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VIII. CONCLUSION

The religious edict against fixed income securities limits the use of conventional
treasury instruments in Islamic economies. Equity-based, floating-rate securities, which will
pay a rate equivalent to the observed rate of return obtained in the private sector and adjusted
for risk premiums, is a much needed needed policy instrument in these countries. The key
difficulty lies in obtaining a rate of return in an economy based on profit sharing. In
conventional economies, such a rate is given by the market interest rate. This paper makes a
first attempt at identifying alternative methodologies to estimate such a rate and derive from it
the rate that prospective issues of government paper in Islamic economies could offer.
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