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Introduction

Despite the enactment of the Law on Usury-Free Banking Operations, Iran’s banking system continues
to face serious challenges in achieving the objectives of Islamic economics and genuinely eliminating
usury (riba). Repeated criticisms by senior religious authorities and experts regarding the persistence
of usurious practices—manifested in formalistic contracts and fixed profit rates—attest to this
systemic inefficiency. The quasi-usurious performance of banks and its consequences have intensified
the need for a fundamental reassessment of this institution as the central pillar of capital circulation.
Evidence suggests that partial implementation of legislation and inconsistent interpretations of key
concepts have undermined public trust and reduced the effectiveness of the financial system. This
situation necessitates a paradigmatic shift from “micro-figh” to “systemic figh (figh al-nizam)” and the
adoption of a holistic approach to redefining the legal and operational structure of banking in light of
the objectives of Sharia (maqasid al-shari‘a). The primary aim of this study is to propose a
comprehensive model for reconstructing Iran’s monetary and banking system based on the systemic
figh approach and drawing upon the economic thought of Ayatollah Shahabadi. The research seeks to
critique and move beyond the ineffective ‘“non-contradiction” method, which has led to the
formalization of contracts and the persistence of usurious logic. Subsidiary objectives include
designing a novel model in which “religious brotherhood” replaces the “usury-centered organizing
principle” as the legal foundation of financial relations; proposing operational strategies such as the
policy of “‘Idda and ‘Udda” to strengthen internal economic capacity; introducing the “Khummasi
Company” as a community-based investment mechanism operating under the supreme supervision of
the Guardian Jurist (Walt al-Faqih); and examining the challenges of aligning modern banking
instruments—such as Islamic letters of credit—with international standards while offering pathways
for normative convergence. The ultimate goal is to ensure efficiency, economic independence, and the
genuine eradication of usury through a transition toward faith-based democratic financial governance.
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Methods

This study employs the methodology of systemic figh, inspired by Ayatollah Shahabadi’s approach of
“formation and innovation.” Unlike the conventional “non-contradiction” method, which merely seeks to
ensure that conventional instruments do not explicitly violate Islamic jurisprudence, this approach treats
figh as a generative source for designing a distinct economic system. The research methodology integrates
in-depth theoretical analysis of systemic figh foundations, examination of Islamic economic thought—
particularly Shahabadi’s perspectives—and legal-practical analysis of banking instruments. Within this
holistic and system-building framework, various dimensions of financial governance—including legal
foundations, institutional structures, operational tools, and requirements for international alignment—are
examined. The data sources include classical figh texts, legal documents, domestic banking directives, and
international regulations such as UCP 600.

Findings

The findings reveal that the root cause of inefficiency in Iran’s banking system lies in reliance on the “non-
contradiction” approach and the dominance of a usury-centered organizing logic, which has resulted in the
formalization of contracts and the persistence of usurious substance. In contrast, systemic figh proposes
“religious brotherhood” as the foundational substitute and the new organizing principle of the Islamic
financial system. To translate this ethical norm into a legally binding rule, the mechanism of an “external
binding contract” (‘aqd kharij lazim) is introduced, enabling values such as justice and fairness to acquire
legal enforceability through contractual stipulations. At the operational level, the “Khummasi Company” is
proposed as an innovative model of community-based financing. This financial institution is established on
public participation and collective credit, operating under the supreme oversight of the Guardian Jurist. Its
profit distribution mechanism allocates net returns (after costs) into five portions: three shares to investors,
one share to a Qard al-Hasan fund, and one share to religious advancement and outreach activities. By
mobilizing small-scale capital and channeling it into productive sectors (agriculture, industry, and trade),
this model creates an inseparable link between financial returns and social responsibility. The overarching
financial governance strategy in this model is articulated through the policy of “‘Idda and ‘Udda.” “‘Idda
acquisition” refers to cultivating and organizing a committed and skilled human capital network bound by
religious brotherhood, while “‘Udda preparation” denotes the strategic mobilization of material and
financial resources in pursuit of collective welfare and economic independence. The strategic primacy of
‘Idda over ‘Udda is regarded as essential for preventing corruption and resource misallocation. Regarding
international banking instruments, the study identifies existing tensions in aligning Islamic letters of credit
with standards such as UCP 600, including issues related to the permissive nature of the ju‘alah contract
versus the binding character of letters of credit, as well as the bank’s dual role as agent and guarantor. The
proposed solution involves leveraging flexible contractual mechanisms (such as innominate contracts under
Acrticle 10 of the Iranian Civil Code) and the participatory Khummasi Company model in designing Islamic
letters of credit, thereby preserving Sharia principles while achieving the necessary convergence with
global commercial norms.

Conclusion

The study concludes that overcoming the current crisis in Iran’s banking system requires a paradigmatic
transformation and a shift from superficial reforms toward foundational reconstruction grounded in
systemic figh. By replacing “usury” with “brotherhood” as the organizing principle, introducing the
Khummasi Company as a community-based financial institution, and establishing financial governance
based on the “‘Idda and ‘Udda” strategy, the proposed model offers a comprehensive framework for
realizing authentic Islamic banking. Implementation of this model would not only facilitate the genuine
elimination of usury and remove formalism from financial contracts, but also enhance public participation,
redirect capital toward productive sectors, and institutionalize high-level Sharia oversight—thereby
ensuring economic independence and strengthening financial resilience against external threats. Intelligent
convergence with international standards within a Sharia-compliant framework could further position Iran
as a leading model of faith-based democratic financial governance in the Islamic world.

English Keywords: Systemic Figh, Islamic Banking, Letters of Credit, Khummasi Company,
Islamic Letter of Credit.
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