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Being typical Muslim, the Pakistani farmers, particularly those
living in rural parts, always dodge interest based loan — an economic
activity that is rigorously prohibited by Shari‘ah. Islamic commercial law,
on the other hand, offers, as an alternate way, the concept of Istisna“ —
a manufacturing contract — for the accomplishment of various agricultural
needs. The present work, therefore, aims to prove that how this typical
contract can be meritoriously applied in such a way to overcome financial
problems of farming community, predominantly of those living in rural
areas of the country. To achieve this, an Istisnd * based model is proposed
in the light of the theoretical framework, settled for it by the classical and
contemporary Muslim jurists.To establish the viability of the model, the
focused group research technique of qualitative research is used. While
following this, two hundred (200) local farmers, both from urban and rural,
are interviewed. Finding shows that the contract of Istisna ‘ can be effectively
used for the fulfillment of various agricultural needs — both for crop and
non-crop sectors. The suggestions, received from the collected data, are
inculcated in the model for the enhancement of its practical utility at
ground level.
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Introduction

Agriculture is one of the most important sources of food for human
on this earth since its very inception. A man when gets up early in the
morning from his bed, at dawn, has used many agricultural commodities,
by one way or another, till dusk. The same importance of agriculture in
human’s life has been recognized by many scholars of the field.! While
having such significance, the development of such sector is indispensable
for raising life standard, both at individual and collective level. The state’s
responsibility, in this connection, is primary in nature, followed by other
informal sectors of the society. Of course, the governments, of various
countries, have taken some concrete steps for enriching agricultural
activities; however, the intended objectives are yet not achieved.

Being a dynamic agricultural country the governments of Pakistan,
too, has taken some initiatives for the development of agricultural sector,
both at crop and non-crop levels. While following this, the Central Bank
(The State Bank of Pakistan) has offered some guidelines for financing
agriculture and its various subsectors; including local farming, horticulture,
dairy farming, livestock, poultry farming, fish farming, etc. The Guidelines
for Horticulture Financing,? Guidelines for Poultry Financing,® Guidelines
for Fisheries Financing,* Guidelines for Livestock Financing,’ Guideline
for Financing Scheme for Small Farmers,® Guideline on Frequently Asked
Questions (FAQs) On Agri Financing,” Handbook on Best Practices in
Agri/Rural Finance,® Prudential Regulations for Agriculture Financing,’
etc. are the well notorious among these. All financial institutions, both
banks and other financial institutions, are asked to finance agriculture
sector; according to the standards mentioned in these guidelines. However,
active involvement of the financial institutions, in financing agriculture,
has not achieved the required objectives, envisaged by the State Bank
from the issuance of guidelines. Many reasons can be held responsible
in this regard, however, the charging of interest on agricultural finance
has occupied the first place, owing to fact that majority of farmers are
typical Muslims and , therefore, avoid interest based agricultural loans.
Interest, an economic activity that is strictly prohibited by Shari‘ah (Islamic
Law), is not a preferred choice for such farmers — under any stretch of
explanation from any corner.'’ In order to cope with the situation, the
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transaction of Istisna‘ (manufacturing contract) — a typical type of
manufacturing contract in Islamic commercial law — can be used a
suitable alternate for fulfilling farmers’ needs, both for crop and non-crop
activities. Indeed, this financing mode of Islamic finance, by its nature,
is not so effective as for as the crop sector is concerned, however, the
non-crop activities of agriculture i.e. manufacturing of heavy agricultural
machinery, transport, irrigation etc., can be benefited more through its
application.!!

The suitability of Istisna‘ for financing agriculture is more
comparatively to other modes of Islamic finance like Murabahah (sale
with cost plus profit), Musawamah (bargaining contract), Salam (advance
payment sale), Musharakah (partnership), Diminishing Musharakah
(partnership that comes to an end at sale), Musdgqah (watering contract),
and Muzdra‘ah (share cropping), etc. There are many reasons behind
this aptness. Firstly; by entering into this type of transaction with
manufacturer, a farmer can get the commodity of his good choice, both
in terms of quality and quantity. This facility, on the other hand, cannot
be entertained by buying the same commodity from the local market.
Secondly, he (the farmer) is not supposed to pay the price on immediate
basis rather he has to pay the same on installment basis — the most likely
mode of payment for the farming community. Thirdly, and above all, the
transaction is the only one mode of Islamic finance that can be used for
the improvement of irrigation system; and no alternative can be found in
this connection. This peculiarity, undeniably, further increases its importance
in agricultural financing.

The present paper has some inbuilt objectives; be cared in the
whole discussion. The basic purpose is to trace out the real theoretical
background of Istisna‘, envisaged by Muslim jurists-classical and
contemporary. Such theory has to be enshrined in the proposed model for
financing agriculture, particularly local farming in rural areas. Additionally,
the present work aims to find out the inevitable requirements of agriculture,
both for crop and non-crop sectors, followed by their fulfilment through
the operation of Istisnd ‘s based proposed model. Unlike the works on
the issue in the past, the proposed model has to be tested at ground level
in order to affirm its viability. Moreover, the difficulties hallowed in the
previous models of Istisna‘, are rooted out in this work.
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The work also has some engrained limitations. For instance, the
theoretical work on Istisna‘, produced by the classical Muslim jurists,
has not studied with minute details, owing to the fact of space constraints.
Furthermore, the work is purely conducted for the development of
agriculture sector in Pakistan, particularly local farming and, thus, the
proposed model can be applied generically across the world. Some
inevitable changes, then, must be incorporated in the basic structure and
mechanism of such before applying it to a particular country’s agriculture.
Likewise, the proposed model is designed for financing local farming and
its various activities and other sectors of agriculture like poultry farming,
fish farming, livestock, dairy farming, horticulture etc. are unnoticed in
this regard. The reason is that a major chunk of farming community in
the country belongs to local farming, predominantly in rural areas of the
country.

Methodology

The present work is qualitative in nature where its two famous
techniques i.e. content analysis and focused group methods are followed
for the investigation of the issue. While following the former, the contents
available, in the shape of secondary data, on the concept of Istisna’, has
been critically analyzed. Here the data is outlined from the work of
classical and contemporary Muslim jurists. The research work of
non-Muslim jurists on the concept of Istisna  is also resorted and regarded
at various places. However, the work of classical Muslim jurists is
preferred more comparatively to the work of contemporary Muslim and
non-Muslim jurists. The reason is, of course, the reliability of such
work — for the classical Muslim jurists’ work carries the best interpretation
of various Shari‘ah’s concepts. The typical and online libraries are
frequently used in this connection. The secondary data, in the present
research, is also mark out from those journals which are related to the
field of Islamic banking and finance. The official website, predominantly
that of the State Bank of Pakistan, is extensively used for the purpose
to obtain the updated data. In order to check the viability of Istisnd*
based model, the focused group technique (of the qualitative research)
has been used where two hundred (200) local farmers (of the country)
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are interviewed. In this regard, the proposed model is first explained to
the farmers in a lay man’s language for the purpose to make them
understand. This is followed by the open group based discussion of
farmers with each other — an indispensable approach for the better
understanding of the proposed Istisnd‘ based model. Being very much
illiterate, they are then interviewed through a very simple way i.e. without
using the official and technical language. Their views, regarding the
proposed model, are recorded and reduced into writing. At this stage,
various themes have been developed on the basis of such views. The
model is then critically analyzed in the light of collected data through
thematic analysis. The necessary modifications and adjustments, in the
model, are made at this very stage (without compromising the basic
principles of Islamic commercial law) for the purpose to establish its
practicability and sustainability beyond any thin glare of doubt.

Theoretical Background of Istisnd‘

‘Istisna *’ is an Arabic word originates from “Sana’” which means
‘manufacturing’, while regarding its technical meaning; the statements of
Fugahd vary considerably. Imam Kasani, a well renowned jurist of the
Hanafi school, defines Istisna‘ as “a contract of something sold on
guarantee in which the work is conditioned”.!? In the view of Imam Ibn
‘Abidin, “ It is a demand from a manufacturer to manufacture certain
goods according to a given description”.!* Maulana Muhammad Taqi
Usmani, a contemporary scholar, defines Istisnd‘ as “to order a
manufacturer to manufacture a specific commodity for the purchaser”.!*
Among these definitions the one which is produced by Imam Ibn ¢ Abidin,
the latest Hanafi jurist, is more comprehensive in nature; for it tells about
the basic principles envisaged by Shari‘ah for the contract of Istisna.
Like other commercial transactions, Islamic commercial law has, of course,
described some rules and regulations for the contract of Istisnd ‘. Being
a typical kind of sale, some of its rules are similar to those of general
sale while others are special in nature and solely sanctioned by Shari ‘ah
for it. In the coming lines only the special rules will be focused in
details — for the general rules are well established and known and, hence,
need not to be discussed.
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Firstly, in the contract of Istisnd’, the manufacturer is required to
manufacture the object from his own raw material; owing to the fact that
the subject matter of the contract is the object itself, and not the work
done by the manufacturer.!® This rule puts a demarcation line between
the contracts of Istisnd ‘ and [jarah (personal services) where the subject
matter is the work; done by the manufacturer. In this latter case, the
material is provided by the orderer. Imam Kasani, while clarifying the
statement, gives the example that if the orderer provides the blacksmith
a piece of iron to make him a known vessel for an agreed fee, or
provided a piece of leather to a cobbler to make him a shoe for a known
fee, then this is permissible but there is no choice (law of option) in it,
and hence it is not Istisna’ but ljarah.'® Secondly, Istisnd‘ contract is
not binding in nature before the work is started by the manufacturer, at
that stage either party can revoke it unilaterally.!” This rule is based on
the general principle of the contract of sale, according to which a party
can revoke the contract before he leaves the place where it is concluded.'®
In Islamic law, this place is typically called ‘Majlis ul ‘Aqd’. By the
same token, when the manufacturer dies, spontaneously the contract of
Istisna‘ comes to an end. This rule is applicable when the contract
includes specific performance and the legal heirs of the deceased are
unable to perform the contract. However, in the absence of the condition
of specific performance in the contract, they have to perform the contract.
But it is appropriate to mention that the contract of Istisnd‘ does not
come to an end at the death of the customer, and his legal heirs have
to accept the delivery of goods and make the payment. Nevertheless, in
the researchers’ viewpoint this rule should not be followed strictly and
some flexibility needs to be shown according to the specific circumstances
that may arise. Thirdly, Istisna‘ contract is very flexible regarding the
aspect of payment. It is neither obligatory in this contract that the price
is to be paid in advance, nor is it required that the price should be paid
at the time of delivery.” Hence, the price may be totally or partially
advanced or totally or partially deferred, or paid in instalments, or any
other way on which the parties agree.’ Both the parties may fix the time
for payment at the time of the contract. Fourthly, unlike as a rule of
general sale, the time of delivery may not be fixed in an Istisna ‘ contract,
and therefore, the commodity may be delivered at any time. The question
arises whether the orderer has the right to reject it at that time. The
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jurists have different opinion in this connection. According to Imam Abu
Hanifa, the purchaser (customer) has the right to reject the commodity
after inspection if it is not according to the specifications laid down in the
contract. He cites that since Istisna ‘ is a sale; the law of option can be
applied to it; just like a normal sale transaction. However, according to
Imam Abt Yousuf, if the commodity is according to the specifications,
agreed upon by the contracting parties, then the purchaser is bound to
accept the commodity and has no other option.?! Fifthly, for the validity
of Istisna‘ it is necessary that the subject matter is non-existent at the
time of contract. The reason is that purpose of such contract is to
manufacture something and an exception to this rule is strictly prohibited.?
If the commodity is already in existence, and there is no need to
manufacture it, then the justification for Istisnd ‘s permissibility loses its
ground. In the latter situation, the contract of Salam is the most suitable
to be applied. Sixthly, the Istisna ‘ is not binding in nature, and therefore,
can be revoked by either party without the consent of the other before
the manufacturer starts the work.? Majallah al-Ahkam al-Adiliyyah,
however, does not accept the view point of Hanafl school of thought
regarding the non-binding status of Istisna *** The approach of Majallah,
yet, sounds more logical though because it is in the interest of both
parties to a contract.

Istisna‘ as a Financing Tool for Agriculture

Istisna® arguably is the ideal mode of Islamic finance which is
applicable, principally, for non-crop activities. Such mode of Islamic finance
is not, therefore, the most appropriate mode for crop activities — since
this contract is concluded only where there is a definite demand already
established.” Following this principle, it can be said that such contract
cannot be concluded for natural goods or commodities.? In other words
it cannot be applied for financing fruit crops or non-fruit crops activities.?’
The description shows that this transaction’s role, by its very nature, is
more dominant in the non-crop sector, and hence, can not be used for
the development of local farming; particularly in the rural areas of the
country — a major chunk of the population i.e. 62 percent of the country’s
population resides in rural parts and is directly or indirectly linked with
agriculture for their livelihood.” These areas, of course, remain mostly
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ignored in terms of financing by the Islamic banks and other Islamic
financial institution.

The above discussion does not mean, by any way, that Istisnd ‘s
application is limited only to non-crop agricultural activities and, thus, it
can not be used for the solution of other agricultural problems; confronted
by farmer. For example, one of the major problems faced by the farmers
of rural areas is related to the issue of watering their crops, including
both fruit and non-fruit crops.” Although Pakistan has rains in its most
places and, has also the monsoon season as well, but these rains alone
cannot bear out their needs; owing to the very high water wastage in the
country. The archaic method of flood irrigation wastes 50 to 60 percent
of water.’® Because of this reason, they need some unconventional
arrangements which can overcome their problems, and educate them on
water savings at the same time. This can be possible by entering into
Istisna‘ based arrangements. They can ask, for example, the Islamic
banks and other Islamic financial institutions for the construction of water
tanks, water pumps, tube wells, pipelines, channelizing water from
reservoirs (Pakistan’s agriculture depends on the gigantic network of
canal-system;*" some of the reports describe that nearly 85 percent of
Pakistan’s cropped area is irrigated by canals),* creating small passages
which can be used to water their fields crops etc. Majority of our
farmers, on the same way, are facing severe irrigation problems to supply
water to their land through pipes or channels. Most of them need tube
wells to overcome this problem. Along with the tube well, farmers also
need a proper system of pipes and channels that can properly irrigate

their crops. These problems are rectified| myaz = ja
by majority of farmers in the interview
sessions, conducted in the present work. 6%
The following graphical presentation
confirms the same.

Istisna“ contract can help farmers
in the solution of such problem where
they can enter with the Islamic bank or
Islamic financial institution for water

management arrangements. Similarly,
farmers living in hot and cold areas are Fig. 1
generally in need of enduring sheds to| __ Problems Related to Irrigatiion




Hamdard Islamicus 91 Vol. XLII, Nos. 1 & 2

protect themselves from sun, heat and cold. Study makes known that
these sheds are very significant for farmers who normally work from six
to eight hours daily at a stretch in their field, both in summer and winter
seasons — need take rest and respite from weather. Moreover, most
farmers’ houses are remotely located from their fields, making it difficult
for them to move necessary equipment, back and forth, like rake, hoe,
fork, shovel, spade, hand fork, trowel, wheel barrow, and watering can
etc. These sheds come handy for storage purposes as well. Farmers also
use these permanent sheds or rooms to keep their fruits or corps to
protect them from the bad weather, increasing their shelf life.

In hilly areas, the source for irrigation is not the river’s water but
the cold springs; excessively available in those areas. It is indispensable,
for them, to have a proper system of channels and canals for the regular
supply of water to their fields. In the absence of such facility, their
production levels reduce manifold — in most severe case may cause food
shortage at a particular locality. The Islamic banks and other Islamic
financial institutions can help out farmers of such areas through the
conclusion of Istisna‘ contract with them.

Most farmers reside remotely from their fields, and some of them
do not even have their own house but live on rent. In order to solve both
these problems, the contract of Istisna’, in the view of researchers, is
the best solution because according to a well-established principle of
Islamic commercial law, it is permissible to draw up an Istisna ‘ contract
for real estate developments on designated land owned by the final
purchaser.** While applying this principle, along with the principle that the
price of Istisnd‘ contract may be in the form of cash or tangible goods
or the usufructs of an asset for a particular duration, a farmer can
request the Islamic bank or financial institution to construct a house on
the land owned by him (the farmer). When the construction of the house
is completed, the farmer has to transfer its usufructs (residence) to the
Islamic bank, as a price for Istisna ‘ contact. After this, the Islamic bank
has to lease the house to the farmer on rent for a particular period of
time.

Istisna‘ can be affectively used, with the same potential mentioned
above, for the development of livestock,* fish farming,* poultry farming?*
and miscellaneous other areas of agriculture. This further increases its
importance, even for middle and upper class of farmers, as all these
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sectors require a great deal of investment at the inception of the business.
This mode of Islamic finance is, then, equally viable for all individuals.
While this provides a source of livelihood for the poor farmers, it ensures
a sound source of business for the middle and upper classes of farming
communities. The following Istisna‘ based models can be effectively
used for the fulfillment of farmers’ requirements mentioned in the previous
passages.

Istisna Based Model
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Istisna ‘ based model 1

It is pertinent to mention that Islamic banks and other Islamic
financial institutions are financial institutions by origin and, therefore, it is
almost impossible for them to manufacture the required agricultural
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commodity (demanded by a farmer) by themselves. In order to cope
with the situation, the Islamic bank may also conclude Istisna contract
with a manufacturer to manufacture a commodity of the same description,
mentioned in the previous Istisna ‘ contact concluded with the farmer. It
is, however, not necessary that the time of delivery and price in the
second contract must be the same as in the previous one; since that
would inconvenience the bank. Once the commodity is manufactured, it
will be delivered to the bank directly or to any other party on its behalf
decided mutually in the contract.’” This arrangement is typically known
as parallel Istisnd“.

However, in the view of some researchers this type of arrangement
(parallel Istisna ) is not beneficial particularly for lower class of farmers;
owing to many reasons. Firstly, the farmers have to give higher price for
the commodity as there are two prices i.e. the price paid by the Islamic
bank to the manufacturer and the price paid by the farmers to the
Islamic bank, and the difference between these two prices is the benefit
of the Islamic bank. Due to the inclusion of a separate contract, price
of the commodity increases and for this reason it is not wrong to say that
parallel Istisnd‘ contract is not in the interest of poor farmers.* Secondly,
the degree of risk for a farmer increases in the parallel Istisnd ‘ contract
as compared to direct Istisnd‘ contract. It is quite possible that the
manufacturer or construction company may not manufacture the required
commodity or the required building within the stipulated time period which
1s mentioned in the contract. Under such circumstances, the Islamic bank
cannot buy the required commodity from the local market as usually the
Istisnd ‘s commodity is manufactured by order. These are not primary
goods as mentioned earlier, but produced when there is a specific, already
established demand.* In this case, the farmer may face the consequences
for the default of others (manufacturer); whereas the bank can recover
its loss through penalty clause — an unjust tool which is used as a risk
minimization technique.*’ Thirdly, the contract of parallel Istisnd * brings
complexity in the procedure which can create difficulty for an illiterate
farmer (majority of farmers in Pakistan are illiterate and ignorant).*' But
it does not mean that its application should be entirely ruled out for the
agricultural sector, rather it should be limited only to those commodities
which cannot be manufactured without a particular company. For example,
if a farmer requests the Islamic bank for manufacturing a tractor or
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motorcycle or pickup or refrigerated van, then in such a situation, the
bank has no alternative except to go for parallel Istisna‘ with a
manufacturing company of such vehicles.* For the common construction
requirements e.g. buildings, bridges, factories, tube wells, permanent sheds,
water channels and pipelines, digging wells other than tube wells, fencing
and enclosures, establishment of slaughter houses, water tanks, water
pumps etc., the financial institutions are supposed to have their own
construction company and expert contractors to discharge the task.
However, in the researchers’ point of view this arrangement is more
hypothetical in nature, particularly, in the scenario of contemporary business
techniques.

Steps Involved in the Model of Istisna‘

Of course, each and every financial institution, has its own procedure
for the provision of financing facility, however, in case of Istisnd ‘ the
following steps must be adhered.

S1: A formal request from the farmer to the financial institution
for the conclusion of Istisnd‘ contract. The application must be
wide-ranging in nature, meaning there by, covering all aspects of the
contract precisely and evidently. These aspects include, in the broad
sense, quality and quantity of the commodity, nature of the price or
modes of payment, place of delivery, time of delivery, nature of required
securities, etc.

S2:  Unlike the contract of Murdbahah, the contract of Istisna’
is concluded at the second phase through formal offer and acceptance.
It means all conditions, involved therein, become binding in nature on the
parties; the violation of which is tantamount to breach and subsequent
remedies.

S3: As the bank acts as a mediator, therefore, it concludes a
parallel Istisnd‘ contract with a manufacturing company, asking the same
to manufacture the commodity according to the specifications mentioned
in the first contact.

S4:  Customer agency appears at this stage where the famer has
to receive the commodity from the manufacturer on behalf of the bank.
Technically, it is called constructive possession of the bank.

S5: At this stage, all types of required securities are furnished.
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Procedure for Agricultural Istisna‘
(Trail of the Proposed model at Ground Level)

There is a detailed procedure, mentioned in the Accounting and
Auditing Organization for Islamic Financial Institutions (AAOIFI) for the
contract of Istisna‘s. According to this document, a farmer must give
some specifications of the required commodity while entering into a
formal contract with the Islamic bank. These specifications include type,
kind, quality, and quantity etc of the commodity. In addition, the price of
the commodity, date of delivery, place of delivery must be mentioned in
such contract. The clearance of all these specifications is declared
mandatory by Islamic commercial law; in order to avoid any future
dispute between the contracting parties. At the conclusion of this step,
the Islamic bank orders (in the shape of another Istisna‘ contract other
than the one which is concluded with the farmer) the manufacture to
manufacture the required commodity; which it has undertaken to
manufacture in the first Istisna‘ contract (with the farmer). At this
phase, it is necessary that the specifications mentioned in the first contract
are also stated verbatim in the second contract. When the required
commodity is produced, then before delivery, the commodity remains at
the risk of the Islamic bank, but when the possession is transferred to
the farmer, which may be actual or constructive in nature, then,
consequently, risk also transfers to him.* It is clear that transferring of
authority from the Islamic bank to the farmer to use the property, utilization,
and consumption are to be considered constructive possession. In addition,
when the agricultural commodity, required by a farmer, is manufactured
or constructed or produced, then there is no need for a farmer and
Islamic bank to renew the offer and acceptance for the sale or purchase
of the required commodity.* At this particular point the variance between
Istisna‘ and Murabahah transaction arises at the spot. In the latter
case, the actual sale or purchase of the required agricultural commodity
must take place. So, it is, therefore, easier for an illiterate farmer to
understand the procedure of Istisna ‘ as compared to that of Murabahah.
It is the duty of Islamic bank to deliver the commodity on the due date
and not before that; as according to Islamic commercial law, if the
manufactured goods are delivered before the due date, the farmer can
refuse to accept the delivery which, in this case, may create problems
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for the Islamic bank. However, there has to be some logic for such
refusal.®

As mentioned earlier that Istisnd ‘ is a kind of normal sale transaction
with some peculiar characteristics. Like regular sale, it is not necessary
in this contract that the price must be paid in advance, nor is it necessary
that the price should be paid at the time of delivery.*® Hence, the price
may be totally or partially advanced or totally or partially deferred, or
paid in installments, or any other way at which the parties agree.*’
However, majority of farmers opt to pay in installments for the reason
of their meager economic conditions. The data received through empirical
research displays the same fact. The resulting graphical presentation
may describe the whole picture accurately.

Payment in Installments
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Payment in installments

The statistics clearly indicates that 87% of farmers like to pay in
installments rather than on spot, owing to the fact of their meager
economic condition-mentioned earlier in the present work. However, the
Islamic financial institutions are supposed to keep the number of
installments more comparatively to those kept by the conventional financial
institutions. This tendency (for delayed payment) is very much
advantageous for the financial institutions, as in this case, the charged
price for commodity is usually more than the one charged on spot.
However, being a sector dominated by the poor class; the financial
institutions are advised not to charge too much profit from farmers



Hamdard Islamicus 97 Vol. XLII, Nos. 1 &2

and relaxation should be awarded, in this regard, to the best possible
extent. They are also advised to eliminate or reduce the collaterals and
other securities, required against the price to be paid by farmers.* These
requirements are, more often than not; bring difficulties for farmers to
get financing facility from financial institutions. Majority of farmers show
their disinclination to accept securities in the Istisna ‘contract. The following
graphical presentation authenticates the same fact.

willingness to provide securities
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Willingness to provide securities

The data clearly indicates that 71% of farmers are against the
requirements of collaterals while 29% favor the same. This fact, indeed,
confirms that majority of farmers belong to the lower class of the society
and, therefore, are not in position to pay securities required by the financial
intuitions. These institutions are, hence, required to revisit their financing
techniques. Unlike the previous groups, the latter group belongs to middle
and upper class of farmers, and therefore, having the ability to furnish
securities.

It is permissible for the Islamic banks and financial institutions to
appoint the farmers as their agent by concluding a separate and
independent contract of agency with them. This is the most suitable way,
especially, when the contact of Istisna ‘ is applied for house financing or
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even project financing. The potential reason may be that it is an extremely
difficult job for the Islamic bank to supervise the manufacturing or
construction process itself, and its practical involvement is almost impossible
in the real sense. It is the duty of the farmer, after being appointed as
an agent of the bank, to supervise the manufacturing or construction
process; ensuring that the manufacturer or constructor is working as per
wants of the contract, and the commodity is produced according to the
specifications mentioned therein.* However, the empirical data, received
from the respondents, shows that majority of farmers are not willing to
opt customary agency — for one reason or another. The following graphical
production may draw the whole picture, accurately.

Willingness to become agent of the bank
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Willingness to become agent of the bank

The data clearly indicates that 80% farmers are not ready to become
agents of the banks (as for as the contract of Istisna ‘ is concerned). The
reason behind this approach is the illiteracy of the farmers, predominantly
of those living in rural areas of the country, as mentioned in earlier pages
of the present work. However, there are many other reasons that can
be held responsible for the lack of farmers’ interest. Firstly, unlike Salam
the subject matter in the contract of Istisna‘ is always a particular
commodity, required to be manufactured by a manufacturer. In case of
agriculture, such commodities are usually manufactured in industries that
are not usually in the access of farmers. Secondly, such industries
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manufacture commodities according to approved standards of quality,
and therefore, there is no need to ensure that the commodity is produced
according to the specifications mentioned in the contract. Thirdly, in the
transaction of Istisna‘ the structure of agency contract is complex in
nature, and hence, challenging for an illiterate famer to apprehend it.
Fourthly, and most importantly, according to Islamic commercial law an
agent can charge fee for his agency.”® The Islamic banks and other
Islamic financial institutions are not ready to pay such fee, while the
farmers, on the other hand, are not ready to provide services free of
cost.

Conclusion and Policy Recommendation

Agriculture is not only a key source of food and employment but
also a birthplace for the enhancement of human life standards. All classes
of society i.e. lower, middle and upper class are associated to it by one
way or another. The latter group usually faces very meager economic
conditions and, therefore, are not in position to purchase basic agricultural
inputs. They are, therefore, in tense need to be financially backed. In
Pakistan, such financial aid is provided by various sources, known as
formal and informal sources. The previous sources include banks and
other financial institutions, that by large, provide financing facility on
interests bases which is austerely prohibited by Shari‘ah. As a substitute,
Islamic finance offers various modes for financing agriculture, among
which Istisnd‘ is the most appropriate and the important one. As mentioned
earlier that majority of farmers, particularly those living in rural areas of
Pakistan, are not in position to buy basic agricultural tools i.e. like rake,
hoe, fork, shovel, spade, hand fork, trowel, wheel barrow, and watering
can etc. All these tools can be easily manufactured through Istisnd’
based transaction. This typical type of contract also can be applied,
primarily, for manufacturing agricultural commodities, required by the
farming community. These commodities include, not exhaustively, cultivator,
cultipacker, chisel plow, harrow, spike harrow, plow, spading machine,
stone removal implement, subsoiler, rotator, broad cast seeder, planter,
plastic mulch layer, potato planter, seed drill, air seeder, transplanted, like
fertilizer spreader, terragator, liquid manure, manure spreader, sprayers,
etc. in addition to this, the farming community also requires vehicles for
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transportation, houses construction, machinery for tube wells etc. All
these can also be funded through the same transaction. In addition, sheds
required by the farmers in their field for keeping their agricultural yield,
can also constructed through this typical transaction of Islamic commercial
law. To achieve the intended objectives, the contract of Istisna‘ should
be applied with its true theoretical background, envisaged by the classical
Muslim jurists in their prominent work. Deviation from the original theory,
by any stretch of explanation, may cause failure of the required results
of such transaction. The discussion has enshrined some ideas, about the
in-depth understanding of farmers’ community requirements and problems,
in researchers’ mind-compelling the same to recommend some policy
principals for financing agriculture, particularly, in financing local farming.
Following this, the financial institution should treat this sector of agriculture
through special financing schemes, different from that of other sectors
in term of profit ratio on the commodity, procedure of the transaction,
payment of collaterals after the farmers purchase the commodity,
appointment of the customer as an agent for the purchase of the
commodity, periods for installments, amount payable in each installment,
recovery procedure etc. The financial institution must purchase the
commodity from the manufacturer on subsidized by price. Such discounts
must be passed to the farmer and, hence, the price may be decreased
further, accordingly. Inaddition, the State is under obligation to provide
substantive subsidies on agricultural commodities, manufactured under
Istisna‘ transaction. However, the commodities which are used in the
local farming should be subsidized on priority basis. If the transaction is
applied in its real philosophy, it will turn the transaction viable not only
for Islamic banks and financial institutions but, at the same time, also for
the poor famers of this country, especially those residing in the rural
areas.
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