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Qirad Bonds and Third Party Guarantee: Applications in

Financing Development in Muslim Countries

MONZER KAHF
Islamic Research and Training Institute
Islamic Devel opment Bank, Jeddah, Saudi Arabia

ABSTRACT. The author distinguishes qirad (profit sharing) contract from
shirkah (partnership) as the former is characterized by compl ete separation of
ownership from control. He discusses girad certificates which represent the
financier's share in the enterprise and entitle him to a share in profit (or 10ss)
with the right to withdraw the nominal value of the certificate (i.e. the girad
capital) whenit isdue. Qirad certificates, asfinancial instrumentsin an interest
free economy, would be more flexible than common stock. The author justifies
third party guarantee (e.g. by the state or a collective fund established for this
purpose) of the nominal value (i.e. principal) of the girad certificates. Jordan's
experience with girad certificates is reported with the conclusion that similar
instruments would help in financing economic development in Muslim
countries.

At



