and non-crop activities. The majority 
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of farmers (88%), from the groups, have the same opinion regarding this typical mode of 
Islamic finance. The following graphical presentation confirms the same fact. 

 
 

Figure 8: Hopefulness to obtain benefits from Murābahah based financing 

 

 

5. Conclusion: 

The development of agriculture sector is very much crucial for the economic 
development of a country.  A country, of course, is of course stable when its agricultural 
sector full its basic food needs. Agriculture sector mainly include local farming, 
horticulture, livestock, poultry farming, dairy farming, fish farming and etc. However, 
local farming is the most important one; owing to the fact of its being a main source of 
basic food.  Unfortunately, the people who are related to such sector facing severe 
financial problems. In Pakistan, for instance, they do not have money to fulfill their basic 
agricultural requirements – both for crop and non-crop activities. In Pakistan, the 
financial conditions of local farmers are not different.  Being typical Muslims, they avoid 
getting financial assistance from conventional financial institutions on interest basis – as 
any interest based loan is strictly prohibited by Islamic law. As an alternative, they want 
to resort to Islamic banks and other Islamic financial institutions where their financial 
needs can be coped through various commercial transactions. These transactions include, 
overwhelmingly, Murābahah, Musāwamah, Salam, Istisnā‘, Mushārakah, Diminishing 
Mushārakah, Musāqah, and Muzāra‘h, Ijārah etc. Among these, however, Murābahah is 
the most important one.  Such transaction is a typical kind of sale which is called ‘cost 
plus profit sale’ in Islamic commercial law.  In such a transaction, it is incumbent on the 
seller to reveal his cost incurred on the commodity along with the profit. Such 
transaction, indeed, can be applied effectively for the fulfillment of all requirements of 
local farming.  For instance, the Islamic bank can purchase high quality seeds, fertilizers, 
herbicides, weedicides and etc. from the authorized dealers and can sell the same to the 
farmers on Murābahah basis. As it is not necessary to pay the price in such Islamic 
commercial transaction on the spot, therefore, the farmers will have an opportunity to 
get these requirements from the Islamic bank in the beginning of a season and pay its price 
at the end of the harvesting cycle.  Further, such transaction can also be used effectively 
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for the purchase of various agricultural machinery i.e. threshers, power tillers, power & 
boom sprayers, ploughs, cultivators, riggers, drills, draggers, cotton pickers, saw 
machines for crate making, press machine for wheat straw and dry fodder, chisel ploughs, 
potato planter, sugar cane planter, rice trance planter, and self-propelled reaper for 
harvesting wheat and rice crops etc.  Finding show, while using focused group technique, 
that majority of farmers consider this arrangement of Islamic law is much viable for the 
solution of their problems. However, majority of farmers do not support the provision 
of securities in such transaction- as they do not have the required movable and 
immoveable property to be provided for security purposes. On the same way, they are 
not ready to pay the earnest money to the bank because of their meager economic 
condition.  In addition, they are very much with the payment of price in installments – 
an inbuilt character of Murābahah transaction.   
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