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Was Mer cantilism a Reaction Against Muslim Power ?
A Discussion on The Origin of Mercantilism

Mercantilism which developed in early modern period, was the
dominating current of economic thought during two and half centuries before
the emergence of physiocracy in mid eighteenth century and subsequently the
classical economics.

1. Essence of mercantilism

Mercantilism regarded bullion as money and foreign trade as the source
to obtain it. This focus on reserves of gold and silver was because of their
importance during times of war. Armies, which often included mercenaries,
were paid in bullion, and navies were funded by gold and silver. The
complicated system of internationa alliances of the period also often required
large payments from one state to another.

European rulers never forgot the loss of Jerusalem. Their war against
Mamluks of Egypt in early sixteenth century and their war with Ottomans (the
custodian of holy places) in the later period required unity of forces, regional
and states, and gold for war expenditure. The mercantile system emphasized,
among other things, these two essential elements of winning a war. Professor
W.R. Shepherd summed up all the motives for expansion neatly as the three Gs
"Gospel, Glory and Gold". Of these, only gold is, strictly speaking, an economic
end (Clough and Cole, 1967, p. 99). Even the third one was to serve the first
two objectives.

Mercantilist writers pleaded for strong centra government — a nation-
state. Apart from war with other countries, strong national governments were
also necessary to achieve other goals such as, nationalism, protectionism,
colonialism, and internal trade unhampered by tolls and excessive taxes which
were necessary elements of mercantilism.

Attainment of ‘economic power’ assumed form of a movement that
spread in many European countries at the same time. It proved the starting point
of modern capitalism and provided base for industrial revolution. It enriched the
economic thought with a number of new concepts such as, ‘nation-states’,
‘protectionism’, ‘balance of trade’, ‘quantity theory of money’, ‘free trade’,
‘internationalization of the economy’, ‘self-reliance’, etc. It has been subject of
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criticism starting form Physiocrats, and Adam Smith up to our own age. But
till many ideas of mercantilism, openly or under disguise of certain ingtitutions,
are adopted.

2. Changing attitude of medieval Christianstowardstrade

Perhaps the greatest influence of Muslims on Medieval Europe that
appeared in the form of change in the outlook of scholastic scholars and
European entrepreneurs, was towards commerce and trade. Trading was a
manifestation of this influence as well as one of the channels through with
economic ideas of Muslim scholars reached the West.

Aristotle, who is considered the first teacher of scholastic scholars,
equated trade with war. ‘Prosperity gained through trade is like the fruits
gathered from war and conquest’ (Gordon, 1975, p. 41). The Christian tradition
also discouraged engagement in trading activities. With this background, how
and why a movement of trading activities — mercantilism — emerged in Europe
may be arelevant question.

The changing attitudes of Medieval Europe towards trade as a result of
encounter with Muslim scholars and rulers and as a result emergence of
Mercantilism was a turning point in the history of economic thought. However,
one must remember an important difference. While Muslims believed in trade
as a source of mutua benefit, early Mercantilist intellectuals believed like
Aristotle that trade was a war because they held that one nation’s gain would be
at the cost of others. One man’s gain is another man’s loss. The French essayist
Michel de Montaigne wrote in 1580: “The profit of one man is the damage of
another.... . No man profiteth but by the loss of others' (Oser and Blanchfield,
1975, p. 9). Even one hundred years after him, Colbert (d. 1683) reiterates that
‘one nation can become rich only at the expense of another...... Commerce is
therefore a continual and a bitter war among nations for economic advantage’
(ibid., p.21) Mercantilists realized the mutual benefit from trade only after
discovery of the theory of comparative cost advantage.

3. Motive behind the explorations

In the rise of mercantilism, discovery of new world is considered a
significant factor. Columbus and Vasco de Gama played leading role in
discovery campaign, that was done in search of gold or means for gold.

But why gold? “In Columbus’ mind gold was important as a means of
furthering his sovereign's crusade to capture Jerusalem”. (Hamdani, 1994, p.
281). The statement is based on a direct quotation from Columbus’ writing in
which he addresses the Catholic Sovereign: “I declared to your Highnessthat al
the gain of this my Enterprise should be spent in the conquest of Jerusalem.”
(Morison, 1963, p. 139).
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‘Gold, said Columbus, ‘is a wonderful thing! Whoever possesses it is
master of everything he desires. With gold, one can even get souls into
paradise’ (Roll, 1974, p. 65, In aletter from Jamaica of 1503, quoted by Marx in
Zur Kratic der politischem Oconomie, 1930, p. 162).

4. Mercantilism: A Reaction against Muslim Powers

Whenever we study the history of Mercantilism, certain questions come
to our mind such as what was the reason behind the rise of mercantilists per se;
what caused the change in their thinking and why they felt the need to
strengthen the national state. This, of course, needs a thorough study of the
background and circumstances in which ‘mercantilism’ developed. This writer
has a considered opinion that behind the rise of mercantilism lies the motivation
that the scholastic writers, and through them the mercantilist writers, received
from the work of Muslim scholars. For Mudims, trading has been a
praiseworthy commercia activity since the very beginning of Islam. European
activists, defeated in Crusades, thought that the trade was the major source of
Muslim strength. Thus, their attention was drawn to monopolize it. They might
have arrived at the conclusion that for defeating Muslims, they must pay
attention to unity and strengthen the national government. Heckscher hasrightly
assigned to the second part of his work the title “Mercantilism as a system of
power”. According to Heckscher (1955), this power goa appeared under two
guises: power per se, especially in a military sense, as well as the power to be
achieved via national economic prosperity.

Examples of fund raising for this purpose are also not uncommon.
‘Portugal’s King Diniz sent an ambassador to Pope John XXII to solicit funds
for the construction of fleet to be used against Muslims’ (Hamdani, 1994, p.
286).

Disappointed from the conquest at the battle field, mercantilists tried to
block the Muslim power on economic front: “If one takes this trade of Malacca
out of their [Mamluks’] hands, Cairo and Mecca will be entirely ruined, and to
Venice no spices will be conveyed, except what her merchants go to buy in
Portugal”. This was declared by Portuguese governor Alfonso de Albuquerque
after conquering Goaand Maaccain 1511. (ibid., p. 288) .

Perhaps Montgomery Watt also realized this when he said: “When the
advancement to Jerusalem through the Mediterranean or eastern Europe was
proved to be impracticable, a few men began to wonder if the Saracens
(Muslims) could be attacked in the rear. ....Certainly some of those who
sponsored or participated in the exploring expeditions regarded these as
Crusading enterprise, and the members of the expeditions bore the Crusaders’
cross” (Watt, 1972, p. 57).
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Stripling is right when he declares that, 'The war of the Portuguese
against the Mamluks has sometimes been regarded as merely a continuation of
the crusade and only secondarily atrade war' (Stripling, 1977, p. 35).

According to Moreland (1974, p.25), by adopting the sea route through
the Cape of Good Hope the Portuguese did not only aim at enriching themselves
and striking ‘a heavy blow at the prosperity of Moslem States, which were still
regarded as the enemy of the Christendom, but at the same time they hoped to
secure a position whence the Christian religion could be propagated, and thus
their enterprise was at once commercial and missionary in its nature’.

Here are some additional evidences that support the fact that the main
objective before explorers and pioneers of mercantilism was to strengthen their
governments to regain their holy places, defeat their enemy, check the
expanding power of Musdlim rivals and spread Christianity. According to
George Kirk, Prince Henry the Navigator (1394-1460) on whose inspiration
Portuguese seamen began to explore the Atlantic coast of Africa southwards,
'was evidently to carry on the Crusades by an attempt to outflank the Darul-
Islam both strategically and commercially; to divert the trade in the gold and
other products of West Africa from Muslim hands; to make contact south of
Saharawith the Negus of Ethiopia ('Prester John') and jointly assail the Muslims
from the south; and he may also have planned in his later life to win control for
Portugal of the Indian trade which was now the main source of wealth of the
Muslim world' (Kirk, 1964, pp. 63-64).

Herbert Heaton, the famous economic historian writes: "Columbus talked
of making converts, securing the gold, pearls and spices of the Orient and using
part of this fortune to equip an army that would free Jerusalem from the Turk"
(Heaton, 1968, p. 238).

"Columbus' peer Vasco de Gama who sailed towards East and reached
Indian coadt, declared that he had come 'in search of Christians and spices
(ibid.). Heaton further writes: "the issue was not destined to be settled by
economic factors alone, ... Portugal went east as crusader and trader,
determined to get a monopoly of the westward flow of goods and also to wage
the holy war on new battlefields' (ibid, p. 241).

That the economic gain was not their main objective and that they aimed
at defeating Muslims and destroying their lands and shrines, is clear from the
fact that Albuquerque, initially commander of the Portuguese fleet and after
1509 governor general of the Portuguese Indies 'laid plans to capture Aden,
establish a base inside the Red Sea, burn the Egyptian navy in harbor and
destroy the Moslem holy city of Mecca. He even suggested that engineers be
brought from Europe to divert the upper Niles from its course, thus turning
Egypt into a desert’ (ibid, p. 241). ‘When Vasco da Gama arrived in Calicut, he
explained that he came in search of Christians and spices. It was afair summary
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of the motives that sent the Portuguese to Asia — as indeed also, suitability
adjusted, of the jihad to which, in a sense, their voyages were a long-delayed
reply. The sentiment of religious mission was very strong among the Portuguese
who went to the East. The voyages of discovery were seen as a religious
struggle — a continuation of the Reconquest and the Crusades, and against the
same Islamic enemy, (Lewis, 1976, p. 203; 1982, pp. 33-34). They had full
support of pope and his blessing which shows the religious character of their
campaign.

5. Crusading movement transfor med

Certainly the crusading movement underwent great changes and so its
organizers. During the thirteenth and fourteenth centuries it had as its chief
emphasis therelief of the Holy Land. In the fifteenth century it took the form of
boycott of Mamluk product and ban on trading with them. Then in the sixteenth
century it transformed mainly to containment of the Ottoman Turks and then
fighting for the economic interest. '‘But it would be inaccurate to conclude from
this that the ideal of recovering Jerusalem had ceased to play any role in
crusading; for while the active planning of recovery crusades cameto an end in
1370, the re-conquest of the Holy Land continued for centuries to exercise the
imaginations of at least some Catholics (Housley, 1992, 45). After citing a
number of instances from the sixteenth century rulers, religious leaders, socid
thinkers and humanists who equally appealed or preached for recovery of Holy
Lands, Housley writes. "These instances, which could easily be multiplied,
illustrate what was clearly an important impulse to look beyond the crusade
against the Turk (and occasionally the Moors of Granada or North Africa)
towards the liberation of the Holy Land' (ibid. p. 47). He supports the view that
‘although the crusade remained an inspirational ideal, commanding consistent
interest and respect, it gradually ceased to be associated with military action'
(ibid. p. 419). Thus, the exploration and commercial enterprisesthat started with
the objective of financing crusades for recovery of Jerusalem and re-conguest of
the Holy Lands, ended up in apparently economic movement (Hamdani 1994, p.
289).

It may be said that as against the practices of Portuguese and Spanish
invaders, the later phase of mercantilism was to avoid open confrontation with
the 'host' country. Rather they tried to get capitulation and win friendship' of
natives and then occupy them through creating confrontations among the rival
factions and siding one of them or use the policy of divide and rule. This proved
a more effective and successful strategy. It enabled Britain to ensdave a huge
country like India and put an end to the Mughal rule erstwhile one of the
greatest Muslim states in the history.
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Abstract: Did the contemporary fugaha (Muslim jurists)
fail to clarify the foundations of Idamic economics?
Sarting from a model "Z.R." based on the obligation of
zakat and the prohibition of riba, this paper refutes this
argument and shows that it is possible to build on these two
main foundations some other auxiliary and explanatory
foundations. Thus, the authentic foundations of the
contemporary scholars are detailed and based on the

authentic foundations of the old ones.
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ISLAMIC CONCEPT OF EMPLOYER-EMPLOYEE
RELATIONSHIPS

AN INSTRUMENT FOR MANAGING HUMAN
RESOURCES
AND CERTAIN OPERATIONAL RISK EXPOSURES

ABSTRACT. This paper describes the Islamic concepts of
employer-employee relationships in line with the teachings of the
Quran and Hadith {the tradition of the Prophet (PBUH)}. In
addition, this paper discusses how these concepts can help in
achieving a smooth and harmonious relationship between
employer and employee in the workplace. Furthermore, this paper
stresses the importance and need for good employer and employee
relationships and states that this can be achieved by following
Islamic principles for the management of human resources. These
principles address wrongful acts in relation to operational risksin
financial and non-financial institutions.

The purpose of this paper is to provide a clear presentation of
these Islamic concepts, for the benefit of those interested groupsin
the management of human resources and the elimination of human
errors in operational risks. Operational risk and its measurement
are among the dominant issues being curretly deliberated on in
risk management. This issue is being discussed by, among others,
the Bank for International Settlement (BIS); risk management
professionals; banking and non-banking financial institutions.

The critical issues in this paper, apart from the Islamic concepts
being deliberated on, are motivation for productivity and
mitigation against wrongful acts, with both being practical in
application. They include:

1. Thelslamic concept of employer—employee relationships;

2. ethical behaviour of both employer and employee;

3. speciad regard for, and good treatment of, employees as
brothers;

4. performing work honestly and responsibly;

5. giving employees dignified and meaningful work; and

6. the payment of employees wages on time.
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INTRODUCTION
ISLAM PROVIDESMORAL AND ETHICAL CONDUCT
INTHE ACTIVITIESOF MUSLIMS

The Quran and Hadith form the basis for the Shariah (Islamic law ) and norms
for humanity. These two ideal book ideas are appropriate and suitable to apply
in the activities of modern business environment. The Shariah, being an integral
part of revelation, is a guide for human action covering every aspect of life —
social, political, cultural and economic. The Holy Quran and the Hadith are
sources of sound and quditative vaues, moral standards, concepts and
fundamental guides for good and strong harmonious employer-employee
relationships. These two sources are proper and appropriate references for
establishing a pleasant working co-operation between employer and employee
in the workplace.

The most important aspect of the Islamic concept of employer—employee
relationship, is the emphasis placed on fairness and justice for both parties.
Farugi (1980) states that: "... the freedom to enter into an employer and
employee contractual relationship and the obligation to remain faithful to the
terms and conditions of a contract, have been much-stressed in Islamic
teachings.” He further points out that Islam has formulated a well-defined
comprehensive system regarding the fundamental human rights in which the
relationship between an owner of a business and a worker at that business, is
thoroughly addressed, based on the rule of law.

According to Farugi: "The Idamic Sunnah {traditions of the Prophet (PBUH)}
sanctions that the employer, employee / owner and servant should transact
business among themselves with kindness, courtesy, amity and mutua co-
operation. Each party should wish for others what he wishes for himself. Idam
has commanded that every rightful claimant must be paid his claim, and on this
basis, Idam has accorded full protection to the rights of labourers and in addition,
laid down aframework comprising certain principles as guidelines. Thefirst basic
concept isthat the owner- worker relationship isamutual contract.”

This paper argues the case that these |lamic concepts, enshrined in the Quran and
Hadith, are useful for addressing the current problems of human resources and
management of operational risks resulting from human errorsin the work place.

The management of these two issues is very crucial for the success and
prosperity of financial and non-financia institutions. These Islamic ideas
contain ethical and moral vaues that have numerous high rewards, so that
employers, as well as employees who yearn for success, should be ethically
oriented. This addresses fairness and proper treatment of employees and
customers, as growth and profit of a business cluster around good and
harmonious employer-employee relationships in which trust is the foundation.
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These Islamic concepts of employer—employee relationship from the Holy
Quran and Hadith are vital and beneficial for all business entities as they are
applicable to many aspects of an entity's life. According to Dar al-Fikri al-lIslam
(1972), anumber of reported sayings of the Prophet (PBUH ) with respect to the
protection of labourers rights include the following:

"A rich man who purposefully avoids the fulfilment of his commitment towards
the basic rights of workers amounts to oppression” and “God has commanded,
"O faithful fulfil your contracts, and be true to your commitments, for you shall
have to account for them.” "A man should honour his contracts together with all
the binding conditions, provided the conditions are rightful in accordance to the
precepts of Idam.” The Holy Prophet (PBUH) also advised, "Suffer no loss to
yourselves and make others not suffer.” (Mgma Zawaid, vol.4, pp. 56 — 110).

The topics discussed in this paper are very crucial and timely and are related to
strikes by militant workers; conflicts between employers and employees; fraud;
scandals; and dire consequences of operational risks. Most of these issues are
publicized in the media, which highlights large-scale unauthorized trading by a
few securities companies, commodities brokers and rogue traders within large
banking groups. These have led to substantia financial losses which, in
consequence, threaten relevant banking corporation insolvency.

Fraud, a human misconduct, is an operational risk that is a perennia problem
for the banking system and its users. Some frauds are internal, meaning that
they are committed by, or with the help of, insiders such as managers or
employees. The undetected wrongful (fraudulent) act of a single trader or
manager may be so huge as to cripple a bank. Fraud and other operational type
risks, have caused large losses and even the failure of a significant number of
large firms. Ralph Nash (2003) indicated that operational risk was highlighted
in February 2002, when it emerged that aleged fraudulent trading at a United
States subsidiary of Allied Irish Banks had led to losses of around $750 million.
He aso points out that in the United Kingdom, two large operational risk losses
— BCCI ( Bank of Credit and Commerce International ) and Baring's - had
generated the political impetus for the transfer of banking supervision from the
Bank of England to the newly-created unitary regulator, the Financial Services
Authority.

Some of the operational risks represented by fraud, that have affected financial
ingtitutions include the Baring's collapse in 1995, Drexel, Daiwa Bank,
Sumitomo, Banco Ambrosiano and BCCI and current hot news, the French
bank Societe Generale's $7 hillion loss through rogue trader, Jerome Kerviel.
All these instances have been hot news topics in the internationa industry of
finance.
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In attempting to hide from their bosses, their unauthorised, excessive trading
and losses (which might have existed for months or even years), these rogue
trders also engage in falsification of records and documents and accounting
frauds. According to Christo Hadjiemmanuil (2003), one source estimates that
the annual losses from cheque-related frauds alone in the USA is approximately
$10 billion US.

The information provided and discussed in this paper, is aimed at emphasizing
how useful and helpful the Idamic employer-employee relationship concepts
can be in providing solutions for the management of certain operational risk
EXpOosUres.

According to Ralph Nash (2003), due to the spate of high profile operational
risk losses, the Basel Committee on Banking's new Basel Capita Accord
proposal, introduces an overt treatment of operational risk. Nash states that it is
the first time banks will be expected to hold separately-identified regulatory
capital for operational risk. Victor Dowd (2003) also claimsthat one of the most
topical issues being debated these days in risk management is operational risk
and its measurement, with a large amount of regulatory work presented by the
Basel Committee on Banking Supervision being dominated by operational risk.

Operational risk is attributed to amultiplicity of direct and indirect causesand is
said to be a result of human factors (i.e. fraud, collusion, theft, dishonesty,
negligence etc.) and technological factors.

THE ISLAMIC CONCEPT OF
EMPLOYER-EMPLOYEE RELATIONSHIP

Islam has provided and established a sound basis for the entrepreneur and
worker relationship by prescribing certain ethical norms and values for both
contracting parties. These ethical norms and values are measures to mitigate
against mutual distrust, acrimony and recrimination, which invariably impinges
on the relationship between the entrepreneur and the worker. The Idamic
employer-employee relationship takes its basis from a firmly-rooted bond of a
brotherhood spirit at all levels. These Islamic principles are:

I The owner and the worker both enter into a contract. ( i.e. the
responsibility of the owner is to ensure that workers are treated
humanely and well, while the worker also is to ensure that the work is
done conscientioudly.

1 Theowner should fulfill al the financial and other obligations, whereas
the worker is to do likewise, by fulfilling the first condition of the
contract, that he will work to the best of his ability.
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A worker, by accepting a job, accepts the employer's Amanah (trust) in him to
perform it with honesty, trust and perfection. (Dar—al Fikri—al Islam, 1972, pp.
53-59).

Other than Islam, other religions also voice concerns about ethics in human
dealings. Certain modern western philosophers argue that religious ideas such
as morality and business ethics played arole in the ancient civilization systems.
These arguments are found in the works of (Goulder,1975; Reich,1971,;
Marcuse, 1967, see Gordon Cohn and Hershey H. Friedman,2002).

According to Gordon Cohn and Hershey H. Friedman (2002) some of the
modern social sciences scholars such as Freud, Jung, Maslow and Weber wrote
on employees motivation, and also based their arguments on religious concepts,
hence underscoring religion's relevance, significance and usefulness in human
resource management.

The ancient ideas of the Bible, according to Jacoby (1997, see Gordon Cohn
and Hershey H. Friedman, 2002), can easily be applied to human resources
management in a modern industrial workplace. Jacoby indicates that the ideas
propounded for welfare capitalism, which was instituted to protect workers
from the abuses of industrialization, stem from some religious concepts. He aso
points out that a large number of firms (around 2,500), which have adopted
welfare capitalism, appeared in the records of the National Civic Foundation in
the year 1914. Some of these welfare capitalisn programs for workers
comprised athletic facilities, cafeterias, gardens, plans for company
accommodation and profit sharing.

The study by Noreen found a positive link between good ethics and human
resources management. Gordon and Hershey (2002) (see Noreen 1988), use
Agency Theory to explain how everyone's utility can be maximized by good
ethics in such areas as human resources management. The Agency theory
suggests that dy-functiona behavior can be controlled through designing a
system of rewards and punishments. However, this solution is problematic in
situations where activities and their outcomes are not observable. Noreen claims
the optimal solution to this predicament occurs when the participants can be
trusted to adhere to a set of ethical codes.

This principle applies in the well-known Prisoner's Dilemma game which is
presented in Table 1:
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TABLE 1
PRISONER'S DILEMMA PAY OFF TABLE
Player 1 Actions

Player C1 D1
2 c2 10, 10 -10, 15
Actions D2 15, -10 -5,-5

The highest overall payoffs (ten for each player ) occur in situations in which
players can all rely on each other to choose the mutualy beneficia solution,
which is (C1C2).

According to Noreen, given enough trias, players eventualy arrive at the C1C2
solution. In hisview, however, ethical human resources management can lead to
abeneficial solution much more quickly than learning by attempted exploitation
- i.e. each player trying to achieve the payoff 15 even though it results in a
payoff of -10 for the other player. He notes that one of the challenges of the
organizational designer, is developing systems that can help organizational
members quickly achieve optimal solutions.

Cultivating a preference for principled human resources management could
assist in such endeavors.

Some of the critical issues addressed by the Idlamic concept of employer-
employee relationships, that are useful and can be applicable to human
resources and the human aspect of operational risks, are provided in this paper.

SPECIAL REGARD FOR AND GOOD TREATMENT OF
WORKERSASBROTHERS

According to Islamic principles, it isincumbent upon an employer to ensure that
al employees are regarded as being specia and are well-treated. Well-
documented traditions of the Prophet (PBUH), regarding good treatment of
employees, presented by Dar al-Fikri a-Islam (1972 ) are described as follows:

"Any time the Prophet (PBUH) mentions about employer-employee relationship
he relates it to brotherhood. He (PBUH) says, "Those who work for you are
your brothers: God has ordained them to be your subordinates.” Based on the
emphasis on brotherhood, Dar a Fikr a Islam (1972) concludes that: “This
relationship tranglates into a brotherhood relationship between an employer and
an employee by Idamic standards. Therefore, both parties should work for
mutual good with honesty, love, sincerity, trust, co-operation etc., for their
success and prosperity.”
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With respect to this, ISlam urges and encourages an employer to be forgiving
and accommodating with an employee. Attaching special attention to this
brotherhood relationship between an employer and an employee, Islam places
emphasis on forgiveness which is very well-illustrated by areply of the Prophet
(PBUH) to a companion's question as follows:

A companion once repeatedly asked the Prophet (PBUH) how many times (he,
the companion) should forgive his servants? The Prophet (PBUH) in a final
reply, in avery mild, soft and sad tone asked the companion why he was asking
about the number of times? The Prophet (PBUH) then said to the companion,
"If your servants miscarry your orders or are guilty of grievous wrong seventy
times, you should forgive them the same number of times, for they are your
brothers.” (Tirmidhzi, vol.2, p.17). According to the Prophet (PBUH), forgiving
several wrongs of servants amounts to charity, whereas ill-treatment of servants
is tantamount to censure and contempt (Dar al Fikr a Islam, 1972).

The Prophet (PBUH) was an exemplary example of humane treatment to
servants, and this is evident in his treatment of Anas who served him for ten
years. Referring to his humane treatment of Anas, The Prophet (PBUH) said,
"Y ou have been seeing that Anas has been serving me, but | do not look down
with scorn upon him. If he does not do any job or failsto doit, I do not ask him
why he failed to do this or that.” (Al-Adab Al-Mufrad; Kanz-ul-Ummal). His
other sayings, expressing concern for good treatment of workers include:

“Just as you treat those near and dear to you, so should you treat those who are
your equals by virtue of human beings and beneath you. As your hearts throb,
so do theirs. See you not that | freed Zaid bin Haris and married him to the
daughter of my paternal aunt; that | appointed Bila as the caller for prayers;
since heis our brother.”

Furthermore, Islam asks an employer to be kind and generous and go beyond
the norma compensation to give an employee extra as charity in the form of a
bonus for loyal services rendered. Some of the Prophet's (PBUH) sayings about
kindness and generosity to create and promote harmonious employer—employer
relationships are:

“The best among you is the one who treats his servants with kindness and
charity.” (Kanz-ul-Ummal, Vol.5, p.18, Magmal-uz-Zawaid, vol.4, p.337) (see
Dar a-Fikri a-Islam).

The Prophet (PBUH) also warns that:
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"Those who expose their servants to ill-treatment will find the Paradise gates
shut to their faces." (Tirmidhzi, vol.2, p16 Majma ul Zawaid, vol.4, p.236) and
He (PBUH) cautions:

“Be careful about those who depend on you. Treat them mildly. The owner,
who mistreats his servant, shall never enter the portals of Paradise.” (Kanz-ul-
Ummal, val. 5, p. 18, MamaUz-Zawaid, vol. 4).

Other popular sayings by the Prophet (PBUH), regarding this important matter
are;

“You should treat your servants well and should be considerate to them. You
should not hurt them, for you should realize that they too have sensitive hearts
like you. If hurt, their hearts get sore and grieved, and if you treat them well,
their faces glow with pleasure. Why, therefore, should you not be decent and
kind to them.” (Kanz-ul-Ummal).

“Those, who are possessed of three attributes, shall have easy deaths, and God
shall alow their entry into Paradise; one of these attributes is a charitable and
kind treatment towards those subservient.”. (Mishkat, Tirmidhzi).

“He who is in a position to extract or wreak his retribution but controls his
anger shall have his heart filled with tranquility on the Day of Judgment.” (Abu
Dawud).

“Those who work for you are your brothers. What you wear you should make
them also wear. What you eat you should serve before others too.” (Adab Al
Mufrad). This Hadith indicates that a worker should be regarded as a servant of
God and not as a slave of the owner.

The Prophet (PBUH) also advised:

"If your servant prepares food for you and brings it to you, he has undergone
the torment and agony of smoke and heat. Y ou should therefore, ask him to sit
and participatein the food. If you have guests, then reserve some of the food for
the servant, at least amorsel or two." (Bukhari, see Dar a-Fikri al-1slam,1972).

These traditions of the Prophet (PBUH) on the good treatment of employees,
gained support from modern western philosophers motivationa theories and
other studies and also contended that such considerate treatment motivates
employees to increase productivity. Some of these theories are:
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THE HUMAN RESOURCE MOVEMENT

The human resource movement stressed the importance of the human element
in job design. Lillian Gilbreth, a psychologist and wife of Frank Gilbreth,
worked with her husband, focusing on the human factor at work. Many of her
studiesin the 1920's dealt with worker fatigue. In the succeeding decades, there
has been alot of emphasis geared towards motivation.

During the 1930's, Ealton Mayo carried out studies in the Hawthorne Division
of Western Electric. His studies revealed that apart from the psychological and
technical aspects of work, worker motivation is critical for improving
productivity. During the 1940's, Abraham Maslow introduced motivationa
theories, which Frederick Hertzberg refined in the 1950's. Douglas McGregor
added Theory X and Theory Y in the 1960's.

These theories represented the two ends of the spectrum on how employees
perceive work. Theory X, which is on the negative side, assumes that workers
do not like to work - they have to be controlled, rewarded, and punished, to get
them to do good work. On the opposite end of the spectrum, is the view of
Theory Y, which assumes that workers enjoy the physical and mental aspect of
work and become committed to it. The Theory X approach results in an
adversarial environment, whereasthe Theory Y approach resultsin empowering
workers and a more co-operative spirit.

In the 1970's, William Ouchi added Theory Z, which combined the Japanese
approach with such features as lifetime employment, employee problem-solving
and consensus-building and a traditional Western approach that features short-
term employment, specialists and individual decision-making and responsibility
(William J. Stevenson, 2005, p. 20).

VALUING EMPLOYEES

Studies have shown that employees are motivated through a combination of
compensation, profit-sharing and benefits. It has been concluded that when
employees readlize their employers have recognized their good value, the
employees would be helpful, cheerfully answering customers questions or
handling complaints. In his argument, William J. Stevenson, (2005, p.394) says
that the act of valuing employees is committing to their satisfaction,
development and well-being. Further-more, he contends that this involves more
flexible, high-performance practices tailored to employees with diverse
workplace and home-life needs.

He also alleges that the major challenges in the area of valuing employees
include:
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Demonstrating your leadership commitment to your employees;
providing recognition opportunities that go beyond the normal
compensation system;

3. providing opportunities for development and growth within your
organization;

4. sharing your organizational knowledge so that your employees can
better serve your customers and contribute to achieving your strategic
objectives; and

5. creating an environment that encourages risk taking.

nNEe

Numerous gains that result from treating workers well by entities have been
observed by Jacoby (1997, see Gordon Cohn and Hershey H. Friedman, 2002)
such as "employment stability, profit-sharing, single-status personnel policies,
and employee involvement, al which demonstrate a positive impact on
corporate performance.

A subsequent report found that companies which treat workers as valuable
assets; invest in training programs; and use innovative workplace practices, are
more profit-able than those which don't. The two-year look at the workplace
strategies of American companies was conducted by the management
consulting firm, Ernst and Young LLP for the labour department. "This is a
path-breaking study that shows the surest way to profits and productivity, is to
treat employees as assets to be develop-ed, rather than costs to be cut,” Labor
Secretary Robert Reich said at a press conference.

For the study, researchers at Harvard and Wharton business schools, in
partnership with the Ernst and Y oung Center for Business Innovation, reviewed
over 100 papers examining business practices of thousands of American
companies. The report focused on the economic benefits to companies of such
Japanese-inspired concepts of labour-management co-operation such as 'Just-
In-Time Inventory', which moves components to factories only as they are
needed. Among the findings were the following points:

Economic benefits to companies were greatest when they successfully
integrated innovations in management and technology with the appropriate
employee train-ing and "empowerment.”

Companies investing in employee development enjoy significant higher
market values on average than their industry peers.

Companies that implemented new management practices reaped the largest
rewards. According to the study, Motorola Inc. estimates it earns $30 for
every $1 invested in employee training; while Xerox found that in co-
operation with its employee union, it has reduced its manufacturing costs by
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30% and halved the time needed to develop new products (William J.
Stevenson, 2005, p. 394).

PERFORMING WORK HONESTLY AND RESPONSIBLY

The Quran endorses and attaches greater respect for honest work and as such,
imposes ethical obligations on employees. The Quran says that an employee has
an obligation to discharge his’lher work honestly and faithfully to the best of
his/her ability. Wastage of resources and extravagance has been condemned by
the Quran.

The Quran also describes extravagant living and wastage of resources as
associates of the devil. In this regard, Idlamic principles prohibit an employee
from wasting the resources, property and time of the employer and encourages
the perfection of work. According to Dar—al Fikri (1972), Allah (SWT) will not
accept work that is not perfect. Regarding honesty, the Quran states:

"A good servant is he who possesses determination and honesty.” The Hadith
also says, “Hewho is devoid of honesty does not possess faith.”

Islamic ideas emphasize a high standard of trust, honesty and reliability
concerning overal behaviour. The individua's daily activities should be
conducted in the strictest obedience to Allah's (God's) (SWT) commandments.
According to Islamic teachings, an employee should never stea anything
belonging to the employer, however small it may be, asthat isaserious crimina
act. (Quran 5:38).

Islamic law is unbiased, as it preaches fairness and justice in every activity of
life among human beings, without discrimination, irrespective of status or
position between counter-parties in agreements or contracts.

"There is no partiaity in Islam in the treatment of an employee over an
employer nor an employer over an employee, because Islam treads the path of
justice and fairness and therefore, requires al of mankind to equally live in
abundance and dignity" in order to ensure peace and stability. (Farugi,1980)

By virtue of this, an employee, who by his own free will, signs a contract
between himself and an employer to perform a certain job, should fulfill the
agreement according to Islamic principles. As a contract of employment
involves duality of performance, in which the employee is required to produce
goods or render services, the employer, in the same spirit, should also respond
with the appropriate reward in compensation. According to Farugi (1980), both
counterparties responsibilities to the contract are proportionate, just in their
value, and genuine and truein their performance.
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Faruqi denounces irresponsibility by either of the two parties as a breach of a
contract, which each of them has voluntarily entered into. He points out that
Allah (SWT) commanded man to fulfill his promises, execute his commitments
faithfully without fail. The Quran, he says, warns on this:

"You will surely be held responsible for every work you have done." (16:93)
With regards to this item, Farugi (1980) also says that the Prophet (PBUH),
declares:

"Every one of you is a shepherd, responsible for his flock .... the domestic
servant whose charge is his master's household and the leader whose charge is
hisfellow humans.” This has been reported by (Bukhari and Muslim).

The above traditions of the Prophet (PBUH) indicate that every human being is
accountable for his’her stewardship, not only an employer and employee.
Therefore, no oneisto shirk his’her responsibility.

GIVING EMPLOYEESDIGNIFIED AND MEANINGFUL WORK

Islamic teachings forbid to make aworker over-work, or assign to an employee
rigorous, tedious, debasing or degrading work. Islam aims to create or establish
a genuine and proper employer and employee relationship. For this reason,
Islam fixes certain regulatory mechanismsin place in order to achieve this.

The Quran shows how to achieve this through the story of Prophet Musa
(alayhim salaam) and Prophet Shoaib (alayhim sadam) and the labour or
employment contract between the two. This verse from the Quran teaches
mankind to be just and exercise fair play in all dealings. It also demonstrates
that a person should have feelings of sympathy towards his fellow human
beings. Excerpts from the Quran on this subject state:

“And | do not wish to put you (to) unnecessarily hard labour.” (Prophet Shoaib
alayhim salam'’s speech).

“By the grace of God, you will find me straightforward in these matters.”
(Prophet Musa, ASreply) (Al-Qasas. 27).

Hadith says. “Those working under you are your brothers. They have been
made by God subservient to you and should not be burdened with tasks beyond
their powers and if such a burden has been put on their shoulders, then you
should help them.” (Bukhari, vol. 1).

“If you give light work to your servant God shall reward you on the Day of
Judgment.” (Kanz-ul-Ummal, vol. 5, p. 18, Majma Uz-Zawaid, vol. 4, p. 337)
(Dar a-Fikri al-1dlam, 1972).
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DENOUNCING OVER-BURDENING A WORKER
WITH HEAVY WORK

Islamic teachings abhor overloading a worker with atask beyond his control or
capability. The Quran tells us that Allah (SWT) will not punish a person for
what is work which he is incapable of doing. According to Farugi (1980)
Islamic principles rule that, "No one is to overburden a person with duties
beyond the person's capacity." The (Quran, 2:286), says that God has taught us
to pray to Him, but does not ask us to over charge ourselves beyond our
capacities”.

That, in obedienceto thisrule, the Prophet (PBUH) has commanded Muslimsto
refrain from over-burdening their employees or slaves with more than they can
bear, saying that, "Where more tasks must be performed than they are able to
render, you must help them thereto." This was reported by (Bukhari and
Muslim).

An example of over-using and exploiting workers' labour, denounced by Islam
in modern time, is illustrated by the introduction of scientific management
methods for maximizing output by Frederick Winslow Taylor.

SCIENTIFIC MANAGEMENT OF ABUSES OF WORKERS

“Scientific management methods aimed at emphasizing 'Maximizing Output',
were unpopular with, and despised by, workers, who sometimes felt they were
exploited by business owners using them unfairly to increase output without a
corresponding increase in compensation.

Workers were realy taken advantage of by some companies, who did abuse
them in their quest for efficiency. Both the Taylor and Ford companies used
these methods and incurred the anger of many workers because they held
workersin such low regard, expecting them to work like robots. These concepts
were advantageous to Ford who was able to maximize the production rate at
factories, using readily- available, cheap labour.

Finaly, the public anger provoked by these practices, received active attention
of the Congress and hearings were held on the matter. Taylor himself was
summoned to testify in 1911. The unpleasant outcome from these management
methods paved the way to the birth of the human resources movement".
(William J. Stevenson, 2005, p.19).

The human resources movement showed a high degree of concern for workers
well- being, thus supporting the Islamic ideas on humane treatment of workers
and providing them with dignified and meaningful work.
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Other modern scholars also express similar views; that it is proper for "... a
work design to have a purpose, beginning and an end. That work hasto be finite
whereby an employer should assign work up to a specific time or up to a
particular place. They also claim that assigning meaningless work or vague and
unspecified work strips work of its meaning which is unacceptable.." (Hackman
and Lawler, 1971, see Gordon Cohn and Hershey H. Friedman, 2002). The two
researchers observed that the performance of workers turns out to be better
when they are given awhole task and also when the workers discover that what
they are doing is meaningful. On the strength of this, the two researchers
propounded that work should be purposeful, and have a beginning and an end.

Further support to the two researchers observations from McGregor (1957, see
Gordon Cohn and Hershey H. Friedman, 2002) shows that humane treatment of
employees by employers, rather than treating them as mechanical parts of the
production process, could bring great rewards to the company as well. He
contended that the unleashing of antagonism, vandalism, militant unionism and
a variety of destructiveness by workers to employers, are the by-products of
management mistreatment. Below are examples of other unpleasant employer-
employee relationships in the work place which the Islamic concept addresses.

BITTER RELATIONSHIPSOF EMPLOYERS-EEMPLOYEES
INTHE WORKPLACE

Observed aggrieved employer and employee reactions in the workplace are
described asfollows:

EMPLOYEE EMOTIONS:
1 "My employer isnot fair nor understanding.”
“He doesn't pay me what I'm worth."
“I'mtired of office politics."
“I'm stuck in arut."
“So am | trapped forever working for a horrible boss?"

Just what should our attitude be toward our boss and work?

Can we wholeheartedly serve a boss who doesn't appreciate us?

How far can we alow our boss to push the limits of our honesty?
Where do we draw the line between our time and energy commitments
towards work versus towards our family and personal priorities?

EMPLOYER EMOTIONS

1 "Who can blame me for getting so angry at such a bad employee?'
( Source: http// www.cfib.calresearch/reports/offerings )
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PAYMENT OF EMPLOYEE WAGESON TIME

Islamic law stresses that any amount of work done, must receive its rightful
value, because fairness and justice demands that any piece of work performed
must be rewarded to its merit without undervalue or overvalue (Faruqi,1980).
This is in accordance with the Quranic verses: (11:15; 46:16). The Quran aso
warns against a reduction in compensation to a worker than his rightful due:
"Do not reduce what is due to the worker." (Quran 7:8 ,11:84, 26:183).

Withholding a worker's compensation is unacceptable and condemned by Islam
and appears in the Quran as Allah (SWT) Himself promises not to fail the
reward of any worker. "l will never fail the reward of any worker, male or
female" (Quran 3:195). This Verse is supported by the Prophet's (PBUH)
famous saying, "Give the worker his due before his sweat dries”, following it
with awarning, "l myself shal be the prosecutor of ... the employer who does
not give the worker his dues." (Farugi, 1980)

Islam strongly detests and condemns robbing an employee of his/her wages as
well as delay in paying the wages by an employer. Employers are therefore
obliged to pay employees on time, because withholding of wages owed to
employees is against the Shariah teachings. Denying a worker his right to his
wages is considered deprivation, which is considered a denia of his rightful
compensation of wages for his hard labour.

In ensuring equity for a worker, ISam demands payment of the maximum
benefit for workers' labour. Workers' rights were of so much concern to the
Prophet (PBUH) that he commanded, "Pay the workers part of the food grains
produced through their efforts/labour as the servant of God cannot be deprived
of the produce." (Mgma Zawaid, vol.4, p.98 see Dar a-Fikri al-Islam).

Other sayings by the Prophet (PBUH) against the despicable acts of denying
workerstheir rightful and fair claims are:

“There are those kinds of people who shall take me as their enemy. One of
those is the person who extracts work from people without payment of wages.”
(Bukhari).

“The rich, despite his riches, cannot delay of payment to the worker, for itisa
crime”. (Agreed Upon).

Islam also disapproves of wide disparities in salaries because it is unfair and
contradicts fairness which Islam stands for and preaches. Large disparity in
sdlaries and discrimination could breed ill-feelings and resentment by
employees which might forcibly decrease their productivity. Islam's stand on
workers' rightful claim and payment on time has also enjoyed backing from
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some modern thinkers who see it as motivation and also as reducing the human
aspect of operational risks are shown in the following :

PAY AT HEART OF EMPLOYMENT CONTRACT

Graham Hollinshead et a., (2003, p.410) clams that in the contract of
employment, the employee agrees to provide a persona service for the
employer in return for payment. Such 'consideration’ binds the parties and is
therefore at the heart of the contract of employment. The level and nature of the
payment is the outcome of negotiations between the parties, who in a legd
sense, have fredly and voluntarily come into an agreement (and seek to update
that as long as the contract continues). He also argues that pay acts as the
mechanism for fulfilling employer and employee objectives and elaborates as
follows:

EMPLOYEE OBJECTIVES:

That from an employee's perspective, pay fulfils economic and socia objectives
because it provides a certain standard of living, enables lifestyle choices to be
made and is an indicator of societal status. That individual's objectives in
respect of pay, change according to circumstance. For example, security of
employment may be valued more highly than the level of pay at certain stages
of life. Employees therefore have a mix of objectives, just as employers do.
Torrington and Hall (1998:584-6, see Graham Holliinshead et a, 2003, p.411)
identify these as:

Purchasing power, which determines the standard of living;
felt fairness about a ‘fair rate’;

rightsto afair sharein profits or the nation's wealth;

the need to maintain relativities in relation to other workers;
the need for recognition; and

the need for a suitable composition of pay.

oukhwdpE

EMPLOYER OBJECTIVES:

Pay is the mechanism by which an employer can persuade individuals to join
and stay with an organization, and make use of the employee's effort and skills
in pursuit of organization's objectives. Pay is therefore connected with the
attraction, retention and deployment of workers. Typically, employers have a
mix of objectives which they also have to take into consideration. Torrington
and Hall (1998: 586-9, see Graham Holliinshead et al (2003, p.411) cite the
following:

1. The prestige to be gained from being a'good payer';

2. theneed to be competitive to ensure a sufficient supply of labour;

3. theneed for control over workers;
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4. the need to motivate and improve the performance of workers; and
5. the need to control costs.

Bowey and Thorpe (2000: 97, see Graham Holliinshead et &, 2003, p.412) draw
upon arange of motivation theories to advocate an 'electric approach' namely:

Employee involvement' (in the design of payment systems);
the removal of 'de-motivators' (barriersto high performance);
equity (fairness);

reinforcement (encouragement and feedback for employees);
relevance of reward (to employees); and

goals (clear and of interest to employees).

Bowey and Thorpe (2000: 96, see Graham Holliinshead et a, 2003, p.412) also
assert that the process adopted by management in designing and introducing pay
systemsis an important determinant of success.

Roberts (2001:530-1, see Graham Hollinshead et a, 2003, p.412) stresses the
import-ance of equity in terms of distributive justice (that reward satisfaction
and motivation are influenced by perceived differentials, not absolutes), and of
procedural justice (employees must be convinced that the procedure leading to
pay outcomeisfair). The failure of an employer to dispense fairness and justice
to employee could lead to serious negative consequences from dissatisfied
workers as shown below.

PASSIVE ATTITUDE OF DISSATISFIED WORKERS

Some dubious management and accounting scandals; stockbrokers releasing
misleading information in regard to stocks; product liability claims; defective
products; shoddy work; breaches in privacy and security of computer files; and
sharing of personal customer information among financia and other businesses,
al illustrate the breakdown of good business practices shown by some
companies. These examples indicate a lack of integrity, and have received
condemnation from the general public.

Dissatisfied employees may have knowledge of these destructive activities
which can have a number of negative and serious consequencesto an entity, but
the employees fail to report them in a timely manner or show a deaf ear or
pretend not to see them. These may cause the entity to be exposed to:

Anincrease in costs through a decline in productivity;

an increase in the accident rate among workers;
inconvenience and injuries to customers; and

increased liability costs. (William J. Stevenson (2005, p.392)
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According to Adams (1963:1965, see Gordon Cohn and Hershey H. Friedman,
2002, p.9), when workers have the feeling that they are fairly compensated for
their toils, their performances tend to rise higher

The negative effects from the lack of ethics and morals in financial activitiesin
the conventional system has been realized and acknowledged by the western
leaders who have made a stand against unethical and immoral activitiesin that
system. An example of this comes from the American President George W.
Bush and is described below. Other evidence supporting the need to apply
ethical and moral valuesin business dealings is sanctioned by Islamic ideals

Muazzam Ali (2002) reports the reaction of President Bush to the increasing
number of financial scandals sweeping the U.S.A below. According to
Muazzam, President George W. Bush has said that the western financial system
is thoroughly corrupt, run by fraudsters who cook the books and who shade the
truth and break laws. Responding to these dubious and nefarious activities,
President Bush called for a new chapter of ethics and responsibility in the
financial environment. President Bush also enumerated some stringent measures
to address the financial debacles and bring sanity into the system in the
following manner:

1. Creation of atask force to apprehend and bring the corporate criminals
to justice.

2. Lengthy jail termsfor corporate executivesinvolved in fraudulent deals.

3. At least 10 years jail term for fraud relating to mail and wire
respectively.

4, Stiffer laws for the obstruction of the execution of justice, like
document shredding.

It is now very obvious that the hour of truth has finally arrived in regard to the
application of ethics and moral values, in economic and financia activities.
These ethics and moral values have long been preached by Islam and practised
by the Islamic financia system.

In advising westerners, Muazzam Ali (2002) has asked that they accept
anything that is good for its own sake, wherever they find it, and to do away
with stereotyped philosophies. He has unveiled the ethical and moral values of
Islam enshrined in the Quran in this quote:

"The Islamic financia system has its own ethics and moral values. Based on the
Quran, it is a charter for the wellbeing of humanity. Islam propagates a society
based on socia justice, equity, moderation and balanced relationships. It is a
system embodying eternal values, safeguarding the rights of people and
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reminding them of their obligations to themselves and society. It forbids all
forms of exploitation and honours labour. It encourages men and women to earn
their living by honest means and to spend their earningsin arational way.

To achieve an ideal society, it forbids dealing in interest, gambling,
pornography, alcohol, drugs etc. Forbidden also are business deals that 1slam
considers abhorrent.

All resources available to human beings must aways be put to optimum use,
and no one has the right to hoard them, to keep them idle, to squander them, or
to use them for wanton display, be it by the individual, the community or the
state.

Development is an essential requirement, and participation in economic activity
is obligatory for everyone capable. The members of a society must work hard
and always seek to produce the optimum, so as to be able to participate in the
process of zakat (charity), thus contributing to the welfare of others."

On another occasion Dr. Abbas Mirakhor of IMF (International Monetary Fund
said, "The Western media, including the BBC and the 'Wall Street Journa’
commented on the impossibility of the Islamic economic system and referred to
the thinking behind it as "V oodoo economics'. By the early 1990's, it was clear
that an Idamic financial system was not only theoretically viable, but had
desirable characteristics that rendered it superior to the debt-based conventional
system, (and) the phenomenal growth of Islamic finance during the decade of
1990's, demonstrated the empirical and practical viability of the system".
According to Abbas Mirakhor ( July—August 2002, pp .5-6).

"Those who believed that banks and financia systems could not operate in a
modern economy without reliance on an interest-rate mechanism must have
been surprised at the progress of Islamic banking." He further remarked that :
"During the last two decades, I1slamic bankers have shown that the mosque and
the market can grow in harmony and can make substantial contributions to the
financial world."

This researcher expresses similar views to the above for the management of
human resources and human errors that contribute to operationa risks and
believes they can be well-addressed by Islamic ideas on employer—employee
relationships in both banking and non-banking financia institutions without
discrimination about its source of origin.

This contention is based on the evidence of large international conventional
banks opening Islamic windows, some of which include HSBC ( HongKong
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and Shanghai Banking Corporation), BNP ( Banque National Du Paris )
Paribas, UBS,( United Bank of Switzerland ) Chase Manhanttan, Citibank and
Citi Islamic — Citicorp's subsidiary.

“In his book, “The Protestant Ethic and Spirit of Capitalism”, Max Weber
explored the relationship between religious ethics and economics behaviour for
many Asian and European civilizations. Weber's work, and the subsequent
studies motivated by it, gave credibility to the notion that a particular religion,
its ideology, and attitudes based on it, could have significant implications on the
economic behaviour of its followers." (Gandhi,1976, see Abdel H. Bashir,
1998). Bashir also states in the same book, "The recent attempts to explain the
successful economic performance in the Far East have often stressed the role of
East Asian culture; in particular, the Confucion ethics which indicate discipline,
hard work, frugality, respect for authority, and passion for education, (which
are) believed to promote capital accumulation.”

OPERATIONAL RISKS

Operational risk isthe loss resulting from inadequacies in processes, controls or
projects due to technology, staff, organization or externa factors. The most
common definition first published in Robert Morris Associates et al (1999) says
that operational risk is the direct or indirect loss resulting from inadequate or
failed internal processes, people and systems, or from external events.

The Basel committee adopted the same definition, but eliminated the reference
to indirect losses for the purposes of quantification of regulatory capital.

CONCLUSION

From the foregoing discussions, it is clear that the Islamic concept of employer—
employee relationship has the capacity to provide and establish harmonious
relationships between the two contracting parties discussed in the text. Both
Islamic and non-Islamic financial institutions and non-financial ingtitutions
would find its application practicable. A good employer—employee relationship
has great importance in Islam, as it is very useful to provide huge potentia
benefits for both employer and employee.

The qualitative aspects of the Islamic concept can also help reduce wrongful
acts of operationa risks, experienced by banking and non-banking financial
institutions.

The Quran and the Hadith are rich with ethical and moral qualities that cover
business ethics. Therefore, their ideas can be regarded and referred to as solid
sources to obtain an in-depth knowledge to form the foundation of morals and
ethics of both an employer and an employee.
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This paper shows that the Islamic concept of employer—employee relationship,
if strictly practised and adhered to, would be ideal and would initiate and sustain
productive outcomes in the management of human resources and certain
operational risks (resulting from human errors) in any entity.

The recent past has witnessed increasingly unprecedented losses from
operational risks due to human misconduct. These have been detrimental and
threaten the safety, soundness and stability of the international institutions of
finance. Islamic texts describe the relationship between employer and employer
as one of brothers who agree to help one another in an exchange of honest
services for fair compensation and mutual gain in both their interests, aso
wishing each other well in good faith. This dispels the notion that the employee
is a slave to the employer, as both are equal in dignity as human beings and
servants of Allah the Almighty (SWT).

A hedlthy employer-employee relationship is crucia for a number of mutual
benefits for both sides. On one side, when greater respect is given to an
employee by an employer, the employee's spirit rises high, with the afeeling of
belonging which, in consequence, leadsto ahigher scale of productivity. On the
other side of the coin, a well-behaved and disciplined employee, with a high
degree of diligence and conscientious work performance, would be noticed and
appreciated with the reward of higher compensation. Employees should aways
realize that hard work, diligence and enhanced skills will bring success to them.
As long as employees continue to work honestly and hard, most employers will
sooner rather than later, acknowledge their work performance and have trust in
their workers.

Employers should be redlistic in recognizing that their employees have worked
hard for their wages. Employers should also properly and accurately assess the
scope of the employee's responsibilities, skills and efforts expended. The
compensation for the workers should be fair and on time. Encouragement can
go along way with employees as long as employers demonstrate that they are
interested in them and that they have noted and appreciated their efforts for the
good works done.

Siddigi (1981, see Bashir, 1998) stated that, “A morally-oriented individual
action is expected to ensure the achievement of socially desired results." Ethical
behaviour, if implemented, will produce and facilitate mutually beneficia
outcomes for all.

One useful and important risk management technique could be the blending of
some religious concepts with the modern methods, without discrimination, to
address human errors contributing to operational risk. The Bank for
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International Settlements (BIS) and Islamic Financial Services Board (IFSB) are
ceaseless and untiring in their efforts to pursue appropriate measures and
methods to address the variety of risk factors associated with banks and other
financial institutions.

This researcher would suggest to these two respectable institutions, to give
careful thought and consideration to incorporating Islamic employer-employee
ethica concepts by their financia institutions. This would provide greater
security and diversity for the organizations to address and meet, the numerous
requirements for best practices in the management of human resources and
human errors related to operational risksin financial ingtitutions.

It is hoped that the executives of these two distinguished institutions would look
at this suggestion with open minds, since their primary concern is about the
safety, soundness and stability of financia systems internationaly. The
overwhelming success of the Islamic financial system, using Islamic ideasin its
practices in a short span of time, clearly demonstrates that Islamic ideas are
useful and practical in application for any aspect of business.
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"The growth and diversification of Islamic finance, along with the geopolitical environment in
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