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	1
	Dr Edward said: You mean the newly innovated Islamic products or the theoretically ideal products?

Dr Edward said, I’m not sure how this is connected to the previous paragraph and the following paragraph. Are you suggesting that it is the stiff competition from conventional banks that is driving IBs to innovate their products?

Dr Edward said, I’m not sure what you mean here.
	Theoretically ideal products



I have changed the last sentence, and said it forces IBs to focus on diversifying their products.



I have changed the sentence and said what consequences would Islamic Banks have if they are not to benchmark against interest rates.  

	2
	Dr Edward said: These are not attitudes. They are characteristics of a contract.
Gharar is better conceptualised as excessive uncertainty and (potentially deceptive) ambiguity.



Dr Edward said: You need a reference for this interpretation of 2:185 because others interpret this verse as meaning something slightly different [e.g. Muhammad Al-Bashir Muhammad Al-Amine in Arab Law Quarterly , 2001, Vol. 16, No. 1 (2001), pp. 27, interprets it as indicating that it is permissible to go beyond what classical scholars deemed halal/haram financial products/transactions, otherwise life is made unduly hard for people. Ercanbrack, in The Transformation of Islamic Law in Global Financial Markets, Cambridge University Press, 2014, p.62, says that the Hanbali interpretation of this verse is that it means jurists cannot judge something to be haram on merely speculative grounds.]

You could probably also cite 2:278-283. It would probably too much work to go into detail about the meanings of all the lines in these verses, but you could indicate that they fairly explicitly refer to certain virtues [which you can identify] that should inhere in trade and contracts.

Dr Edward said:

	It is really hard to actually conceptualise it into other than Arabic. Yes, they are not related to attitude of a person, instead we (in Indonesia) do say these as Islamic principles that should be followed in Islamic financial activities.

Thanks Edward, I appreciate your knowledge about this. Citing from 2:280 would be more appropriate with regard to the purpose of avoiding exploitation in financial activities. 

	3
	Dr Edward said: I’m not sure what you are saying here. This needs to be expressed differently.

 Dr Edward said: Provide Qur’anic reference.

Dr Edward said: Consider this instead:
Expressed in negative terms, it is a financial gain that is not due to the fair sale, lease, or hiring of a product or resource. Although this arguably includes making a profit on the sale of an asset in an unfair or exploitative fashion (such as price gouging in a shortage), its most common and primal reference is to the making a financial gain by charging a fee for access to money.


Dr Edward said: Consider this instead:
The pre-modern exemplar is the practice of the moneylender, and the modern exemplar is conventional financial transactions involving the payment of interest on loans for such things as real estate, cars, and investment in capital goods. Included in this is interest paid on savings and fixed deposit accounts.


	I have changed the sentence and make it more sensible 

I have mentioned the reference


I have considered to use this instead of my version. 












I agree to use this, as it would be good to give reader idea of what is the example of this in pre-modern and in modern financial transaction. 

	4
	Dr Edward said: This is unclear. Please re-phrase this.

Dr Edward said, So is this the view that now holds as universally binding in Indonesia, or do IBs themselves argue (or lobby) for a different definition? Is the definition of MUI likely to remain the dominant one into the future? Or is it possible that the MUI could change its verdict in the future? If this is a real possibility, can one then say that the definition of riba for the Indonesian banking system could be adjusted to the needs or demands of IB in the future?




Dr Edwar said, If this section is supposed to be referring to different opinions about the nature and/or role of maysir, then it would be better to discuss the views of the people identified in the footnote. And also say what NU’s, and MUI’s views – and arguments – are (not just Muhammadiyah’s). 
It is probably better to have this discussion after you have provided the definition of maysir.
	I have re-phrased it 


This fatwa is a dominant one in Indonesia, and also adopted by the FSA. I can’t really say whether this verdict could be changed or not in future. Because, there is no evident from MUI in saying this. But I found there is inconsistency between MUI’s fatwas itself. (I have explained this in next chapter) Which means, there is a possibility to adjust this definition in future under certain circumstances


I have replaced this into riba section.

	5
	Dr Edward said: This sentence seems out of place here. Is it meant to be connected to the previous paragraph? It seems like it should be part of the introduction to 5.3.

Dr Edward said, Move this to the beginning of the paragraph below starting “The above definitions…”

	I have deleted it, and replace it in another page.




I have changed this according to the suggestion

	6
	Dr Edward said: Is this a list of examples showing that asymmetric info causes unfairness?

Dr Edward said: Who held this view?


Dr Edward said: Who holds this view in Indonesia? Do IBs have a position on this?  Is there scholarly debate about this in Indonesia? If yes, what are the arguments? Which is the stronger position intellectually. And which position is the more popular one in the society? 


	Yes it is



I have mentioned it and refer it. 



I have mentioned that this practice has been widely used in Indonesia, and the MUI has issued fatwa on salam contract as permissible for the need of economic society.

	8
	Dr Edward said: In what follows below, it would be good to outline the opposing views on insurance/takaful, and what the arguments for and against are (like you did for the discussion of riba).

Dr Edward said:I’m not sure what you mean by ‘conventional distinctiveness’.

Are you making this claim? Is this a central claim that you are going to make in this chapter? Or are you presenting this as a claim being made by others (that you might not agree with)? Is it possible, for example, that you might argue that the critics who say that the innovative Islamic financial products are very similar to conventional products are correct in certain respects, but they go too far in claiming that therefore these innovated products are only ‘Islamic’ in name (because these products still retain some distinctively Islamic features – not found in conventional products – that are intended to instantiate certain Islamic values.

In addition to Saeed, it would be good to use other critical articles as well. Maybe see and use, e.g.,

Choudhury, M. 2008. Islamic Economics and Finance – A Fiasco. Middle East Business and Economic Review, 20 (1): 38-51.

Dusuki, A. & Abozaid, A. 2007. A Critical Appraisal on the Challenges of Realizing Maqasid al-Shari’ah in Islamic Banking and Finance. IIUM Journal of Economics and Management, 15 (2): 143-165.

Khan, F. 2010. How ‘Islamic’ is Islamic Banking? Journal of Economic Behavior & Organization, 76: 805-820.

Dr Edward said: This sentence is too long. It needs to be re-written and broken up into smaller sentences.

	I have added the arguments regarding this




I have changed the title to criticisms


My position in this argument is similar to what you said in this one: ‘Is it possible, for example, that you might argue that the critics who say that the innovative Islamic financial products are very similar to conventional products are correct in certain respects, but they go too far in claiming that therefore these innovated products are only ‘Islamic’ in name (because these products still retain some distinctively Islamic features – not found in conventional products – that are intended to instantiate certain Islamic values.’





I have added these scholars as my references














I divided the sentence in to two parts, and put another part near end of the paragraph.

	9
	Dr Edward Said: Need to fix up this sentence to make it clearer.


Dr Edward said: So you seem to be suggesting that you will demonstrate that some(?) or all(?) of the Islamic financial instruments used by Indonesian IBs are in fact ‘camouflaged’ conventional instruments. Are you thereby saying that they are not ‘really’ or ‘substantively’ Islamic at all? If so, it would be worth prefacing this section with a discussion of the difference between ‘formal’ and ‘substantive’ validity in fiqh. See, e.g., chapter 2 of Alkhamees, Ahmad. A Critique of Creative Shari'ah Compliance in the Islamic Finance Industry, BRILL, 2017 (Chapter 2: The Form Versus Substance Debate and the Roots of Creative Sharīʿah Compliance in Islamic Finance: Why Reinvent the Wheel?)


	I have changed the sentence to make it more sensible



I think using the word ‘camouflage’ would be too strong for describing this. I have changed the sentence. 

	10
	Dr Edward said: It would be good to have some data about this. [1] Compared to oconventional banks in Indonesia. [2] Maybe a comparison with market share in Malaysia.

Dr Edward said: It is not clear to me what the difference between the two accounts is. Is it that current account funds are not used by the bank for generate profit for itself?








Dr Edward said: Make this the second paragraph. Also, it would be good to make the point about how this kind of deposit is similar to a conventional deposit account, which could be criticised [give references] as only superficially ‘Islamic’. But you could provide a reference showing that Indonesian depositors are sensitive to changes in interest rates, which is why IBs need to prove a ‘bonus’ that is competitive with the conventional banks’ rates.[There is a reference in the shared dropbox folder.] So this gives an explanation as to why the IBs need to ‘mimic’ (to some extent) conventional banks – if they don’t, then they will have difficulty surviving in a competitive market (due to insufficient customer growth, and/or fluctuations in customers which could cause a liquidity crisis for the IBs).


	I have added the conventional bank’s products for comparison. I think I will only focus for Indonesia in this section.



The different between both are laid on utilising the fund to generate profit, under the former, bank is allowed to use the fund at its own risk and in the latter, bank is prohibited to use deposited money but permitted to take cost of deposit. In any case, the bank needs to assure depositors that the money is made

I have move this to second paragraph, I have provided the reference about sensitivity of Indonesian depositors to the profit-earning and use this argument in the paraghraph

	11
	Dr Edward said: What do you mean by ‘identical’? Do you mean from the perspective of customers?
	I think I need your suggestion on how to use the appropriate word for this. I mean by identical is that this Islamic products of Mudharabah saving account can also be exemplified/mirrored in conventional product as saving account.

	12
	Dr Edward said: …because most (all?) scholars deem the imposition of a fee for the use of, or the failure to repay borrowed money as a prohibited form of riba. 

	I have changed it according to suggestion 

	13
	Dr Edward said: Seems like there should be a new sub-heading here because you are not talking about penalties anymore. You seem to be talking about the way in which the returns to depositors and banks are actually determined. And then later, the types of innovations (initially championed in Malaysia) have become popular but controversial.
	The title of this section is actually about penalty and profit return. But, to avoid the confusion of reader, I have created A. for penalty and B. for profit return. 

	14
	Dr Edward said: And where does the conventional bank interest rate benchmark come into this? Above you say that Islamic banks to use the interest rate benchmark to determine their profit-sharing ratio. But it seems you didn’t need to refer to the conventional interest benchmark in making the calculations here.

To end this paragraph, you need to be able to compare the IB returns (as calculated here) with a conventional bank in Indonesia. I assume you want to show that the IB returns for depositors are lower compared to conventional banks. Maybe show an abstract calculation that can be compared with your imaginary calculation scenario here. Also, is there published evidence that could show that IBs would have a lower rate of return for depositors compared to conventional bank customers? 

If you add that content, you can then safely say that this shows that IBs will struggle to compete on the basis of deposit returns to customers, and so in a free market, will have difficulty attracting depositors (which is a necessity of their business). And then you can look at Malaysian’s solution to this problem. And then point out that the Indonesian ulama mostly reject the Malaysian solution.

Dr Edward said: Maybe put this at or near the beginning of the above paragraph which starts with “The overwhelming majority of…”


	I have added the latest version of how IBs using BI repo rate as benchmark, including the method of calculation. 




























I have changed it according to suggestion

	15
	Dr Edward said: Can you provide commentary by Isonesian ulama from NU, Muhammadiyah, or MUI about this?




Dr Edwar said: This does not cohere well with earlier statements you made in this chapter about how IBs are mimicking the conventional banks, including your comments on how the conventional interest rate is a benchmark for the PLS ratio on deposit accounts.

Dr Edward said: This info could have been provided when introducing the table above summarising the types of accounts. You could then give some commentary about the importance of each of these products to the IBs in Indonesia. (It would also be good to show some data comparing the Indonesian banks with the Malaysian banks, since Malaysia is regarded as a ‘world leader’ and is the nearest neighbour.



	MUI has issued fatwa about PER and Income smoothing, but based on many studies FSA argued that the use of PER would create the idle fund in the internal bank, those reserve fund can not be used for productive activities.  

I deleted this






I have move this to the paragraph near the table above

	16
	Dr Edward said: Insert some more references that critique tawarruq products. E.g.

Ahmad A Alkhamees, A Critique of Creative Shari'ah Compliance in the Islamic Finance Industry. 
Brill: Dordrecht, 2017. See chapter 3. This book is available online via the library.

Asni, F., & Sulong, J. (2018). Non-Ethical Elements in Tawarruq Munazzam Product for Islamic Housing Financing In Malaysia. International Journal of Academic Research in Business and Social Sciences, 8(12), 1013–1019.

Ellida Fauziah Ahmad, Mariyam Shihama, Nur Sulaim
Ashikin Mohamad Tarmizi, Saidu Mudi Jibril, Samia
Ibrahim Djama & Aishath Muneeza. 2017. The
acceptability of tawarruq as a product for financing
within the Islamic banking system. International
Journal of Management and Applied Research
1: 31-43.

Salman H. Khan. 2009. Why Tawarruq Needs to go.
AAOIFI and the OIC Fiqh Academy: Divergence or
Agreement? Islamic Finance News, 4th September, pp. 17-22. 

Salman H. Khan, “Organised tawarruq in practice: A shariah nonn-compliant and unjustified transaction”, New Horizon, issue no. 177, October-December 2010, pp.16-21.

Dr Edward said: It would be good to have some references and comments from Indonesian ulama criticising tawarruq deposit accounts.

	I have added these reference






































I wouldn’t discuss all of them here in this chapter, because I want to discuss more about this in the next chapter.

	17
	Dr Edward said: Again, refer to, e.g.,

Choudhury, M. 2008. Islamic Economics and Finance – A Fiasco. Middle East Business and Economic Review, 20 (1): 38-51.

Dusuki, A. & Abozaid, A. 2007. A Critical Appraisal on the Challenges of Realizing Maqasid al-Shari’ah in Islamic Banking and Finance. IIUM Journal of Economics and Management, 15 (2): 143-165.

Khan, F. 2010. How ‘Islamic’ is Islamic Banking? Journal of Economic Behavior & Organization, 76: 805-820.

Saeed (1999) Islamic Banking and Interest A Study of the Prohibition of Riba.

A couple of quotes from them would be nice.

	I have used these references and added some quotes 

	18
	Dr Edward said: Maybe put this after the paragraph immediately after the second paragraph (below). 

Also it would be good to open this sub-section with a statement (or quote) about how in the 1970s, it was hoped that PLS contracts would be the ‘jewel in the crown’ of Islamic banking in the Muslim world because in its purist form, it perfectly encapsulated the Islamic economic ideals of cooperative sharing of profits and risk, and thus an equitable, non-predatory relationship between capital-rich and capital-poor business partners. It was widely believed that this type of contract, when used as the basis of banking, could entirely eliminate any hint of riba from the financial transactions of Muslims. However, as time passed, the optimism about PLS contracts waned. In practice, the contract was not overly popular with customers, and did it prove as profitable for the banks as was hoped. In response, Islamic banks began to modify the traditional PLS contract in an attempt to make it a more financially viable product. And it was these innovative efforts that has sparked controversy over the contract.

See, e.g., Boudjellal, 2006, “Three Decades of Experimentation: Rethinking the Theory of Islamic Banking”, Review of Islamic Economics, vol.10, no.1.

	I have modified this as suggested and quote a statement from boudjellal for the opening of the sentence. I also combined your texts with mine in this section

	19
	Dr Edward said: May express it as: a bank becomes a joint-owner (shahibul maal) of a prima facie halal business venture by virtue of the fact that it provides the necessary capital. The entrepreneur (mudharib) contributes knowledge, skill and effort to run the business venture. 

	I have agreed to use this version instead of mine.

	20
	Dr Edward said: You should say whether the IBs in Indonesia do this (given reference). And then say something about why the IBs in Indonesia do this. What argument has been offered for this practice. Include the ulama fatwas that support this innovation. 







Dr Edward said: You can put come of this in the main text.


	I have given the reference of this practice in Indonesian Islamic finance, and why they do this. This practice is contradicted with the MUI fatwa and FSA standard. But to my assumption, they do this because there is possibility that fund manager (customer) do not tell truthfully about their real income and tweak the report so that the instalment payments are small.


I put them all in the text

	20
	Dr Edward said: Provide statements and references from Indonesian scholars who make this criticism.

	I have given a reference from Indonesian scholar

	21
	Dr Edward said: Negligence is a separate issue to the issue of instalments.



Dr Edward said: Perceived by whom? Most scholars? IB customers? The general public? Are there any references on this?

Also, are you willing to ‘take a position’ on this issue. E.g. although they are perceived as being similar, do you think they are in fact similar (i.e. that the perception matches the reality) or that the perception is inaccurate, or that the perception is partially inaccurate?

Dr Edward said: Maybe re-think this sub-heading. Compare it to the previous sub-heading. Is this section also dealing with ‘controversies’?


	I think I will take this out from this section. It need in-depth discussion and I haven’t found arguments which pro and against for this in Indonesia. 

I have changed the sentence and have taken my position in this issue









This sub-heading is still part of the Islamic credits and I also provided the reasons why the murabahah (mark-up) based financing resembles to the conventional loan agreement.

	22
	Dr Edward said: Put this at the end of the section (after you have outlined how this type of contract works).
Structure of this (maybe break it up into a two or three paragraphs):
1. Which scholars have sanctioned this contract in Indonesia? Is it regarded as an ‘innovation’? What arguments do they give for it? (references) 
2. Which scholars have criticised this contract? What arguments do they give? (references) [E.g. the pre-agreed profit amounts to a fixed, guaranteed return to the bank at no (or extremely small little) risk to it. In this respect, the profit mark-up could be characterised as being akin to riba.]
3. Has there been a response to these critics? (references) [E.g. ‘in essence’ riba is a monetary surplus generated purely by the exchange of money, but by contrast, in a murabahah contract a monetary surplus is gained via the trade in real goods and is (theoretically) not time-dependent. The fact that there happens to be little risk to the bank in each trade is an incidental or contingent feature of the trade which has no bearing on the matter.]
4. Are the critics right in your opinion?

Examples of non-Indonesian references to this debate:

Choudhury, M. 2008. Islamic Economics and Finance – A Fiasco. Middle East Business and Economic Review, 20 (1): 38-51.

Dusuki, A. & Abozaid, A. 2007. A Critical Appraisal on the Challenges of Realizing Maqasid al-Shari’ah in Islamic Banking and Finance. IIUM Journal of Economics and Management, 15 (2): 143-165.

Khan, F. 2010. How ‘Islamic’ is Islamic Banking? Journal of Economic Behavior & Organization, 76: 805-820.

Usmani, M.T., 2002. An Introduction to Islamic Finance. Kluwer Law International, The Hague.


	I have moved this to the end of section, and outlines the references based on the suggestions. I also provided the reference from Indonesian scholar who says monetary surplus is gained from the real transaction in the economy and not from the exchange of money.

	23
	Dr Edward Said: Think about re-structuring this section to make it into an ordered argument. E.g.
1. Although interest-based products (deposits and loans) are prohibited, and although the products offered by IBs technically comply with the sharia as interpreted by the MUI, it seems clear that profit rates and lease rates are empirically closely related to conventional bank interest rates (they ‘track’ as if pegged).
2. While for the majority of Islamic finance scholars it would be highly desirable to have ‘pure’ financial products that are unrelated to interest rates, in the real world of a competitive financial system that is dominated by conventional banking, it appears that perfect adherence to the ideal versions of Islamic financial products is not practically possible. There are a number of related reasons for this.
3. First, on the liability (deposit) side of the ledger, customers – both Muslims and non-Muslims – appear to be driven by strong pecuniary motives. Many depositors look for the best rate of return offered in the market. (references) Many depositors are also looking for security for their deposits and stability in returns that maintains the p[urchasing power of their savings. If an IB cannot satisfy these demands relative to conventional banks, they will suffer from periodic liquidity crisis and ultimately will be driven out of the market (or at best remain niche institutions). Thus IBs are compelled to offer competitive and stable rates of return to depositors via innovated products that are comparable and competitive with conventional deposit accounts.
4. Second, on the asset (investment) side of the ledger, IBs face a number of challenges. One is the problem of adverse selection: riskier ventures will be attracted to PLS contracts. This would be compounded by the problem of moral hazard (entrepreneurs may be encouraged to engage in even riskier trading behaviour knowing that they will not bear the entire risk). These problems combined would substantially increase the risk profile of IBs specialising in PLS contracts compared to their conventional competitors (which don’t offer PLS contracts). See e.g. Kuran, T. 1995. “Islamic economics and the Islamic subeconomy.” Journal of Economic Perspectives, 9 (4): 155-173; Adnan & Muhammad, 2007 “Agency Problems in Mudārabah Financing: The Case of Sharia (Rural) Banks, Indonesia”. IIUM Journal of Economics and Management, 15 (2): 219-243. For these reasons, in order to survive in the banking sector, IBs have had to shift away from the ideal PLS contract, and develop a ‘modern’ PLS contract that mitigates the additional risks they would otherwise face. Further, they have been forced to develop other kinds of contracts – especially the ‘modern’ cost-plus, lease, and lease-and-ownership contracts as substitutes for the PLS contract because these contracts are inherently less risky for the IBs.
5. Finally, one of the most important ‘macro’ reasons why IBs are ‘forced’ to take into account money market interest rates is that they exist in a financial system regulated by a secular monetary authority (Bank Indonesia) that is itself integrated to some extent into a global financial system. Relative interest rates between Indonesia and other countries has a significant impact on capital inflows to Indonesia, which in turn has an impact on the currency exchange rate, which in turn impacts on net exports and thus inflation and unemployment. Since Bank Indonesia is partly responsible for inflation targeting and external stability, it cannot ‘afford’ to ignore interest rate levels and movements in the rest of the world relative to domestic bank interest rates. And since IBs are integrated within the Indonesian monetary system as financial intermediaries, their ‘profit rates’ and ‘leasing rates’ must be subject to a degree of regulation just as conventional domestic interest rates are. Even if all the banks in Indonesia were Islamic banks that used ‘profit rates’ and ‘leasing rates’ (instead of ‘interest rates’), Bank Indonesia would still need to regulate ‘profit rates’ and ‘leasing rates’ in a way that took into account - and were thus implicitly ‘pegged’ - to interest rates in other economically significant countries in North America, Asia and Europe).
6. In sum, IBs must walk a fine line between the Islamic ideals of offering perfectly fair, equitable and non-exploitative riba-free contracts on the one hand, and the real-world pressures that demand that they ‘match’ their conventional riba-based competitors in increasingly globalised financial markets. Like IBs all over the world, Indonesian IBs have been forced to walk this line. As to whether they can retain their Islamic identity as time passes is uncertain – nothing is a forgone conclusion. What is clear, however, is that it will not just depend on ‘competitive forces’. It will also depend on future possible shifts in religious preferences and commitments of customers – both households and enterprises, as well as on possible changes in the regulatory environment, both nationally and internationally, in which IBs operate.


Dr Edward said: Why only focus on cost-plus contracts here? Doesn’t the issue of pegging to a conventional interest rate benchmark apply to all contracts (including the modern version of mudharabah and mushārakah contracts)? See p.9 (including footnote 10) and half of p.10 of Mariyani-Squire , 2013, “Tensions in Islamic Economics”.
	I have revised this section and follow your suggestions. I also have considered to use these comments in this section and combine them with my version. Some more references are also added. 










































































































































Yes, the issue of interest rate benchmarking apply to all, but I chose only one example in this section. Other examples have been discussed in previous page.

	27
	Dr Edward said, I’m not exactly sure what you are saying here. This needs to be expressed differently to make it clear. Maybe delete.
	I agree to delete this paragraph, as there is no linkage between this and the current discussion.

	
	Dr Edward said, E.g. Kuran, T. 1986. The Economic System in Contemporary Islamic Thought: Interpretation and Assessment. International Journal of Middle East Studies, 18 (2): 135-164.
Kuran, T. 1989. On the Notion of Economic Justice in Contemporary Islamic Thought. International Journal of Middle East Studies, 21: 171-191.
Kuran, T. 1995. Islamic economics and the Islamic subeconomy. Journal of Economic Perspectives, 9 (4): 155-173.
Kuran, T. 2004. Islam and Mammon: The Economic Predicaments of Islamism. New Jersey: Princeton University Press.
	I will use this as my references



