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Saving Behavior in An Economy
without Fixed Interest
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ABSTRACT. Would the adoption of an Idamic Financial system, which grictly prohibits
interest on borrowed money, lead to a reduction of savings? This paper provides an
analytical point of reference for answering this question. It first reviews the previous
attempts to analyze the impact of in creased uncertainty an individual saving (e.g. by
Fisher, Hirshleifer, Baulding, Sandmo, Phelps, etc.). The paper derives the condition that
must hold in order for increased uncertainty to depress savings. This condition requires
that the rate of return when risk is present must be no more than when risk is absent. The
paper briefly discusses whether this condition islikely to prevail in an Idamic economy.
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