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Abstract

1. Introduction and Objective

The institution of waqf (endowment) is one of the oldest and most
influential mechanisms within Islamic economic thought, historically
employed to reduce poverty, promote social welfare, and support
cultural and educational initiatives. Traditionally, waqf assets were
tangible and static in nature—land, houses, gardens, or valuable
movable assets such as books and tools —whose use was allocated to
charitable or religious purposes. While these contributions made
significant historical impacts, they often remained limited in scope due
to restrictions in management, inflexibility of utilization, and the
absence of financial mechanisms capable of unlocking their broader
potential.

In the contemporary era, rapid changes in economic structures and
the emergence of complex financial markets have created new
opportunities for waqf. One such innovation is the waqf investment
fund in capital markets. These funds offer the potential to mobilize
endowed resources in productive economic cycles while maintaining
strict adherence to Shariah principles and the intentions of donors.
They aim to transform dormant or underutilized assets into active
contributors to economic growth, social development, and poverty
alleviation.

However, in Iran, despite the theoretical approval of such funds by
the Shariah Committee of the Securities and Exchange Organization,
no operational waqf investment fund has yet been launched. This
absence highlights a crucial research gap: the lack of empirical
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knowledge about public willingness to participate in such instruments.

Understanding this willingness, alongside the determinants shaping

it, is vital for designing effective policy, fostering innovation in Islamic

finance, and expanding the scope of waqf within modern economic

systems.

The present study was designed to fill this gap by estimating the
willingness to endow in the capital market through a proposed
structure of a mutual waqf investment fund. It specifically aims to:

1) Assess the extent of public willingness to contribute to such a

fund.

2) Identify and quantify the socioeconomic, attitudinal, and
informational determinants that influence willingness to
endow.

3) Provide policy-oriented recommendations for enhancing
participation and ensuring the long-term sustainability of
wagqf-based financial institutions.

Unlike previous studies that largely emphasized the
jurisprudential aspects of waqf or provided macroeconomic
discussions of its potential, this research adopts an econometric and
tield-data-driven approach. By doing so, it contributes empirical
evidence to guide the operationalization of waqgf investment funds in
Iran’s capital market.

2. Methods and Materials

This research is applied in nature and follows a descriptive-analytical
design. The study period corresponds to the year 2024 (1403 in the
Iranian calendar). The methodological approach integrates the
Contingent Valuation Method (CVM) with econometric modeling,
specifically employing the logit model under maximum likelihood
estimation (MLE).

Data Collection
Given that waqf investment funds are not yet operational in Iran, real
behavioral data were unavailable. As such, the waqf investment fund
was conceptualized as a hypothetical market good —an approach
consistent with CVM practices for non-market goods. A double-
bounded dichotomous choice questionnaire was developed to elicit
individuals” willingness to endow (WTE).

The questionnaire was structured in three major sections:

1) Socioeconomic information of respondents (income, age,

marital status, education, employment).
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2) Attitudes, awareness, and perceptions regarding wagqf in the
capital market, measured through a five-point Likert scale
assessing values, perceived social and economic impacts, and
trust.

3) Willingness to endow under a hypothetical market scenario.
Respondents were presented with sequential bid amounts: an
initial value based on pre-testing, followed by a higher bid if
the first response was positive or a lower bid if the first
response was negative.

Pre-testing with 30 respondents was conducted to identify an
appropriate initial bid and refine the questionnaire design. Median
WTE values from the pre-test were used as the starting bid levels. The
final survey employed three bid amounts: 6,000,000 IRR, 12,000,000
IRR, and 24,000,000 IRR.

Sampling

The statistical population consisted of individuals with independent
income in Iran. Using Cochran’s formula, the required sample size was
determined to be 384. After excluding incomplete responses, 361 valid
questionnaires remained for analysis. The sampling approach was
simple random sampling, ensuring representation of diverse
socioeconomic groups.

Analytical Tools
e Excel 2013 and SPSS 22 were used for descriptive statistics.
e EViews 10 was used to estimate the logit model via maximum
likelihood estimation.
e Indicators such as the McFadden R? and the likelihood ratio test
were applied to assess the overall model fit.

The dependent variable was binary (acceptance or rejection of the
proposed bid for waqf endowment). Independent variables included
socioeconomic characteristics (income, age, marital status), attitudinal
measures (awareness, perception, trust, and religious motivations),
and the bid amount offered.

3. Research Findings
Descriptive Results
¢ Gender and marital status: 68.02% of respondents were male,
and 67.77% were married.
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Employment: The majority were employed, with the highest
proportions in self-employment and government jobs.
General willingness: 38.78% of respondents expressed
willingness to participate in the wagqf investment fund.

Econometric Results
The logit regression analysis identified significant determinants of
willingness to endow:

)

Income: Positive and highly significant at the 1% level. Higher
income levels increased the likelihood of willingness to endow.
The marginal effect indicated that a one-unit increase in
household income raised the probability of willingness to
endow by 8.2342%.

Age and marital status: Age had a positive and significant
effect at the 1% level, while being married had a negative and
significant effect at the 5% level. This implies that older single
individuals were more likely to endow compared to their
married counterparts. The marginal effects showed that each
additional year of age increased willingness by 1.3841%, while
being married decreased willingness by 9.149%.

Awareness of waqf funds: Positive and significant at the 5%
level. A one-unit increase in awareness raised the probability
of willingness to endow by 11.2385%.

Attitudes toward wagqf: Positive and significant, confirming
that stronger positive attitudes toward the social and spiritual
values of waqf increased participation likelihood.

Proposed bid amount: Negative and significant at the 5% level.
As the proposed endowment amount increased, willingness to
endow decreased. The marginal effect indicated that a one-unit
increase in the bid reduced the probability of willingness to
endow by 0.00000569%.

Model Diagnostics

The McFadden R? was 0.238, indicating an acceptable level of
explanatory power for behavioral models of this type.

The likelihood ratio test statistic was 192.0005, highly
significant at the 0% level, confirming the overall model fit.
Compared to a constant-only model, the final model achieved
a 26.40% improvement in explanatory power.
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Aggregate Economic Value
The mean individual willingness to endow was estimated at
1,728,381.59 IRR. Multiplying this by the national population of
85,961,000 (Statistical Center of Iran, 2024) yields a total economic
value of approximately 148,573.41 trillion IRR for the wagqf investment
fund.

4. Discussion and Conclusion

The results underscore the viability of waqf investment funds as a
modern Islamic financial instrument capable of mobilizing public
resources for social and economic development. Several key
implications arise:

1) Income-driven participation: As income was positively
correlated with willingness to endow, targeted tax incentives,
tiered endowment schemes, and recognition programs for
high-income donors could increase participation among
wealthier individuals.

2) Demographic considerations: The findings revealed that older
single individuals were more inclined toward endowment.
This suggests the potential for developing inheritance-oriented
wagqf schemes tailored to elderly individuals without direct
heirs, positioning waqf as a meaningful legacy option.

3) Awareness and education: Familiarity with the wagqf
investment fund significantly boosted willingness to endow.
This highlights the need for broad-based public campaigns,
integration into educational curricula, and the use of digital
media to raise awareness of the benefits and mechanisms of
wagf funds.

4) Attitudinal reinforcement: Positive perceptions of waqf’s social
and spiritual impact were crucial drivers of participation.
Policymakers and religious institutions should emphasize
stories of successful waqf projects, promote the notion of
“small endowments, big impacts,” and foster trust in fund
governance.

5) Price sensitivity: The negative association between bid
amounts and willingness indicates that excessive required
contributions deter participation. Designing flexible, scalable,
and installment-based endowment models would mitigate this
barrier and expand participation across income groups.

6) Policy implications:
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e Legal and regulatory frameworks should ensure
transparency, accountability, and strict adherence to
Shariah compliance.

e Waqgf investment funds should be incorporated into the
broader agenda of resistance economy strategies in Iran,
serving as tools for sustainable, non-inflationary financing.

e Collaborative initiatives between the Securities and
Exchange Organization, Awqaf Organization, and religious
institutions are essential for public trust-building.

Limitations and Future Research

This study was limited to a single proposed structure of a mutual waqf
investment fund and did not compare across other models (e.g., stock-
based or cash waqf funds). Furthermore, the sample was restricted to
individuals with independent income. Future research should broaden
the sample to diverse groups and examine alternative instruments
such as waqf bonds, micro-wagqf funds, and hybrid Islamic financial
products. Employing mixed-method approaches (quantitative and
qualitative) could also provide deeper insights into the psychological,
cultural, and religious motivations behind endowment behavior.

Conclusion

Overall, this study provides robust empirical evidence that wagqf
investment funds hold significant promise for Iran’s capital market. By
identifying the determinants of public willingness to endow, it offers a
roadmap for policymakers, regulators, and religious authorities to
design inclusive, sustainable, and Shariah-compliant financial
instruments that enhance social welfare, reduce poverty, and advance
equitable economic growth.

5. Keywords
Cash Waqgf Fund; Capital Market; Willingness to Pay; Contingent
Valuation Method; Logit Model.
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Abstract

1. Introduction and Objective

The institution of banking and the development of interest-free or
Islamic banking have long been central issues in both jurisprudential
and economic debates within Muslim societies. From the very
inception of modern banking systems, jurists have examined the
religious and legal implications of the ownership of bank assets and
the permissibility of transactions conducted through banks. Among
the most debated questions is whether banks, especially state-owned
institutions, can be considered legitimate owners of their assets and
liabilities.

A significant strand of jurisprudential opinion has denied the
possibility of ownership for legal entities altogether, thereby extending
this denial to state banks. On this view, bank assets are considered
majhal al-malik (unknown-owner property), and any use of them
requires authorization from the religious authority. Other jurists, while
accepting the principle of ownership for legal entities, nevertheless
argue that because banks lack a legitimate Sharia trustee, transactions
with them are invalid, and the resulting assets should likewise be
categorized as unknown-owner property.

The objective of the present research is to critically analyze these
jurisprudential views through the lens of modern monetary
economics. Specifically, the study seeks to demonstrate that once the
mechanisms of intra-bank money creation are taken into account—
whether under the financial intermediation model, the money
multiplier model, or the theory of money creation ex nihilo—the
categorization of bank assets as majhal al-malik becomes
unsustainable. The research therefore aims not only to critique existing
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jurisprudential positions but also to propose an updated interpretative
framework that aligns more closely with contemporary banking
realities.

2. Methods and Materials

The study employs a library-based, analytical methodology,
integrating jurisprudential sources in both Shi‘a legal scholarship and
contemporary financial theory. The research materials can be divided
into three categories:

Classical and contemporary jurisprudential texts. Works of leading
jurists such as Ayatollah al-‘Uzma al-Khu'i, Ayatollah Sistani,
Muhammad Sadr, and other scholars who have articulated positions
regarding the ownership of state assets, banking transactions, and the
doctrine of majhtl al-malik. These sources were analyzed to map the
diversity of jurisprudential opinion, ranging from complete denial of
corporate ownership to more nuanced positions contingent on the
presence of a Sharia trustee.

1. Legal and statutory materials. Iranian civil law, statutory
provisions on majhtl al-malik property, and advisory opinions
of the Legal Department of the Ministry of Justice were
consulted to understand the positive-law context within which
the debate is situated. These materials clarify how ownership
and custodianship are defined in practice and how these
definitions intersect with classical jurisprudential categories.

2. Economic and banking theory. Contemporary literature on
monetary economics, particularly the distinction between
financial intermediation, the money multiplier, and
endogenous money creation, was utilized to provide a
theoretical framework for understanding how banks actually
create money and liabilities. Works by scholars such as Mishkin
and Iranian researchers on Islamic banking were key in
articulating the contrast between the traditional “loan-based”
perception of banks and the modern understanding of banks as
creators of credit.

The methodology was thus comparative and interdisciplinary,
juxtaposing jurisprudential reasoning with economic realities, and
testing whether jurisprudential categorizations withstand scrutiny
when applied to the actual functioning of modern banks.

3. Research Findings
The research yielded several important findings:
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a. Misconceptions about banking as mere intermediation.
Many jurists” arguments in favor of labeling bank assets as unknown-
owner property rest on an outdated assumption: that banks are merely
intermediaries transferring funds from depositors to borrowers. This
“financial intermediation” model no longer reflects the operational
reality of modern banking. In fact, banks are creators of credit, not
passive intermediaries.
b. The mechanics of intra-bank money creation.
Modern banking operates through balance-sheet expansion. When a
bank issues a loan, it simultaneously records a new asset (the loan) and
a new liability (the depositor’s account), thereby creating new
purchasing power. This mechanism, whether described through the
multiplier model or through the endogenous money creation
framework, illustrates that banks create money through accounting
entries rather than transferring pre-existing deposits.
c. Implications for ownership.
Because every loan contract establishes a bilateral, identifiable
relationship between the bank (as creditor) and the customer (as
debtor), the ownership of the resulting claims and liabilities is clear
and traceable. Consequently, these cannot be classified as majhul al-
malik, which is defined as property whose owner is unidentifiable or
inaccessible.
d. Jurisprudential diversity.
While some jurists, such as al-Khu'i and his followers, reject corporate
ownership altogether, others like Muhammad Bagqir al-Sadr accept the
principle of corporate ownership but deny the validity of banking
transactions in non-Islamic states due to the absence of a Sharia trustee.
However, even in these views, the argument pertains to the validity of
transactions, not to the unknowability of ownership. The extension of
these concerns into the category of majhal al-malik appears
conceptually and doctrinally strained.
e. Legal definitions of unknown-owner property.
According to Iranian civil law (e.g., Article 28 of the Civil Code),
majhal al-malik refers to property once owned by a known person but
whose current owner cannot be identified or reached. This definition
does not apply to bank deposits or assets, where both the contracting
parties and their obligations are fully documented.
f. Practical and doctrinal consequences.
Labeling bank assets as unknown-owner property would generate
untenable legal and practical consequences. For example, it would
imply that every depositor, borrower, or employee of a state bank is
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engaged in handling property without an identifiable owner, which

would collapse the legitimacy of modern economic systems.

4. Discussion and Conclusion
The research highlights a fundamental gap between classical
jurisprudential categories and the operational realities of modern
banking. The doctrine of majhal al-malik was historically developed to
address cases such as lost property, unclaimed assets, or situations
where ownership was genuinely obscure. Its extension to banking
deposits is conceptually flawed for several reasons:
Transparency of ownership. Every deposit, loan, and credit
entry in a bank is associated with a specific, identifiable party.
Unlike lost or abandoned property, these assets are not
ownerless.

2. Nature of money. Modern money is not a physical commodity
but a legal-financial construct that simultaneously constitutes
an asset and a liability. Treating money as if it were a physical
good (requiring prior accumulation before lending)
misrepresents its actual nature and misleads jurisprudential
reasoning.

3. The role of the state and Sharia trusteeship. Even where the
legitimacy of a state or the presence of a Sharia trustee is
questioned, the result is a problem of hukmi (legal
authorization), not mawdai ‘1 (ontological ownership). In other
words, the issue is whether the transaction is valid, not whether
the property is ownerless.

4. Economic coherence. Declaring bank assets majhal al-malik
would destabilize the entire economic order, an outcome
inconsistent with the objectives of Sharia (maqasid al-shari'a),
which include the protection of property, facilitation of
transactions, and preservation of societal welfare.

Conclusion.

The study concludes that the classification of bank assets and deposits
as majhal al-malik lacks both jurisprudential and economic
justification. Even wunder the strictest assumptions—denial of
corporate ownership or absence of a Sharia trustee—the reality of
intra-bank money creation demonstrates that ownership remains clear
and identifiable. Accordingly, the application of the doctrine of
unknown-owner property to bank deposits must be rejected.
Innovation of the study.

What distinguishes this research from earlier jurisprudential
treatments is its integration of monetary economics into the analysis.
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Previous discussions largely relied on the outdated financial
intermediation model, which made the misapplication of majhal al-
malik seem plausible. By shifting the analytical lens to endogenous
money creation, the study demonstrates that the issue is not one of
unknown ownership but of jurisprudential adaptation to modern
economic institutions.

Practical implication.

The findings call for a reconsideration of jurisprudential and legal
frameworks surrounding Islamic banking. Aligning legal
interpretations with the realities of money creation can strengthen the
legitimacy and functionality of interest-free banking systems, ensuring
they remain both religiously compliant and economically coherent.

5. Keywords
Bank Deposit; Money Creation; Anonymous Ownership; Multiplier.

6. JEL Classification: E42, E51, E52, G21, K11, K20, Z12.
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Abstract
1 Introduction and Objective

The rapid evolution of modern financial markets has given rise to
complex trading mechanisms designed to balance transparency with
efficiency. Among these mechanisms, dark trading—including both
opaque trading networks (dark pools) and hidden orders—has
become a central area of debate in securities regulation. While dark
pools and hidden orders were originally introduced to mitigate
disruptive effects of large trades, reduce market impact, and shield
institutional investors from predatory practices, their expansion has
generated serious concerns. These concerns are not limited to
efficiency and fairness but extend to fundamental questions of
legitimacy in the context of Islamic financial jurisprudence (figh al-
mu‘amalat).

The central issue addressed in this study is the tension between
market transparency, which promotes fairness and efficient price
discovery, and the concealment of orders and quotes, which may
protect certain traders but simultaneously generate uncertainty,
fragment liquidity, and restrict fair access to information. From a
Sharia perspective, these mechanisms are closely connected to
jurisprudential rules such as the prohibition of gharar (excessive
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uncertainty), ghurar (deception), tadlis (misrepresentation), najash
(artificial bidding), and 1a darar (prohibition of harmful transactions).

The objective of the present research is therefore twofold. First, it
seeks to provide a comprehensive descriptive and analytical account
of dark trading practices —both in hidden orders and dark pools —by
drawing on international experiences in the United States, Europe,
and Canada as well as domestic experiences in Iran. Second, it aims
to evaluate these practices through the lens of Sharia jurisprudence,
in order to determine whether they can be accommodated, restricted,
or prohibited within Islamic capital markets. By combining financial,
regulatory, and jurisprudential analyses, the study aspires to deliver
a complete framework for regulators of Islamic markets to adopt
policies that maximize efficiency while safeguarding religious and
ethical legitimacy.

2. Methods and Materials

The research adopts a mixed-method design, integrating descriptive-
analytical methods with qualitative and quantitative empirical
approaches. Three complementary sources of evidence were used in
line with a triangulation strategy:

1. Library research: A comprehensive review of books, peer-
reviewed articles, dissertations, official regulatory reports,
and primary documents in both Persian and English was
conducted. The review covered not only theoretical literature
on hidden liquidity but also comparative analyses of
international regulatory experiences, including the MiFID I
and MiFID II directives in Europe, the practices of the U.S.
Securities and Exchange Commission (SEC), and Canadian
capital market reforms.

2. Expert consultations through focus groups: A group of five
experienced scholars in financial jurisprudence (figh al-mali)
participated in a structured focus group session lasting 150
minutes. Discussions centered on the permissibility of hidden
orders and dark pools under Islamic jurisprudence. The
scholars examined the extent to which rules such as gharar, 1a
darar, and hifz al-nizam (preservation of market order) apply
to the new phenomenon of dark trading.

3. Jurisprudential validation through istifta’: Formal inquiries
were submitted to the offices of prominent Shia jurists,
including Ayatollah Sistani, Ayatollah Wahid Khorasani,
Ayatollah Khamenei, Ayatollah Javadi Amoli, Ayatollah .
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Makarem Shirazi, Ayatollah Shobeiri Zanjani, Ayatollah Alavi
Gorgani, and Ayatollah Nouri Hamedani. The responses
provided definitive legal opinions that complemented the
findings from the literature and focus group discussions.

For the quantitative strand, the study designed two Likert-scale
questionnaires, one concerning hidden orders (four regulatory
models) and the other concerning dark pools (five regulatory
models). These questionnaires were distributed among a panel of
experts in the Iranian capital market, including regulators, policy
researchers, and managers of state-owned financial institutions.
Importantly, individuals with private interests —such as shareholders
of investment companies or private brokerage houses—were
excluded to avoid conflicts of interest.

The collected data were analyzed using Friedman’s non-
parametric ranking test in SPSS. This test was employed to determine
whether experts assigned significantly different importance levels to
various regulatory models. Cronbach’s alpha for the questionnaire
was calculated at 0.76, exceeding the conventional threshold of 0.70,
thus confirming the reliability of the instrument.

3. Research Findings

The findings can be grouped into three major domains: financial-
regulatory, jurisprudential, and empirical.

Financial and regulatory findings: The survey and Friedman
ranking  demonstrated that transparency-oriented  models
consistently received the highest priority from experts. In the case of
hidden orders, mechanisms that imposed minimum display
requirements (e.g., iceberg orders with mandatory visible portions)
were favored, while complete concealment of orders was considered
highly problematic. For dark pools, models that relied on real-time
reference pricing from transparent exchanges (such as mid-quote
mechanisms) received higher rankings, while those that operated
entirely without price transparency were downgraded.

Experts noted that while dark trading mechanisms may reduce
short-term price impact, they fragment liquidity, reduce
informational efficiency, and compromise fair access. Empirical
evidence from Europe and the U.S. corroborates these observations:
dark pools captured up to 40% of trading volume in the U.S. by 2019,
but regulators responded with stricter rules (MiFID II's double
volume caps) to protect price discovery. In Iran, hidden orders were



. . Analyzing the Most Effective Strategies for Regulators to Address Dark Trading

Islamic Finance in Islamic Capital Markets| Mohammad Hossein Shariaty Nia | Hossein

Researches Hasanzadeh Sarvestani | Mohammad Ali Rezaei | Pouya Ahmady| Mahdi
Sadeghi Shahdani

initially introduced but later prohibited in 2019 due to structural
distortions and misleading order books.

Jurisprudential findings: From the perspective of Sharia, complete
concealment of orders was judged to conflict with the prohibition of
gharar, ghurar, and najash. These mechanisms were seen to create
deceptive appearances of supply and demand, thereby misleading
other traders. The focus group discussions emphasized that even if
investors consent to trade under such conditions, reliance on qa‘idat
al-igdam (assumption of risk) is not sufficient to override
fundamental prohibitions, since Sharia does not permit individuals to
willingly expose their wealth to harm.

Nonetheless, limited forms of concealment could be justified
under secondary principles such as hifz al-nizam (preservation of
market order) or 1a darar (prevention of greater harm), particularly
when transparency itself creates vulnerabilities such as predatory
high-frequency trading or excessive herding behavior. In such
circumstances, tools like iceberg orders with mandatory visible
components, or dark pools that rely on transparent reference prices,
might be permissible. The jurisprudential opinions obtained through
istifta’ confirmed these conclusions: while blanket prohibition was
advised against full concealment, controlled and well-regulated
mechanisms were not ruled out in principle.

Empirical findings from the Friedman test: The statistical analysis
revealed significant differences in the importance assigned to various
regulatory models. The null hypothesis—that experts viewed all
models as equally important —was rejected. In the domain of hidden
orders, transparency-oriented models ranked highest, followed by
limited iceberg mechanisms. In the domain of dark pools, reference-
price models ranked above opaque internalization mechanisms. This
confirmed that policy priorities align both with market efficiency
considerations and with Sharia jurisprudential boundaries.

4. Discussion and Conclusion

The research highlights a fundamental tension in modern capital
markets between the goals of efficiency and fairness on the one hand,
and the risks of uncertainty and deception on the other. From a
purely financial perspective, dark trading offers advantages such as
reducing immediate price impact, curbing imitation trading, and
shielding institutional investors from market predators. Yet these
benefits are counterbalanced by costs, including fragmentation of



liquidity, diminished price discovery, and unfair access to
information.

From an Islamic jurisprudential perspective, the evaluation is
even stricter. Sharia emphasizes the elimination of gharar and
ghurar, the protection of property rights, and the maintenance of
justice and fairness in markets. Any mechanism that misleads
participants, creates artificial prices, or exposes investors—
particularly retail traders—to hidden risks cannot be justified.
Nevertheless, Sharia also recognizes secondary principles that allow
for pragmatic accommodations when necessary to preserve the
overall order and integrity of markets.

The combined evidence suggests that while complete concealment
of orders or quotes is both financially inefficient and jurisprudentially
impermissible, controlled concealment under strict regulatory
frameworks may be acceptable. For example, requiring a minimum
display portion in iceberg orders, ensuring that dark pools
continuously update prices based on transparent exchanges, and
restricting access to certain institutional categories can reduce
harmful effects while preserving market stability.

Policy recommendations derived from this research emphasize the
following:

1. Prioritize transparency as the default regulatory stance in
Islamic capital markets, both to safeguard price discovery and
to align with jurisprudential mandates.

2. Permit limited dark mechanisms only under carefully
designed rules, such as volume thresholds, reference pricing,
and institutional restrictions, where they demonstrably serve
the higher objective of preserving market stability.

3. Integrate Sharia oversight into financial regulation by
continuously consulting jurisprudential experts, ensuring that
evolving trading mechanisms remain consistent with Islamic
principles.

4. Develop hybrid market structures that combine transparency
with controlled concealment, thereby minimizing herding
behavior and predatory trading without undermining fairness
and efficiency.

5. Encourage further empirical research on Islamic capital
markets to monitor the real impact of dark trading and refine
regulatory approaches accordingly.

In conclusion, this study establishes that unregulated expansion
of dark trading is incompatible with both market efficiency and
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Sharia principles. However, through balanced and well-calibrated
regulatory frameworks, Islamic capital markets can cautiously
incorporate limited forms of dark trading to achieve dual objectives:
protecting investors and maintaining the religious legitimacy of
financial transactions. This integrated approach ensures that Islamic
markets remain both competitive globally and faithful to their
foundational ethical commitments.

5. Keywords
Pre-Trade Transparency; Dark Trading; Dark Pools; Hidden (Iceberg)
Orders; Sharia-Compliant Regulation.
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Abstract

1. Introduction and Objective

The adoption of the Usury-Free Banking Law in Iran in 1983 was a
significant development in the attempt to align modern financial
practices with Islamic jurisprudence. The central objective of this law
was to eliminate riba (usury) from banking operations and to
substitute it with contracts that are both Sharia-compliant and
economically viable. Among these contracts, the partnership contract
(‘Aqd al-Musharakah) holds a distinguished position. Unlike
transactional contracts such as murabaha or ijara, which in many cases
resemble conventional lending instruments, the partnership contract is
intended to embody the fundamental Islamic economic values of
cooperation, mutual risk-sharing, and equitable distribution of profit
and loss.

Despite these ambitions, more than four decades of practical
experience demonstrate that the system, particularly in the field of
partnership contracts, has not lived up to its expectations. Instead of
fostering genuine cooperation between banks and clients, the contracts
often reproduce the same dynamics as interest-based loans, leading to
jurisprudential criticisms and practical inefficiencies. This divergence
between the normative ideals of Islamic banking and the realities of its
practice has created persistent doubts both within scholarly discourse
and among the public, weakening trust in the credibility of usury-free
banking.
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The purpose of this article is twofold. First, it seeks to identify and
analyze the jurisprudential and administrative challenges inherent in
the current application of partnership contracts in Iran’s banking
system. Second, it aims to propose a framework of principles — positive
principles that should be actively implemented, and negative
principles that should be carefully avoided—that can guide the
redesign of these contracts in ways consistent with both Sharia and
economic functionality. By systematically examining these challenges
and principles, this study hopes to contribute to a clearer
understanding of the gap between theory and practice in Islamic
banking and to suggest pathways for meaningful reform.

2. Problem Statement

A close examination of the current implementation of partnership
contracts reveals that they suffer from two broad categories of
challenges: jurisprudential (figh-related) and administrative

(operational).

Jurisprudential Challenges
The first set of problems arises from the legal and Sharia dimensions
of the contract. Among the most prominent issues are:

e Predetermined settlement deadlines: By fixing a date for
settlement regardless of actual profit or loss, the contract
undermines the very essence of risk-sharing, which is
supposed to be the hallmark of partnership.

e Mandatory compensation of damages and fines: Imposing
conditions such as penalties for delays or obligations to cover
losses effectively transforms the partnership into a debt-based
transaction, resembling interest-bearing loans.

e Voluntary management of company assets by customers: In
many cases, the bank delegates management entirely to the
client, who may lack incentives to act in the best interest of both
parties. This not only raises doubts about the authenticity of the
partnership but also contradicts the principle of mutual
oversight.

e Transformation of partnership into exchange contracts: By
overloading contracts with additional clauses, banks often shift
risks entirely onto the client, making the arrangement
indistinguishable from a conventional lending contract.

These practices raise questions about the Sharia legitimacy of
current contracts. They generate suspicion that, although labeled as
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partnerships, the contracts in practice preserve the logic of riba, thus
violating the foundational principle of usury-free banking.

Administrative Challenges
The second set of challenges stems from practical difficulties in
administering partnership contracts:

e Adverse selection: Banks face difficulties in distinguishing
between reliable and unreliable clients, leading to the risk of
allocating resources to projects with poor prospects.

e Monitoring and supervision costs: Genuine partnership
requires ongoing oversight of the project, but the costs of such
supervision are often prohibitive, discouraging banks from
fully engaging in the contract’s spirit.

e Valuation of non-cash assets: Many projects involve
contributions in the form of equipment, property, or
intellectual capital. Accurately valuing such inputs remains a
major obstacle, creating disputes over fair profit distribution.

e Information asymmetry: Clients often have more information
about the viability of their projects than banks do, leading to
mistrust and difficulties in profit calculation.

e Market risks and uncertainties: Fluctuations in economic
conditions expose banks to additional risks, which they
frequently attempt to mitigate through fixed-profit clauses,
again undermining the principle of partnership.

e Increased operational costs: Compared to transactional
contracts, partnership contracts are more complex, time-
consuming, and expensive to administer, further discouraging
banks from adopting them authentically.

Together, these jurisprudential and administrative challenges
reveal why the current system falls short. Rather than facilitating
genuine risk-sharing and equitable outcomes, partnership contracts
are frequently reduced to formalities that mask conventional lending
practices. This not only diminishes the practical effectiveness of Islamic
banking but also erodes public trust by creating suspicion that usury
has re-entered the system under another name.

3. Conclusion and Suggestions

The analysis above demonstrates that the redesign of partnership
contracts is both necessary and urgent. Without structural reform, the
usury-free banking system risks stagnation, formalism, and loss of
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credibility. To ensure that contracts genuinely reflect Islamic values
and economic rationality, the article proposes a framework of positive
and negative principles.

Positive Principles (Ijabi)
These are principles that must actively guide the formation and
implementation of partnership contracts:

1.

2.

Economic justice: Ensuring that neither party is unfairly
disadvantaged and that profits and losses are shared equitably.
Circulation of wealth: Preventing concentration of financial
resources among elites and ensuring access to credit for
broader segments of society.

Respect for the essence of contracts: Preserving the original
nature of partnership contracts without transforming them into
disguised loan agreements.

Recognition of individual contributions: Respecting the work,
expertise, or resources contributed by each party, even if non-
financial.

Profit follows capital: Distributing returns strictly in
proportion to invested capital and agreed terms, preventing
one party from extracting disproportionate gains.
Consideration of public interest (maslaha): Aligning banking
practices with the broader welfare of the Islamic community,
ensuring that contracts contribute to social and economic
development.

Pre-loan credit assessment: Requiring rigorous evaluation of
clients’ reliability and project viability before funds are
allocated.

Negative Principles (Salbi)
These are pitfalls and prohibitions that must be avoided in redesigning

contracts:
1. Prohibition of riba: Any clause that guarantees fixed returns
irrespective of profit or loss must be excluded.
2. Avoidance of injustice: Contracts must not impose terms that
systematically disadvantage one party, particularly clients.
3. Prohibition of gharar (uncertainty): Clauses that introduce

ambiguity regarding profit, loss, or obligations must be
avoided.
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4. Prevention of harm: Neither party should impose conditions
that cause undue damage to the other.

5. Prohibition of wrongful acquisition of wealth: Contracts must
prevent unjust enrichment, ensuring that gains are tied to

genuine contributions.

6. Avoidance of excessive hardship: Terms that create unbearable
burdens for either party should be prohibited, and mechanisms

for relief in cases of hardship must be included.

7. Avoidance of invalid conditions: Clauses that undermine the
validity of the contract or contradict Sharia principles must be

carefully excluded.

Suggestions for Implementation
To operationalize these principles, several practical steps can be
suggested:

e Standardization of contracts: While preserving flexibility,
banks should adopt standardized templates vetted by Sharia
boards to ensure compliance.

e Creation of oversight institutions: Independent bodies could
monitor implementation, ensuring that banks adhere to
partnership principles rather than reverting to interest-like
practices.

e Use of technology for monitoring: Digital platforms and fintech
solutions could reduce supervision costs, making authentic
partnerships more feasible.

e Specialization of banks: Certain banks could specialize in
partnership-based financing, developing the expertise needed
for accurate valuation and risk management.

e Education and training: Both bank employees and clients
should be educated about the true nature of partnership,
fostering a culture of trust and cooperation.

Final Remark

By grounding partnership contracts in these positive and negative
principles, the usury-free banking system in Iran can move closer to its
original mission: the creation of a financial order rooted in fairness,
cooperation, and Sharia compliance. Such a redesign not only
addresses the jurisprudential and administrative shortcomings of
current practice but also strengthens public confidence in the system.
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Ultimately, the success of usury-free banking depends not on formal

labels but on substantive adherence to the principles of justice, equity,
and partnership that lie at the heart of Islamic economics.

4. Keywords

Partnership Contract; Usury-free Banking; Jurisprudential and
Executive Challenges; Partnership Contract Redesign; Positive
Principles; Positive Negative.

5. JEL Classification: G21, Z12, E43.
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Abstract
1. Introduction and Objective
The persistent problem of liquidity growth and inflation has become
one of the most pressing challenges for monetary authorities in
developing economies. In the Iranian financial system, the Central
Bank has recently sought to address these issues through the
introduction of Deposit Bonds (Orag-e Vadi‘a). Unlike conventional
interest-bearing securities, these bonds are designed to absorb excess
liquidity while remaining compatible with Islamic jurisprudence,
which prohibits usurious interest (riba).
Deposit Bonds represent a new institutional mechanism that does
not fit neatly within established legal and jurisprudential categories.
Their innovative character has generated considerable debate among
scholars of Islamic law and civil law, raising essential questions:
e Whatis the legal and jurisprudential nature of Deposit Bonds?
e Can they be reconciled with classical contracts such as wadi‘a
(deposit), garz (loan), or ijara (lease)?

e How should the additional amount repaid at maturity —
calculated to offset inflation —be interpreted in relation to the
prohibition of riba?

pegahsarmadi@meybod.ac.ir | 0000-0002-2928-9210

The objective of this study is to provide a systematic
jurisprudential-legal analysis of Deposit Bonds, situating them within
the broader framework of Islamic finance, and clarifying whether they
should be recognized as a new category or adapted to pre-existing
legal constructs.
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2 Methods and Materials

The research employs a descriptive-analytical methodology, drawing
upon both classical jurisprudential texts and contemporary regulatory
documents.

First, the operational framework of Deposit Bonds —as defined by
the Central Bank of Iran and approved by the Shari‘ah Supervisory
Board —is outlined. This includes the process of issuance, the blocking
of deposited funds until maturity, and the mechanism of inflation
adjustment.

Second, Deposit Bonds are compared with similar instruments,
such as:

e Conventional government bonds, which provide fixed interest

payments.

e Participation papers, whose returns are tied to investment

performance.

¢ Conventional deposit accounts, including current, savings, and

fixed-term deposits.

Third, the study incorporates jurisprudential sources:

e (lassical works such as Lisan al-‘Arab, al-Sihah, al-Rawda al-
Bahiyya, and Jawahir al-Kalam.

e Modern treatises and scholarly debates on banking contracts,
including works by Miisavi Khomeini, Sadr, and contemporary
Iranian jurists.

Finally, secondary sources such as scholarly articles, doctoral
theses, and fatwas are used to evaluate differing interpretations
regarding inflation compensation, the meaning of wadi‘a i‘tibari
(credit deposit), and the boundaries of riba.

3. Research Findings

The study’s findings highlight several key points:

(a) Distinction from Classical Wadi‘a

Traditional wadi'a requires the custodian to return the identical item
deposited. Since Deposit Bonds involve the return of equivalent value
adjusted for inflation —not the physical banknotes themselves —they
cannot be equated with a strict wadi‘a. The funds are mixed with other
deposits, making physical restitution impossible.

(b) Partial Similarity to Qarz (Loan)

Deposit Bonds resemble loans insofar as fungible money is transferred
to the bank and later returned. However, unlike typical loans, the
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Central Bank may not use the deposited funds for investment or
lending; the money is blocked. Furthermore, repayment includes an
inflation adjustment, not as profit, but as preservation of real value.
(c) Incompatibility with Ijara (Lease)
Attempts to interpret Deposit Bonds as a lease of money are rejected.
Leases involve non-fungible assets whose usufruct does not destroy
the asset. Money, being consumable, does not satisfy this requirement.
(d) Classification as Wadi‘a I'tibari (Credit Deposit)
The most convincing characterization is that Deposit Bonds embody a
wadi‘a i‘tibari, in which the depositor entrusts not the physical
currency but its monetary value. The bank guarantees to preserve and
return this value, ensuring that purchasing power is restored at
maturity.
(e) Treatment of Additional Payment
The inflation adjustment is not considered “interest” in the
conventional sense. Instead, it restores the depositor’s original
purchasing power. Supporters argue this is distinct from riba because
it prevents unjust loss rather than generating profit. Critics, however,
caution that the resemblance to interest-bearing loans may foster
ambiguity and suspicion.
(f) Comparative Insights
e Compared to current accounts, Deposit Bonds restrict usage of
funds.
e Compared to savings accounts, they ensure guaranteed
inflation compensation rather than random prize distribution.
e Compared to time deposits, they do not authorize bank
investment in productive projects but instead block liquidity
for monetary policy purposes.

4. Discussion and Conclusion

The jurisprudential-legal analysis shows that Deposit Bonds occupy a
unique and somewhat ambiguous space between loan and deposit
contracts. They cannot be fully reconciled with classical definitions but
may be justified through an expanded interpretation of wadi‘a that
includes economic value (maliyya) as the object of safekeeping.

From an economic policy perspective, Deposit Bonds provide the
Central Bank with a Shari‘ah-compatible tool for absorbing excess
liquidity and curbing inflation. By neutralizing the erosion of
purchasing power, they respond to public concerns about fairness and
financial justice. Yet, they simultaneously invite debate about the thin

line separating lawful inflation compensation from prohibited usury.
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Two critical implications emerge:

1. Doctrinal Development: Islamic jurisprudence must address
whether inflation adjustment constitutes legitimate
compensation or veiled riba. Consensus is lacking, and
divergent fatwas indicate the need for further theoretical
clarification.

2. Regulatory Safeguards: Practical legitimacy requires
transparent indices for measuring inflation, consistent
supervisory mechanisms, and clear contractual language to
prevent abuse or misinterpretation.

In conclusion, Deposit Bonds represent a cautious but significant
innovation in Islamic financial law. They neither replicate
conventional bonds nor entirely conform to classical contracts. Instead,
they establish a new category that reconciles monetary policy needs
with Shari‘ah compliance through the notion of a wadi‘a i‘tibari. Their
ultimate success will depend on jurisprudential acceptance, regulatory
precision, and empirical validation of their effectiveness in stabilizing
inflation and liquidity.

5. Keywords
Deposit Papers; Trust; Loan; General Deposit; Deposit; Bank.

8. JEL Classification: E52, E58, G21, K12, K20, P34, Z12.
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Abstract
1. Introduction and Objective

Options contracts, as one of the most widely used derivative
instruments in modern financial markets, have traditionally been
viewed primarily as risk management tools. They are designed to
hedge against adverse price fluctuations and to mitigate volatility in
the spot market. In this conventional perspective, derivatives are
meant to stabilize financial systems and enhance market efficiency by
allowing investors and institutions to transfer or redistribute risk.
Yet, research in both developed and emerging markets increasingly
demonstrates that the trading of derivatives, far from being neutral,
can actively influence the pricing of the underlying assets. This dual
function of derivatives—simultaneously reducing risk and
transmitting information—has become a focal point of financial
economics.

The case of stock options is particularly notable. These
instruments, while structured to provide investors with flexibility in
exposure to underlying assets, can exert feedback effects on stock
prices themselves. The mechanisms through which such impacts
emerge include the information content embedded in option trading,
the behavioral reactions of market participants, and liquidity
spillovers from derivative markets into the spot market. For instance,
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heavy trading in stock options may be interpreted as a signal of
changing expectations, thereby prompting adjustments in stock
valuations even before fundamentals shift.

In the context of Islamic capital markets, such as Iran’s, the
analysis acquires additional layers of importance. Given the emphasis
on transparency, the prohibition of excessive uncertainty (gharar),
and the need to prevent speculative manipulation (maysir),
understanding how derivative markets interact with stock markets is
not merely a technical issue but also a normative concern. Derivatives
in Iran have developed only recently, with limited depth and a
relatively small number of tradable contracts compared to
international standards. Yet, their influence on stock markets,
particularly in key sectors like the automotive industry, appears to be
significant.

The central objective of this study, therefore, is to empirically
examine the effect of stock option trading volume on the stock prices
of automotive companies listed on the Tehran Stock Exchange (TSE).
The research seeks to determine whether option trading volume
operates as a meaningful signal that shapes investor expectations and
stock price dynamics in a shallow but growing derivative market.
This focus combines empirical analysis with policy relevance,
offering insights for investors, regulators, and scholars of Islamic
finance alike.

2. Methods and Materials

The research population consists of automotive companies listed on
the Tehran Stock Exchange whose shares, as well as their
corresponding stock options, are actively traded. This sector was
selected because it is both a major component of Iran’s stock market
and one of the earliest to adopt derivative instruments. The presence
of simultaneous activity in both the spot and options markets makes
it an ideal case study for exploring cross-market dynamics.

The dataset spans multiple trading periods and incorporates daily
observations of stock prices and option trading volumes. In order to
handle the characteristics of the data —specifically its time-series and
panel structure—the Panel Autoregressive Distributed Lag (Panel
ARDL) model was employed. This methodology is particularly
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suitable for datasets where variables may exhibit mixed levels of
integration (I(0) and I(1)) and where both short-term and long-term
relationships need to be captured. By using Panel ARDL, the study is
able to assess not only the immediate impact of option trading
volume on stock prices but also the persistent, long-term effects that
may materialize over time.
The variables of the study are defined as follows:
e Dependent variable: Stock prices of automotive
companies.
e Independent variable: Trading volume of stock options
linked to these companies.
e Control considerations: Structural features of the TSE,
liquidity constraints, and statistical diagnostics to confirm
the appropriateness of the ARDL framework.

In addition, robustness checks were performed to ensure that
results were not driven by spurious correlations or by the shallow
nature of the derivative market. The use of panel data strengthens the
empirical results by pooling information across multiple firms,
thereby increasing statistical power and reducing the risk of bias due
to firm-specific anomalies.

3. Research Findings

The empirical findings reveal a positive and statistically significant
relationship between option trading volume and stock prices in the
automotive sector of the Tehran Stock Exchange. More specifically, as
the trading activity in stock options increases, the underlying stock
prices show a corresponding upward movement. This relationship
holds in both the short-term fluctuations captured by the ARDL lags
and in the long-term equilibrium dynamics implied by the model.

Two central insights emerge from the analysis:

1. Market Sensitivity to Derivatives: The spot market in Tehran
is responsive to developments in the derivatives market, even
though the latter is shallow and relatively new. Option
trading activity carries informational value that market

participants interpret as signals about future price trajectories.
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2. Signaling Function of Trading Volume: The trading volume of
stock options effectively operates as a predictor of stock price
behavior. Investors observing heightened option activity tend
to become more optimistic, anticipating rising prices in the
underlying assets. This behavioral channel amplifies the

impact of derivative markets on stock valuations.

The magnitude of the effect, while varying across companies, is
consistently positive, underscoring the robustness of the results.
Interestingly, the influence appears more pronounced in periods of
heightened market volatility, suggesting that in uncertain conditions
investors rely more heavily on derivative signals to form
expectations.

4. Discussion and Conclusion

The findings of this study carry several theoretical, practical, and
policy implications. From a theoretical standpoint, they validate the
proposition that derivative markets, far from being mere hedging
platforms, can exert direct influence on spot markets through
informational spillovers and behavioral feedback loops. This
perspective is consistent with international literature but acquires
distinctive significance in emerging Islamic markets like Iran’s, where
the institutional framework is still developing.

From a practical perspective, the positive association between
option trading volume and stock prices highlights the importance of
monitoring derivative markets for investment decision-making.
Investors who pay attention to option market signals may be better
positioned to anticipate stock price trends. Conversely, ignoring
derivative activity risks missing critical information embedded in
market dynamics.

From a regulatory and Islamic finance perspective, the results
raise both opportunities and cautions. On the one hand, the
derivative market can enhance price discovery and provide valuable
signals that improve market efficiency. On the other hand, the
shallow depth of Iran’s derivative market magnifies the risk of
speculative manipulation, excessive volatility, and practices that may
conflict with Islamic principles such as gharar and maysir.
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Policymakers must therefore strike a balance: encouraging the
healthy growth of derivatives as part of capital market development
while instituting strong oversight to prevent abuse.

The study concludes that option trading activity in Iran,
particularly in the automotive industry, should not be dismissed as
marginal. Instead, it represents a critical element of market dynamics
that influences stock price formation. Strengthening oversight,
improving transparency, and aligning derivative instruments with
Islamic financial principles will not only reduce the risks of
manipulation but also unlock the potential benefits of derivatives in
supporting more efficient and stable capital markets.

In summary, the research provides empirical evidence that
derivative activity, even in its early stages of development in Iran,
significantly affects spot market outcomes. It highlights the
interconnectedness of financial instruments and underscores the need
for integrated policy approaches in Islamic capital markets. Future
research could expand the analysis to other sectors, explore
alternative derivative products, and further examine the interplay
between Shariah compliance and market efficiency.

5. Keywords
Stock Option; Automotive Stocks; Panel Autoregressive Distributed
Lag (Panel ARDL) Model; Tehran Stock Exchange.
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