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Ottoman Cash Waqfs:
An Alternative Financial System
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ABSTRACT The institutions of “wagqfs,” that is foundations, stand before us as
an intermediate option between collectivist and individualistic societies.
These foundations provide for societal and individual needs in many areas
including religion, education, finance, health, and infrastructure. One of
the most important forms is the cash wagqf, which acts as both a charity
and financial intermediary and has evolved to become an option to today’s
conventional lending mechanism. Wagqfs have historically solved the most
important financial needs of the period by considering the sensitivities of
the society. This study will discuss the potential solutions that the cash
wagfs can bring to the problems that modern-day societies are currently
experiencing in finance.

Introduction

mind do not only affect the country where the crisis emerges. As the rate of

integration in the global financial system increases, the rate of impact from
crises also increases. Unfortunately, countries do not have alternatives to being
in the global financial world. If they want to trade or take part in international
organizations, it is imperative to be integrated into the network. Therefore, if a
country wants to exist in the system, it has to bear all the negativities including
financial crises.

I n our global world, the economic problems caused by the modern economic

Financial crises have many causes but perhaps the two most important reasons
are the huge gap between the real money circulating on the market and the
money that is considered as circulating, and the interest rate ideology which
causes wealth to accumulate within certain peoples and groups. These funda-
mental problems are still obstacles to improving monetary distribution but de-
spite this, institutions and states are not engaged in a “real” effort to tackle the
financial problems caused by the system. The result is that capital owners have
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become the most important policymakers in the world, after the emergence of
states with mercantilism in Europe in the 16" century, followed by capitalism
which started with the Industrial Revolution. In a system where capital owners
are so strong, it is naturally very difficult to combat the problems caused by
interest, which is their main source of income.

This study aims to analyze the functioning of cash waqfs (CWs), which were
able to meet both the charitable and financial needs of society for many years
in the Ottoman period and to outline the solutions they can bring to pres-
ent-day dilemmas. The Ottoman Empire, a Muslim state, solved social prob-
lems with mutual cooperation, solidarity, and assistance through the waqfs
(charitable foundations), although they had not established an institution for
zakat, giving a prescribed amount of your wealth in charity, a compulsory ac-
tion of worship in Islam.! Therefore, the correct understanding of the Ottoman
economic mind is also important for this analysis. The Ottoman Empire, for
a long time, successfully resisted against institutions such as banks, the stock
market, joint-stock companies, etc., that were produced by capitalism and the
capitalist mind. One of the most important organizations for facilitating this
successful resistance was the CWs. For this reason, the fundamentals which
led to the success of CWs must be understood to enable us to produce solu-
tions for modern financial problems. The CWs, which functioned properly
within the framework of Islamic economics, in terms of their philosophy and
functioning, became the pioneers of modern Islamic financial institutions. In
this regard, the CWs can contribute to the development of Islamic finance to-
day, which is an alternative solution to the current capitalist financial system.
This study aims to show what the economic outlook and functioning of CW's
can offer as an antidote to modern financial diseases.

Contemporary Financial Problems

To better understand the basis of modern financial problems, it is necessary to
go to the era of mercantilism, which Adam Smith regarded as the forerunner
of capitalism. This economic view advocates the idea that the power of coun-
tries is measured by the amount of gold and silver found in their treasuries. In
other words, the richer country is the stronger one. The rationale of accumula-
tion of wealth in certain individuals and institutions depends on the economic
mind which emerged in this period. The amount of trade and the importance
of trade increased, and while the need for money in the importing countries
increased, precious metals such as gold and silver started to accumulate in the
exporting countries. In this way, banking and financial institutions began to
develop. In certain countries these developments led to the accumulation of
gold and silver, of an amount which was already fixed in the market, while
other countries became relatively poor. The countries that transferred the
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precious metals from undeveloped The mechanisms of creating

countries to Europe with their pol- d int t t
icy of colonization in doing so ac- money and an Iinterest system

cumulated a huge amount of wealth ~ With the desire of increasing

which 'continued ‘Fo rise with the wealth -where the financial
Industrial Revolution. One of the

institutions that emerged during system in based- are the main

this period was joint-stock compa-  reasons for the financial crises
nies. These companies, in which re-

sponsibilities correspond to their share, summarize the economic mind of the
period.” Significantly, this economic mentality, which only aimed at increasing
wealth, had begun to ignore basic human values. The modern economic sys-
tem is the result of a philosophy based on material prosperity and the resulting
financial problems are unfortunately affecting the whole world negatively. The
mechanisms of creating money and an interest system with the desire of in-
creasing wealth —where the financial system in based- are the main reasons for
the financial crises. Hence, the solution of modern financial problems will not
be possible only by financial measures but also by the redefinition of the struc-
ture of the economic mindset. The modern economic and social system, which
imposes more individualization without socialization, also works against peo-
ples’ desire to help others. One of the ways to change this outlook is the waqf
system which by its nature motivates people to help each other.

The Gap between Real Money and Bank (Fiduciary) Money

One of the most important problems of the modern financial system is the
large gap between real money circulating on the market and the money that is
supposed to circulate. The main reason for this anomaly is the money creation
mechanism which is sustained by the debt-based financial system of banks.
Banks can lend the money as a credit other than the money kept as a reserve
at the central bank. The loan given is a deposit for other banks, which can
then give credit from this deposit, except for the reserve ratio. At this point,
the amount of cash that is available appears to increase in the balance sheets
of banks. This process is a simple definition of money creation. So, it can be
said that the central banks and commercial banks have a role in the money
creation mechanism.’ The process of this mechanism depends on the existence
of interest in the system. The interest rate mechanism that makes money from
money without any effort, continues to accumulate wealth in the hands of
capital owners. As a result, income injustice increases. The interest payments
make the rich richer and the poor poorer.* The interest income is paid to the
capital owner continuously as rent on the capital which ultimately accumulates
in certain persons or groups during this process.

The banks are the only financial intermediary institutions in the market be-
cause there are no suitable alternatives available. Since the targets within the
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capitalist system are to make a profit, the banks want to give out all the de-
posits they collect. The reserve ratio, which the central bank sets, determines
how much of the deposits, that the banks have collected can be used as loans.
When this rate is lowered, the amount of loans that the banks will give out
from deposits increases. In this case, more money is generated than the tangi-
ble money.’ Figure 1 shows a simple example of money creation of banks at 10
percent reserve ratio set by the Central Bank of the Republic of Turkey (CBRT)
when $100 is deposited.

Figure 1: A Simple Mechanism for Money Creation

4 90% loan ...
90% loan
®72,9) ,
+90% loan (b81) lrg s/g rstRT
— 10% CBRT
A | reser\‘jes (B8,1)
i _ . 10% CBRT
e reserves (19)
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reserves (b10)

The money creation mechanism creates a debt-based economy. A financial
system in which borrowing with interest rate is more widespread than part-
nership models means that crises will emerge when the debts are not paid. As
a result, the relationship between the real sector and the financial sector will
deteriorate causing other problems in the economic system.

Disconnection between the Real Sector and the Financial Sector

The modern financial system, in which production-based financing and prof-
it-loss sharing based partnership models are overlooked as they are not suffi-
ciently profitable or dynamic, produces bubbles in the system and then financial
crises occur. The latest financial crisis that the world witnessed, the 2007-2008
global financial crisis, was the result of the bubbles that were created by finan-
cial institutions whose appetite for profit destabilized the market. Although this
crisis emerged in the United States, all the economies integrated into the global
system were affected. The crisis spread in a short time through the domino ef-
fect and developing countries, like Mexico, South Africa, and Turkey, suffered
especially. Although the pace of growth had slowed down, China and India
were relatively less affected due to their production-based economies.®

In addition, the real sector and the financial sector have different approaches
to capital. Capital is limited in the real economy because it depends on de-
mand not supply. Buildings, equipment and other tools used for production
are as valuable and important as capital in the real sector, because all of these
directly contribute to the value-adding processes. As the volume of production
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increases, the producers need to use more capital. _
Even though the financial resources can be higher

for investment, there will never be a high output in

the financial system. Besides, the money that is saved The continuation
for its own sake' is worthless if it is no‘F included in ~ f production in
production. Savings are valuable only if they are to .

be used in production. Therefore, the excessive ex- the real sector is
pansion of financial resources beyond the real needs ~ very difficultin an
of the real sector causes waste, even downsizing of . .
the real sector.” The overgrowth of capital, not bfsed unh.ealthy financial
on production, will prevent people from being in- €NVironment,

volved in real production. where risk transfer

In addition, a financial sector that breaks off its re- 15 COMMON but risk
lationship with the real sector becomes open to ma- sharing is rare
nipulation. Scandals, such as WorldCom, Enron,

Madoft, Libor, and Olympus have cost billions of dollars to people because
of the financial system’s vulnerabilities. Due to the risks of manipulation and
financial fraud, financial companies can collapse more easily and quicker than
industrial companies. The value creation or destruction process of a financial
company is more rapid than an industrial company with the derivative in-
struments being the primary cause of this situation. The financial derivative
instruments, which are very useful in finding financing when used properly
and in place, cause huge damages when used with bad intentions. Most no-
tably the mispricing on investments leads to financial bubbles.® The financial
instruments that do not depend on the real sector and production are easily
exposed to external interventions and excessively swollen ones are also one
of the triggers of the financial crises. But the effects of a financial crisis are
unfortunately not limited to the financial sector, as it also rapidly affects the
real sector. The financial crises cause increasing costs of intermediation and
loans are restricted because of the atmosphere of uncertainty. As a result, eco-
nomic growth slows down and recession occurs.” In other words, although
the relationship with the real sector is disconnected, the financial crisis has a
negative effect on the real sector and production. Therefore, the continuation
of production in the real sector is very difficult in an unhealthy financial envi-
ronment, where risk transfer is common but risk sharing is rare.

Debt-based Financial System and Preferring Risk Transfer to Risk Sharing

Banks do not have a model based on partnership, rather they ensure risk trans-
fer for loans they give in the conventional system. The guarantee demanded
from the debtor and foreclosure proceedings when the debtor does not pay
debts are some examples of the risk transfer. Therefore, the lender in this sys-
tem is often more advantageous. The difference between the interest rate that
the lender applies when lending and the rate given when collecting deposits
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Itis not on|y the financial ensures continuous accumulation
. of assets and capital with the lender.

system but the whole society Moreover, the selling of debts/loans
which suffers from the and risks is a common situation in
problems established by the the c1.1rr.ent banking S}'fstem.10 How-
. . ever, it is not permissible to sell the
economic phllosophy of the unpaid loans for a profit or loss to
financial system a third person in Islamic econom-

ics.!! For this reason, the borrower
has left himself to the initiative of the lender in the banking system when he
does not pay his debt.

Capitalist and Islamic Economic Philosophy

It is not only the financial system but the whole society which suffers from
the problems established by the economic philosophy of the financial system.
Since the second half of the 19" century, the increasing dominance of capital-
ism in the world must lead us to look at the capitalist economic mentality as
the basis of current problems. While 10 percent of the world’s population lived
in capitalist countries at the beginning of the 18" century, the rate had risen to
30 percent by the end of the century.’> Although the population has increased
rapidly, the increase in individualization has led people to no longer consider
communal interests or needs. The fact that people take care of their own in-
terests before societies” has inevitably led to social problems. Moreover, since
capitalism originated from and is designed in Western countries, it can pro-
duce limited solutions for the economic and social life of other geographies.
In other words, the capitalist mindset lacks in achieving universal reality’ be-
cause the challenges that each geography and every society face are different.

When examining the problems of the financial system, it is necessary not to
concentrate only on material data. The philosophical structure of economic
systems must also be analyzed. The endless desire for earning in the modern
financial system is both the core and the problematic part of the system. The
spirit of capitalism, which Weber describes as a Protestant ethic, has increas-
ingly become the predominant paradigm in the world."* Especially after the
1980s, the phrase “there is no alternative (TINA)” for capitalism has mentally
captured the whole world. This imposition has caused the emerging crises to
be regarded as natural and problems such as inflation and unemployment, that
are caused by financial crises, are destroying social life. The capitalist economic
mentality, which has distanced the financial sector from the real sector, has
also torn people away from their own innate characteristic as social beings.

In contrast, Islamic economic philosophy is based on risk sharing. Warranty
gains like interest income, gambling, and gharar (uncertainty) are prohibited
in this system. The income of capital depends on partnership models. Thus,
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there is no guarantee on your returns from a capital investment. Moreover, this
philosophy which is based on the following of the Sharia, that is Islamic laws,
has as its basis the requirement to ensure justice and equity in society. How-
ever, in the current system so called Islamic Banks have confused these values
with the conventional ideology of wealth maximization. The wagqfs have tra-
ditionally been a part of this system of wealth sharing and ethical investment.

Ottoman Cash Waqf System

The meaning of the term “waqf” in Arabic is to hold, as in confinement or pro-
hibition. This term is used to describe the holding of certain property, goods,
cash, etc., and distributing their benefits for some philanthropic purposes in
Islam." It was thought that the first waqf was founded for the Quba Mosque in
Medina during the lifetime of the Prophet Muhammad. There was also a waqf
that was established with seven orchards in Medina for helping the poor and
the second Caliph Umar continued this tradition.'® The establishment of waqfs
is based on the hadith —a saying of the Prophet Muhammad- that “when a per-
son dies he is cut oft from this world and his actions come to an end except for
three things which will continue to affect him even after his death and which
he leaves behind. Those are (i) the continuous act of charity, (ii) the knowl-
edge (or book) which people will benefit from, and (iii) a dutiful child, who
will pray for him”"” Thus, people founded waqfs based on the belief that they
would continue to earn sawab (spiritual merit), that is good deeds, after death.

British Shadow
Chancellor
McDonnell
demonstrating
outside the Bank
of England on the
10" anniversary
of the collapse of
Lehman Brothers
Bank which
caused the global
financial crisis in
2008.
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The waqfs were very widespread during the Ottoman period and they funded
educational and religious institutions (madrasahs -a type of educational insti-
tution, schools, masjids, mosques, lodges, etc.), infrastructural services (side-
walks, bridges, clock towers, etc.), and charity works (soup kitchens, student
bursaries, etc.). All these services ensure that the Ottoman Empire is known as
the waqf civilization. The wagqfs that organized and funded the social life were
also one of the determinants of economic life by both creating employment
for people and funding investments. The cash waqfs are one type of waqf that
provided funds for those who needed money for business purposes. They op-
erated the money and derived income from it without applying interest. The
CW s were one of the greatest contributions of the Ottomans to the waqf sys-
tem. They developed in the Anatolian and Rumelia Provinces and operated for
about 500 years (from the first quarter of the 15™ century to the first quarter of
the 20™ century), with some still continuing today.

The History and Sharia-base of C(Ws

CWs, a successful example and a unique outcome of the flexibility of the Otto-
man judiciary, were firstly practiced in the Ottoman Empire. The first CW was
established by Yagci Hact Muslihuddin in Edirne. He devoted 10,000 akches
(the main monetary unit of the Ottomans until 18" century) and some shops
in 1423 to pay three employees one akche per day for reciting Quran at Kilise
Mosque. The istirbah'® term was used for taking profit from the money, and the
borrowing rate was settled as ten percent in this waqf."

The administrative decisions and the implemented practices depended on the
Islamic principles of the Ottomans. Therefore, an institution like CWs was
much discussed and the establishment, functioning, and methods of gener-
ating income of the CWs were questioned by scholars. But the general belief
was that the CWs were in line with Islamic law. To prove this, the views of the
important Hanafi mujtahid imams (the religious authority who is able to make
independent reasoning), who belong to the official religious school of the state,
were used when the ulama (scholars) permitted the establishment of CWs.
Their views are also available on the wagqfiyahs —that is the documentation
relating to the establishment of waqfs.

There were a lot of discussions about CWs among Ottoman scholars. The
first scholar who gave permission to CWs and wrote a treatise about it was
Kemal Pasazade (1469-1534). Ibn Kemal agreed that there had been a positive
opinion and decision on the establishment of CWs that was taken previously
by a gadi, a Muslim judge. Thus, this established a precedent and could not
be ignored by other qadis.*® On the other hand, there were also scholars who
were opposed to CWs. One of them was Civizade Muhyiddin Mehmed Efendi
(1476-1547) who banned the CWs in Rumelia Province.?! However, the ban
could not be sustained, the widespread CW's were responding to the import-
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ant needs of the community and thebanonly The waqfs were not

led to the disruption of the services provided id d . I
by the CWs. The view of Civizade depended considered as simply

on the negative opinion of Hanafi scholars Charitable foundations

about the donation of movables as capital but also institutions that
for the waqf.”* So, it can be said that his con-

cerns were generally about the conditions of allowed the Ottomans to
validity. One of the most important scholars  stand up to capitalism.

who believed in the necessity of CWs was
Ebussuud Efendi (1490-1574), in charge as They prOteCted the

Shaykh al-Islam of the Ottoman Empire for individuals from a strong

nearly thirty years. He commented on the cantral administration
differences between the profit rates in waqf

operations and basic interest in the treatise and found a moderate
he wrote for drawing a general framework of and middle way/

CWs operations. He had an important rc.)le. i solution between
preventing usury in society by determining .

legal profit rates for CWs.”* Another scholar state-centralized and

Bali Efendi (d.1553) supported that CWs competitive systems
were crucial institutions for society because

educational, religious and infrastructural

services were funded by CWs. Thus, after the ban of CWs in Rumelia for
three years, he wrote letters to the Sultan that had an important role in mak-
ing CWs legal again. The letters show the functions of the CWs clearly by
describing the problems that occurred after the implementation of the ban.*
The general view among the Ottoman scholars was positive regarding the es-
tablishment of the CWs. Here, they used the flexibility of Islamic figh (juris-
prudence) without opposing the fundamental laws of Islam. Furthermore, it
is also an indication of the scholars’ role in society, in that they were effective
in both implementing the ban of CWs and then permitting them when opin-
ion changed.

The Establishment of CWs

Islamic figh had a great influence on the establishment process therefore even
the smallest details were very important as these could determine the suitabil-
ity of the transactions to Islam. The waqfs can be seen as an act and there are
four conditions that make an act complete: (i) occurrence, (ii) validity, (iii)
gaining force, and (iv) cohesiveness.” In the establishment process of the CWs,
Ebussuud Efendi used a combination of these views: the permission to CWs
by Imam Zufer, the view of Muhammad al-Shaybani on the role of customs/
traditions, and the views of Abu Yusuf on the donation of movables. The view
of Imam Zufer provided conditions for validity. According to Imameyn (two
imams: Muhammad al-Shaybani and Abu Yusuf), validity also brings about
conditions for cohesiveness.
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Figure 2: The Establishment Process of a CW
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The waqf is established.

It is important to remember that Ottoman jurists took into account the inter-
ests of the society. The reason for this flexibility is better understood if the fact
that the CWs are important and necessary for the social and economic benefit
of society is focused on. The establishment of CWs was ensured by a waqf es-
tablishment document, waqfiyah. Waqfiyahs are important, and they not only
give a lot of information about the waqf in question but also about the social
condition of society at that time. A simple wagqfiyah contains (i) the aim of
establishing the cash wagqf, (ii) the name of the founder, (iii) the name of the
trustee, (iv) the amounts of money to be devoted to the purpose, (v) the ways
of using the money, (vi) the revenues and expenditures, (vii) the person who
would manage it after the death of the founder, (viii) the date of registration,
and (ix) the names of the jury.”® This order also shows the basic requirements
for the establishment of a CW.

The Function and Importance of (Ws

CWs aimed to serve society and funded many institutions and services from
religious to educational, infrastructure to health, and also had an important
role in the economic and financial life of the society. Therefore, the waqfs were
not considered as simply charitable foundations but also institutions that al-
lowed the Ottomans to stand up to capitalism. They protected the individuals
from a strong central administration and found a moderate and middle way/
solution between state-centralized and competitive systems. So, the waqf sys-
tem was balanced and worked to ensure a fairer equilibrium for society by
setting up a method for income distribution. Moreover, the waqfs were pri-
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marily established for the needs of the ~ Soldiers, governors, and

local society, thus they were also loco- t I ith
motives of regional development. government employees wi
fixed income, do not qualify

All public services were funded with for loans. This condition is an
income from the waqfs and the conti- )

nuity of services was ensured with this indication that CWs aimed
regular income. The main functions of ¢ provide for prod uction-

wagfs can be ordered as: (i) preventing . .
violations to individual property rights based flnanCIng rather than

by the strong central administration, consumption

(ii) protecting and funding the heritage

of Islamic civilization for centuries, (iii) providing support to taxes during a
crisis period, (iv) providing unity for land that could otherwise be divided
through the Islamic law of succession, (v) providing pensions for old age and
disability, (vi) providing a primitive social security system and insurance, (vii)
preserving and building bridges, roads, harbors, lighthouses, libraries, cis-
terns, weirs, fountains, and pavements, (viii) providing employment, and (ix)
establishing a specific system that was suitable for the Ottoman worldview.”
The CWs also operated as a microcredit institution by giving entrepreneurs
cash for their needs while adhering to Islamic methods. They can be consid-
ered as a two-sided organization. One side collects cash from a philanthropist
and provides loans by halal (permissible or lawful actions in Islam) methods
to entrepreneurs. The other side funds charity activities, assistance, and needs
of social institutions with the income from cash operations.

Ottoman CWs as Pioneers of Interest-Free Finance

All monotheistic religions -Judaism, Christianity, and Islam- ban the use
of interest or usury. This ban is also clear in the Qur'an, Surah al-Bagarah.?®
Therefore, there is no interest in the financial system that Islam prescribes and
orders and the CWs continued their activities with this law/ban in mind.

Eight methods that were used by CWs to gain profit have been extracted from
wagqfiyahs. These are (i) bey ‘i istiglal,” (ii) bida ‘a, (iii) purchase to rent, (iv) istir-
bah at Military Court, (v) mudarabah, (vi) murabahah, (vii) operations/trans-
actions at Ministry of Awgaf, and (viii) gard.”” These methods can be considered
as pioneers of modern Islamic financial instruments. In general, we encounter
the terms istiglal and istirbah in the wagqfiyahs. These terms mean to gain profit
and income from the devoted money as waqf capital under the Islamic rules.

The CWs used Islamic financing methods as applied today. The methods also
included partnership-based models. Most common partnership-based meth-
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Mohammad
Yunus announced
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Paris, on February
18, 2008.
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example of an
alternative to the
current financial
system.
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ods were bida ‘a and mudarabah. Mudarabah can be described as a classical
labor-capital partnership. The person or entrepreneur who asks for cash from
the CW will put his labor into the partnership. When the earnings are cal-
culated, the profit is shared between the waqf and borrower with the share
rate previously determined. Thus, both the borrower and the CW gain with
mudarabah transactions. As shown, mudarabah is a production-based financ-
ing model. This method, that brings labor and capital together, is now being
applied in various forms, venture capital, sukuk al-mudarabah,’ etc. Bida ‘a is
separated from the mudarabah by one feature. It is also a partnership-based
model however the borrower gives all the money borrowed together with all
the profit back to the CW. So, his labor can be evaluated as charity. He could
find a chance to increase his transaction volume with the cash but as all profit
is returned to the CW, it is not a method for the entrepreneurs who need cash.

It is a fact that all CWs did not work with the partnership model. Some of the
methods used by CWs to reduce transaction costs are nowadays problematic
in terms of Islamic figh. One of these methods is ine sale’* where a commodity
or a good sold for a term is rebought at a lower price so providing cash to the
buyer. This method pioneered the tawarruk® method used today.** However,
this method is contrary to the spirit of the CWs because it can cause financial
problems in the same manner as the conventional interest system and there
are debates about the likelihood of this being considered as interest. For this
reason, the authors believe that the methods, that CW's will set as examples of
good practice for the present day, should be methods based on partnership.
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Some examples of CWs as financial institutions have _

been given below. Although the waqf documents do

not directly convey expressions such as mudarabah,

musharakah, bida ‘a etc.; the condition of participat- Muslims are the

ing in production and trade by using funding from  gnas who will solve
the CWs allows this deduction to be made. On the V. £ .

other hand, the mu ‘dmele-i ser iyye (shari transac- tOday s financial

tions) term in the first example brings to mind the problems with both
method of ine sale, however, it is difficult to state this . . .
the institutions they

definitively.

have historically
Samp[e (Ws to Finance Production and Trade established and the
In this part of the study, four selected examples of . .
CWs are examined from the original wagfiyahs that Islamic economic
were collected from the Archive of the General Di- ph||osophy
rectorate of Foundations. The wagfiyahs originate
from the Bosnia Herzegovina region dating from the 16™, 17, and 18" centu-
ries, and were written in Ottoman Turkish. A wagqfiyah is important because it
provides information about wages of the period and prices of certain products,
as well as showing the borrowing rates, methods, and services funded by wagqfs.

The first example,” which can be considered as a large wagqf, was founded by
Sinan Bey, son of the Bogoyna Governor, Bayram Agha, in 1582. He donated
440,000 akches and a lot of real estates.* This CW funded expenses of staff,
all kinds of needs (exhibition, illumination, etc.), meal costs of zawiyah (Is-
lamic religious school) guests, and repair expenses of charity buildings and
other buildings.”” The wagqfiyah also contains a long introduction with many
conditions which are important to understand the functions of the waqf. The
borrowing cost ratio is determined as ten percent® for one year. Moreover,
the methods of giving money to the borrower must be carried out in a halal
way. This situation is identified by the term mu ‘dmele-i ser iyye (meaning an
action of sharia). The features of borrowers are also written in detail, they must
be local, experienced, and masterful tradesmen (artisan). It is stated that sol-
diers, governors, and government employees with fixed income, do not qualify
for loans. This condition is an indication that CWs aimed to provide for pro-
duction-based financing rather than consumption. There are also measures
to ensure the continuity of the waqf. For example, the waqf demands a strong
guarantor and a valuable mortgage from borrowers. There is a warning that
people who are at risk of wasting money should be avoided. Moreover, the
appointment of persons for the audit, functioning, accounting, and managing
of the waqf may be included in these measures.

The Waqf of Haji Bali b. Mehmed* was founded in 1612 for the staft wages
and repair costs of the mosque and school that he built in the Hodja Bayezid
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The CWs that finance the Neighborhood of Mostar, two bridges
. . . that he built at Koni¢ and Llavtice on
productlon with partnershlp Neretva River, and a water cistern that
models rather than the he built on the hillside of the moun-
debt-based system can be tain known as Podim. The founder be-
. g . longed to the reaya (ordinary) class. He

defined asIslamic financial  devoted 300,000 akches and nine shops
institutions as the capital of the waqgf. The borrow-

ing cost ratio is determined as ten per-
cent. Moreover, the characteristics of the borrower are provided in detail in the
conditions. His transactions/trade must be trustworthy and true, he must be
a rich merchant, an experienced producer, he must know the market well and
have a shop in the marketplace.® There are also measures that provide for the
continuity of the waqf and the protection of capital. It is recommended that the
cash is not given to merchants who are always on commercial voyages, state
officials and single women. The waqf also employed some staft to manage its
functioning.

The third example of a waqf belongs to Haji Ali b. Hasan*' who came from Sto-
la¢ but lived in Cairo. The waqf was established in 1736. Haji Ali b. Hasan de-
voted 1,630 qurushes (the main monetary unit of the Ottomans after 18" cen-
tury) to build a mosque and a school as well as to cover the staff wages (imam,
khatib —preacher etc.), illumination and other expenses of the mosque. Haji
Ali b. Hasan was from the ulama class. The borrowing cost was 12.5 percent.
It is instructed that the borrower must be honest and of the merchant class.
The waqf demands both a strong guarantor and a valuable mortgage from bor-
rowers. We can see the legalization process in the wagfiyah. First, the founder/
donator gives up on the establishment process claiming that Imam Abu Hanifa
does not allow the CWs. The trustee opposes this and says that Imam Zufar
finds the CWs permissible and moreover Imameyn find the CWs necessary.
The qadi accepts the demands of the trustee. He takes a decision firstly from
the view of Imam Zufer and secondly regarding the necessity of the CWs. Like
many other wagqfiyahs, this waqfiyah also ends with the 181* verse of Surah
al-Baqarah.* This verse is seen as the guardian of the continuity of the waqf.
Indeed, some wagqfs have remained standing after the collapse of the Ottoman
Empire and continued their activities even though they are not located in the
resulting state, the Republic of Turkey.

Women also established waqfs in the Ottoman Empire. Fatima bt. Abdullah*
founded a waqf with 300 akches at Banaluka in 1640 for reading three Surah
Ihlas for her soul before the dawn prayer in the Haji Perviz Mosque. The bor-
rowing cost is ten percent and the method of operation is defined as istirbih
(taking profit). The conditions for taking a loan from the waqf are: being a
merchant with a strong guarantor and a valuable mortgage.**

14 INSIGHT TURKEY



Evaluations of CWs Using Case Studies
As can be seen from the examples given, people from every economic and
social class and regardless of their genders and locations they lived were able
to establish wagqfs. It did not matter if the capital was small or large and the
borrowing cost was generally between 10-15 percent. However, there were a
few cases that had a borrowing/financing cost below 10 percent or over 15
percent. This was very normal, as 15 percent was clarified by a decree issued in
Ebussuud’s period. The fixed rate of borrowing cost provided financial stability
for years. The CWs also prevented the usurers from lending money at high
interest rates in the market. Table 1 shows the main characteristics of the case
studies used in this paper.

OTTOMAN CASH WAQFS: AN ALTERNATIVE FINANCIAL SYSTEM

Table 1: Summary of Four Case Studies of CWs

1" cw 2" Ccw 3 cw 4" cw
Founder Sinan Bey b. Haji Bali b. Haji Ali b. Fatima bt.
Bayram Agha Mehmed Hasan Abdullah
Gender of male male male female
Founder
Class of ruling reaya ulama reaya
Founder
Date of June 12-22, May 2-11, February 1736 | 1640
Establishment | 1582 1612
Location Bosnia Bosnia Bosnia Bosnia
Capital 440.000 akches, | 300.000 1.630 qurushes | 300 akches
mills, fields, akches, shops
buildings, shops
Rate of 10 percent 10 percent 12.5 percent 10 percent
Borrowing
Maturity of one year one year one year one year
Loan
Region of local local local local
Lending and
Services
Methods mu ‘dmele-i istirbah and istirbah istirbah
Mentioned in ser ‘iyye, istiglal
Waqfiyah murabaha
Profile of merchants, wealthy merchant merchant
Borrower producers merchants
who know the
market well
Purpose and religious, religious, religious, religious
Services educational, educational, educational
infrastructural infrastructural
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Conclusion

The basis of today’s financial problems could be said to be the distorted eco-
nomic mentality of the West, the history of which goes back to the Mercantilist
period. Werner Sombart emphasized the enrichment process of the West as
“we have become rich because entire races, entire peoples have died for us. It
was for us that continents were depopulated.”* It is a mistake to expect from
a mindset which is the basis of today’s problems to produce solutions to these
same problems. Muslims are the ones who will solve today’s financial problems
with both the institutions they have historically established and the Islamic
economic philosophy. Especially when we look at the economic and financial
crises that have emerged in history, it can be seen that a capitalizing economic
mentality is at their foundation. Continuous acquisition and motivation for
enrichment, unfettered material and financial appetite, an imposed perception
that humans are rational and only pursue wealth for their own self-interest
(Homo Economicus) are some examples of the features of this negative eco-
nomic philosophy. Recently, the size and number of studies on this problem
have increased in the literature about mainstream economics. Award-win-
ning studies are generally on institutional and behavioral economics, while
studies examining the relationship between ethics and economics have visibly
increased. Even the Wall Street Journal published an article on waqfs that sug-
gested they provided a connection between the billionaires and the middle
class, with the functions and services of the waqfs being emphasized in this
article.* However, all of these studies are subject to criticism. There does not
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appear to be a desire to change the whole The waqfs, which are

system. In other words, the fact that the I ti f . I
system produces the problem itself has not ocomotives or regiona

yet been acknowledged. In addition, the development, prevent the

current financial system does not a'llow waste of resources by their
other systems to be created as alternatives.

It allows alternative systems to live in a way need-centered structure
that must be integrated under its own con-

stitution and control. For this reason, a strong theoretical infrastructure of the
Islamic economic and financial structure, which will present a real alternative

to the current interest based system, needs to be established. Islamic schol-

ars need to analyze well the practices and institutions in their history for this
theoretical infrastructure to be successfully realized in the current climate. In
particular, the CWs, which were very active in the Ottoman period, should not

be overlooked as they could provide an important alternative for many years to
current financial and economic systems of the West.

In the period when the European states acquired many colonies around the
world which fed their capitalist economies back home, the Ottomans were not
colonized nor did they colonize despite being very close to Europe. They even
aided the poor, exploited states who approached them for help and this can be
attributed to the Ottoman economic outlook. The CWs3s, as a result of Ottoman
economic philosophy, put their charitable purposes first. However, there is a
financial dimension of the CWs and thanks to this, Muslim traders, producers,
and entrepreneurs had the chance to borrow following halal methods for many
years. This model can be thought of as an altruistic finance system. Four main
principles of CWs can be deduced and defined the model as altruistic finance*’
and the solutions that they provide are shown in Table 2.

Table 2: Basic Principles of Ottoman CWs

Principle Solution

1. Depending on Islamic/ can offer a solution to problems based on interest rate and debt-based

Ethical methods financial system with partnership-based models

2. Operating as a can provide resources to poor entrepreneurs in the fight against

microcredit mechanism poverty by financing small businesses

3. Being a regional can answer the needs of local people through understanding the needs

institution of the region by both financing local people and providing services
under the purposes of the waqf

4. Focusing on the needs can increase the amount of assistance and solidarity within society by

of society preventing social dissolution

The first principle produces solutions to the problem of economic bubbles with
their corresponding boom and bust cycles in the modern financial system.
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If the Islamic world is looking The CWs that finance the produc-
for a solution to its broblems tion with partnership models rather

P ’ than the debt-based system can be
then the solution is in its defined as Islamic financial insti-
history. Islamic societies tutions. There are also conditions

. . . about avoidance of interest in the
longing for their glorious past wagfiyahs. However, the CWs dif-

have to make an in-depth fer from the Islamic financial insti-
analysis of the institutions and tutions in profit distribution. The

founders do not take profit or ben-
practices from their history efit from the transactions because

the money they donated is com-
pletely out of their possession so the profit is spent for the waqf. The CWs are a
mechanism that does not make a profit for the founder but serves both for the
waqf as well as benefitting borrowers from the waqf. As it can be seen, CWs
operating with Islamic financial principles will not produce artificial financial
bubbles. In addition, the detailed definition of the people who are permitted
to borrow from the waqf will prevent the problems such as unethical behavior,
adverse selection, and asymmetric information.

Globally many efforts are being made to reduce poverty and ensure sus-
tainable development. Various projects have been developed with respect to
this, for example, the 2006 Nobel Peace Prize was given jointly to Muham-
mad Yunus and the Grameen Bank, which was founded by Yunus, for their
work on microcredit and microfinance and their efforts to create economic
and social development.”® Moreover, the United Nations (UN) declared
2005 as the International Year of Microcredit. As we have seen, studies on
struggles against poverty have evolved to encourage the poor to build new
businesses rather than simply giving them social assistance and benefits.
CWs similarly did not give out large loans in the period they were active and
borrowers from these foundations were often small entrepreneurs. In other
words, these wagqfs, which are also the pioneers of the microcredit mecha-
nism, have the potential to be able to reduce poverty and achieve sustainable
development.

The 3" and 4™ principles are more often associated with social problems and
the identification of these problems. Those who live in a particular region are
best able to know the problems and needs of that region. The waqfs established
even in the most remote villages in the Ottoman period provided a great deal
of localization. Likewise, borrowers from the waqf were selected as local arti-
sans or traders. The audit cost and risk were reduced with this method. Hence,
the wagqfs contributed to development in their regions both economically and
socially. The waqfs, which are locomotives of regional development, prevent
the waste of resources by their need-centered structure.
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The problems in the financial world arise due to the increasing and deepening
of the gap between the financial and the real sector. As the capital of the capi-
tal-owners grows because of the interest system, the borrower who is the real
producer becomes increasingly poor. The transfer mechanism of wealth that
is caused by interest is not fair. It is necessary to establish a system that will
ensure that this transfer is fair and ethical. One of the institutions that will es-
tablish it is the CW's that embrace Islamic financial principles and do not have
the ambition to over-profit. If the Islamic world is looking for a solution to its
problems, then the solution is in its history. Islamic societies longing for their
glorious past have to make an in-depth analysis of the institutions and prac-
tices from their history. Those institutions which will help the Islamic world
overcome the problems caused by the modern financial system and which are
appropriate to Islamic values must be restored to their former power. @
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