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STRUCTURING ISLAMIC FINANCE IN INDIA 
-SAKSHI GUPTA1 

 

ABSTRACT 

 

International project finance is a corporate finance, but it is more complex than typical 

commercial loans. Project finance benefits both lenders and project sponsors. So now a day, the 

popularity of project finance is rising in the markets all over the world specially in rapidly 

growing markets of the southeast region. What is project finance? Simply speaking, project 

finance is a lending to a particular project rather than lending for a project2. For example, 

lending money for building a pipeline by an international company would not be project finance 

because the lender would be looking to the oil company’s financial status not revenues generated 

from pipeline as the basis for repayment of the loan. But, if the oil company establishes its 

wholly owned subsidiary to build and operate the pipeline, loans to this newly formed subsidiary 

would be project finance because the lenders would look to income from the pipeline for 

repayment of the loans. Hence, the project finance is a self-liquidating form of finance which 

means that the project itself is the source of repayment3. In other words, the project finance is 

the analysis of complete life cycle of a project in which a cost- benefit analysis is used to determine 

if the economic benefits of a project are larger than the economic costs. 

 

  

																																																								
1 Assistant Professor, Maharashtra National Law University. 
2Robert S. Rendell, How lenders can avoid risks in project finance, American Bar Association, Business Law Today, 
Vol. 3, No. 6 (1994), pp. 30-31, https://www.jstor.org/stable/23288504, Accessed: 07-04-2020 04:25 UTC 
3 ibid 
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Islamic finance is the only financial system which is directly based on the ethical 

order of a major religion. The Islamic financial system provides not only 

investment guidelines, but also a complete set of special investment and 

financing products. This research provides an introduction to Islamic finance in 

relation to project finance Islamic finance is one of the most important aspects 

of Islamic socioeconomic doctrine4. Since one fourth of the world’s population 

is Muslims or followers of Islam and increasingly they represent an important 

part of global economy. Very few people know much about the Islamic finance 

except the rudimentary fact that the interest is prohibited in Islam. The 

researcher will begin with the historical and legal background of Islamic finance 

and then will explain reasons for growth of Islamic financial institutions. 

 

Islamic finance is based on Sharia, the Islamic Law which provides certain 

guidelines for multiple aspects of Muslim life, including religion, economics, 

politics, banking and aspects of legal system. There are certain fundamental 

financial principles of Sharia as- 

 

Ø  Ban on interest 

Ø Ban on uncertainty 

Ø Adherence to risk-sharing and profit-sharing 

Ø Promotion of ethical investments that enhance society 

Ø Do not violate practices banned in the Qur’an and tangible asset-backing 

 

In Islam, money is a measure of value not a commodity. According to Islamic 

law, debt creates a relationship in which all parties to a contract share the risk 

and responsibility. The participant of the transaction put money for practical 

use in creating real value. The money must be used to create, and not to be a 

commodity in on and of it. “In short, money must not be made from money.” 

 

 

 

																																																								
4 Benjamin C. Esty, Modern Project Finance: a Case book, p. 428 
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OBJECTIVE 

 

The objective of this research is to explain the fundamental principles and ethics 

of the Islamic finance and banking system with reference to project finance in 

order to promote as an alternative to conventional banking in global markets.  

 

RESEARCH METHODOLOGY 

 

The researcher has adopted the doctrinal mode of research methodology 

consisting of secondary sources such as Books, Bare Acts & Web Resources. 

 

RELIGIOUS AND LEGAL BACKGROUND OF ISLAMIC FINANCE 

 

The meaning of the term Islam, an Arabic term, is “surrender” which explains 

the essential religious characteristic of Islam that the followers accept his/her 

surrender to the will of God or Allah (known in Arabic). The will of Allah, to 

which a man must submit, is known through the Quran (a sacred scripture). 

Islam governs the relationship between God and his creation and the Sharia 

(governing body according to Quran) guides the life of Muslims. Due to absence 

of separation between the religious and secular aspects of life, Islam is more 

correctly considered as a comprehensive code of life governing legal, ethical, 

and social matters. Despite of being codified body of law, the Sharia is an ever-

expanding interpretation of religious view. Sharia derives these provisions 

through the discipline of fiqh, or jurisprudence. Fiqh is the opinion of people 

who try to interpret the divine law based on several sources and methods which 

are as: 

 

Ø The Quran- actual word of God transmitted through Prophet 

Mohammed 

Ø The Sunna- Prophet Mohammed’s Saying and deeds 

Ø The Ijma- agreement, among the Islamic community, will be the basis for 

decision making 
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Ø Qiyas- Qiyas is the derivation of new judicial decisions through the use 

of strict analogy based on the texts of the Quran and Hadith. 

Ø Ijtihad- it is the opinion of jurists based on Quran and Sunna. 

 

The Sharia prescribes four main prohibitions which distinguishes the Islamic 

financial system from “conventional” and “western” finance.5 One of the most 

essential principles of Islamic finance is the scriptural prohibition on interest 

known as riba. The objective behind this prohibition is to prevent exploitation 

of socially and economically deprived people and it also highlights the emphasis 

on social welfare over individual welfare in Islam. Even Adam Smith has 

recognized the prohibition of interest as a hallmark of Islamic finance in his 

famous book ‘The Wealth of Nations’.6 

 

The concepts particularly riba, gharar, and masir, though strictly prohibited in 

theory, has attracted a tremendous amount of debate when it is being applied in 

everyday life. To resolve these issues, there are fiqh academies which comprised 

of Islamic legal and religious scholars particularly in the presence of institutional 

and technological innovations. Through these debates, the jurists issue fatwas 

or legal rulings on various issues. Nationalistic, cultural and political views tend 

to mix with region which results into varying degrees of religious intensity. The 

countries that have Islamic Governments are having the entire economic system 

aligned with Islamic principles (e.g. Pakistan, Iran and Sudan).7 More moderate 

governments (Bahrain, Brunei, Kuwait, Turkey, Malaysia and UAE) adopted 

Islamic banking supporting a dual banking system with conventional banks. 

Moreover, other countries such as Singapore and Indonesia neither oppose nor 

support Islamic banking and there are other countries (Saudi Arabia and Oman) 

that actively oppose creation of separate banking sectors.8 

																																																								
5 Allen and Overy, Islamic finance (Dubai, 1993), p. 2 
6 Smith argues that even in economics where interest is prescribed, people will not lend without considering potential 
profits, as well as the cost of default. The latter is incorporated into the interest rate- and is one of the reasons he gives 
to explains high interest rates in Islamic economies (The Wealth of Nations (Chicago, IL: University of Chicago Press, 
1976), Book I, Chapter IX). 
7 Vogel and hayes, Islamic Law and Finance, p.11 
8The Saudi Arabia Government believes that by declaring certain financial institutions as Islamic, they would be 
implicitly branding other institutions as Un-Islamic. For this reason, it does not distinguish Islamic banks in the 
chartering process. 
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ISLAMIC FINANCIAL INSTITUTIONS 

 

The independence of Islamic countries following World War II, combined with 

the renaissance of Islamic sentiment, set the stage for the modern era of Islamic 

finance. The first Islamic financial institution named Mit Ghamr Local Saving 

Bank was established in 1963 in Egypt. Early development was very low prior 

to the oil boom in the 1970s. Prior to this the majority of Middle Eastern wealth 

was controlled by few ruling families and selected group of business persons. 

Given limited alternatives to invest “Islamically,” they invested in conventional 

financial institutions and did so with little social recrimination. The influx of 

petrodollars had created a larger portion of wealthy citizens looking for ways to 

invest their saving in conformance with the Sharia. The growing demand for 

Islamic financial institutions and renwed faith in Islamic principle, the financial 

institutions began to establish throughout the global Islamic world. 

 

By 1997, total 176 Islamic financial institutions were established with $148 

billion of assets, operating in more than 50 countries. These financial 

institutions collectively are referred as Islamic Banks, the term appears to be not 

correctly used because there are many types of financial institutions, including 

investment, commercial and development banks. In drawing the operating 

guidelines of these financial institutions from Sharia, the Islamic banks differ 

from their western counterparts in several ways9. 

 

Ø Firstly, they use interest free methodology for business- Avoid riba. The 

relationship between the financial institutions and their costumers is of 

the sharing in financial risks and profits. 

Ø Secondly, the purpose of these banks is not to make profits. The bank 

must confirm with religious principles before investing in any project. 

The advisory committee of Sharia oversees the conduct of each 

institution and the committee comprised of one to seven members must 

meet once in four months to discuss specific products and transactions.10 

																																																								
9 Benjamin c. Esty, Modern Project Finance: a casebook, p. 432 
10 Vogel and Hayes, Islamic law and finance, p. 49 
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It is the committee’s duty to determine which transaction is permissible 

or Halal, or whch is impermissible or Haram. For example, public 

accounting firms, they give annual reports in which they examine whether 

an institution has acted in accordance with the rules and regulations of 

Sharia. 

 
ISLAMIC FINANCIAL INSTRUMENTS AND PRINCIPLES 

 

1. The principles of Islamic finance have been provided in Quran, which 

muslims believes are words of Go. These principles have been narrowed 

down in six individual concepts as- 

 

i. Predetermined loan repayments as interest (riba) is prohibited. 

ii.  Islamic financial system is based on sharing of profit and loss. 

iii.  Making money out of money is forbidden, all financial transactions 

must be asset-backed. Money is not a commodity. 

iv. Prohibition on realizing a gain from speculation (mayseer) 

v.  The contracts approved by Sharia are acceptable. 

vi.  Sanctity of contracts must be protected. 

 

2. Basic financial Instruments- 

 

Islamic institutions provide different types of instruments to satisfy providers 

and users of funds as: sales, trade financing, and investment. Basic instruments 

are – 

 

Equity-like instruments (Residual Claims) 

§ Mudaraba: profit and loss sharing 

§ Mosharaka: Islamic version of joint venture 

§ Preferred stock 

 

 

 



      Corpus Juris                                                                                                 ISSN: 2582-2918  
      The Law Journal   website: www.corpusjuris.co.in	
	

 CORPUS JURIS|7 

Debt-like instruments (Fixed Claims) 

 

§ Murabaha: cost-plus financing 

§ Ijara: leasing 

§ Muqarada- partnership 

§ Bay’salam: forword sale 

§ Bay’ mu’ ajjal: deferred-payment sale 

§ Bay-al-salam: deferred delivery sale 

 

In deferred payment sale, the delivery is made on the spot but payment can be 

delayed for an agreed period and the payment can be in a lump sum amount or 

in installments without any extra charge for the delay. These instruments are 

fundamental building blocks for developing a wide group of more complex 

financial instruments which shows that there is great opportunity for financial 

innovation and boost in Islamic financial markets. There are several ways of 

Islamic financing, however in the world of commercial financing specially in 

project financing, few instruments are commonly used than others these are 

given below- 

 

EQUITY-LIKE INSTRUMENTS 

 

1. Mudaraba: Profit And Loss Sharing 

 

This is similar to an investment fund in which managers handle a pool of funds. 

The agent-manager both are having limited liability while having sufficient 

incentives to perform.11 Under Modaraba contract, an Islamic bank renders 

funds to finance a project, while an enterprise gives management skills. In 

financing a particular project, the institution employs the funds investors not its 

own. This contract is very similar to western limited partnership in many ways. 

The financial institution pays for management skills from the profit and deducts 

its own fees then the remaining profits are divided among the investors. 

																																																								
11 Hussein Alasrag, Principals of the Islamic finance: a focus on project finance, p. 22 
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The following are some of the characteristics of the Modaraba relationship: 

 

(1) The relationship is entered into between the parties for a certain duration in 

which the repayment of capital is provided for on the basis of mutual 

agreement. 

 

(2) Determination of profit distribution and principal repayment is mutually 

agreed for a certain fixed duration and the date on which such determination 

is carried out. On such date of determination, audited financial accounts 

including balance sheet and income statements are submitted to the parties 

for necessary determination. 

 

(3) From the net profit after payment of all costs including management costs 

(including the salary of the Client himself) the Client is paid his management 

Fee at the rate prescribed under the relationship contract. The balance of the 

profit goes to the Islamic bank for distribution to Investors. 

 

(4) While fixed ratios are permissible, fixed amounts of profit for either party are 

not permitted under this form of financing. 

 

(5) Each party exercises business discretion strictly in terms of the relationship 

contract and discretionary authorities so approved. This avoids confusion 

and provides clear-cut functional process. 

 

(6) The Modaraba capital is only consumed for the purposes approved under the 

relationship and the Client has no authority to invest such capital in other 

ventures without prior approval of the Islamic bank. 

 

2. Mosharaka: Islamic version of joint venture 

 

This instrument is very similar to mudaraba except that the participants are not 

confined to distinct roles as either manager or financier, instead both share the 

provision of capital and management of company. Musharaka financing is the 
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same financing contract as Modaraba except that the Client also provides a part 

of the capital, in addition to providing management and know-how. On the 

other hand, the Investor may provide a part of the management and know-how, 

in addition to capital. In that case, the sharing of the profit from the unit is 

adjusted accordingly on both sides and the discretionary authority of each 

palmer and a relationship framework is clearly defined. It has also the same 

relevant implications as listed under Modaraba Financing. 

 

DEBT-LIKE INSTRUMENTS (FIXED CLAIMS) 

 

1. Murabaha- trade with mark-up or cost-plus sale 

 

In a Murabaha contract, an Islamic financial institution buys a particular 

commodity and then resells it to a costumer at a later date for pre-determined 

price. In this transaction, the institution earns profits from the markup price of 

the commodity which is a difference between the price paid for purchase and 

price paid by the clients for that particulay commodity. The client may choose 

for immediate payment or deferred payment.  

 

Such contracts end to come under fire for contravening the prohibition of pre-

determined profit principle but it is justified by the fact that the client is not 

forced to repurchase the commodity from the institution. This transaction 

creates a certain degree of risks on the banks and its profit is directly derived 

from that risks. In general, the murabaha contracts are considered to be a short 

term agreement. 

 

Around 75 percent of Islamic financial transactions are cost-plus sales. 

Murabaha was originally an exchange transaction in which a trader purchases 

items required by an end user. The trader then sells those items to the end-user 

at a price that is calculated using an agreed profit margin over the costs incurred 

by the trader. 
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2. Ijara: leasing 

 

This is a contract whereby the Islamic bank purchases an asset and leases it to a 

Client. The lease contract specifies the leasing period, the amount and timing of 

lease payments and the responsibilities of both parties during the life of the 

lease. Leases can be simple rentals or more elaborate contractual arrangements 

committing the parties to future actions. 

 

Islamic principles of finance permit the purchase of an asset for subsequent 

rental which may include cert profit to the Investor. A commercial or individual 

client wishing to acquire the use of capital equipment may request the Islamic 

bank to purchase such asset and oblige itself to rent such asset from the Islamic 

bank.12 

 

The instrument also permits some mismatching of short-term liabilities with 

long term assets because: 

 

Ø The instrument is marketable and is convertible into cash on demand. 

Ø Periodic rent reviews are permitted. Accordingly, even though it is a 

longer term form of financing, the Investor will never be tied down to a 

fixed type of return which may not meet its investment objectives. Rent 

review can be tied by mutual consent to any international index that 

reflects relevant market conditions. 

 

If the asset is of high quality, the Islamic bank may not have to rely so much on 

the credit risk of the client as on the asset itself. This allows a relaiively weaker 

credit risk Client to obtain Ijara financing. 

 

These considerations make leasing an attractive type of finance for Islamic 

banks and there is growing interest on their part in this form of financing. 

However, the main question is the selection of the assets which meet the 

																																																								
12 Imtiaz A. Pervez, Islamic Finance, Arab Law Quarterly, Vol. 5, No. 4 (Nov., 1990), pp. 259-281, 
https://www.jstor.org/stable/3381929, accessed 5th April 2020. 
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criterion. At present, Islamic banks tend to opt for commercial passenger 

aircraft although it is a very big ticket item and financing for such an asset 

involves very long periods. Also important is the question of taxation since the 

Islamic bank's income from this form of financing is taxable in many developed 

and under-developed countries.13 

 

3. Muqarada: Islamic bond- Muqarada, where a banks floats Islamic bonds 

to finance a project, and members take a share of the profits (or losses) of 

the project,  

 

4. Bay-al-salam- where a buyer pays, in advance, a specified quantity of a 

commodity at an agreed price. 

 

5. Takafol: Insurance- which is a policy of mutual co-operation, solidarity, 

and brotherhood against unpredicted risk or catastrophes. Parties 

contribute genuinely, and to pool their resources, in order to donate 

compensation to the aggrieved party when the insured event occurs. Funds 

are invested in projects acceptable under the Shariah. 

 

ISLAMIC FINANCE: CHALLENGES AND FUTURE 

DEVELOPMENTS 

 

Although the discipline of Islamic finance has grown rapidly over the last few 

decades, several obstacles remain as impediments to future growth. Similar to 

conventional financial institutions, Islamic financial institutions face the 

problems of adverse selection and moral hazards. Potential bad credit risks will 

seek out institutions willing to lend funds on profit loss basis. Without the 

incentives to utilize the funds effectively, or at least be accountable for a return 

on it, enterprises may take advantage of it. Consequently, the lender is at the 

mercy of the honest nature of borrower. Fortunately, honesty and contractual 

obligation are mandated through other religious principles. 

																																																								
13 Ibid 
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Why Conventional Insurance Is Prohibited under Islamic Law- The 

Islamic financial system is not against the basic principle of insurance but is not 

in favor of its being commercialized. Firstly, riba is involved in conventional 

insurance, both directly and indirectly. An excess on one side, in the case of 

exchange between the amount of premium and the sum insurer, is the direct 

involvement of riba, while investment in interest-based business by the insurer 

refers to the indirect involvement of the policyholder in a riba based transaction. 

Secondly, gharar (uncertainty) also occurs with regard to the subject matter, and 

the price and the rights and liabilities of parties in com mutative contracts also 

involve maisir and qimar (gambling). Gharar would be found if the liability of 

any of the parties to a contract was uncertain or contingent, delivery of one of 

the exchange items was not in the control of any one party, or the payment from 

one side was uncertain. Qimar is found in an ideal situation, if the profit of one 

party is dependent on the loss of the other party. It also involves maisir, which 

means obtaining something too easily or making a profit. 

 

GENERAL ISSUES FACED BY THE ISLAMIC FINANCIAL 

INSTITUTIONS 

 

Islamic financial institutions face many problems such as- operational, legal, and 

infrastructural. Some of issues are- 

 

• Loss of Opportunities- When the clients fail to repay its fixed obligations to an 

Islamic financial institution on due date, the damages are allowed under Islam 

for payment to these institutions but these damages are subject to certain 

conditions as following: 

 

1) The institutions have to give several notices to the client asking him to repay 

the amount. 

2) The first occurrence of non-payment will not be chargeable. 

3) The institution has to ensure that the client has capacity to meet his obligations. 

4) Such damages will not exceed the rate of profit which the investor would have 

received if the repayments had been made on time. 
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• Sharia Law's Admissibility in International Courts- The matter of admissibility 

of legal contracts bound by Sharia laws in international courts has many 

implications. Even when contracts between two parities may be acceptable in 

certain courts, in the event of a dispute, local law will prevail should any of the 

Sharia provisions violate the relevant provisions of the local law. Should such 

provisions of the local law mean violation of the Sharia law itself, the same will 

not be acceptable to the Islamic bank. This leaves the Islamic bank in a great 

quandary as it may not be able to obtain full recourse against the Client under 

the contract that was prepared in accordance with the provisions of the Sharia. 

 

• Manpower Shortage- Unwillingness on the part of many to move away from 

the mainstream of conventional banking is a situation that Islamic banks are 

faced with today which is hampering the building of their manpower resources 

and further development. This is because Islamic banking as an alternative 

financial system is not considered by many in conventional banking as a well- 

established phenomenon. Nor do Islamic establishments have such a wide 

network and scope so that a professional m conventional banking may 

comfortably look towards a future career in the same sense as he looks to the 

conventional ones. Opting to change over to Islamic banking for a conventional 

banker, amounts to him sacrificing his interests unless he is religiously 

committed to the concept. Accordingly, manpower development within Islamic 

banking is faced with added difficulties on that account alone. 

 

• Undeveloped Interbank and Financial Markets- Inter-Islamic-bank markets are 

almost non-existent so that Islamic banks cannot place or raise funds from 

among themselves on an established pattern. Only in Pakistan and Iran do such 

markets exist, but these are relevant to the local currencies only. 

 

• Lack of Uniform Accounting Standards for Islamic Banking- Among Islamic 

financial institutions, there is generally no uniformity in accounting policies and 

standards. As a result, there is no consistency in the accounting treatment of 

various operations; even the presentation of their financial statements. In this 

situation, the reader of financial accounts of an Islamic financial institution finds 
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it hard to relate the results of one institution with another. For example, the 

Investment Funds in one institution are expressed as the funds under 

management and reported below the line of its balance sheet on the premise 

that according to the Sharia, such funds are invested for the benefit and at the 

risk of the customer and being fiduciary in nature do not form part of the bank's 

liabilities. Another bank will report the same above the line within its balance 

sheet because the relevant regulatory authority in whose jurisdiction it operates 

requires it to do so for reserve and other prudential ratio evaluation purposes. 

Similarly, the treatment of accrual of morabaha profit over the period of the 

transaction also differs. While one Islamic financial institution may book the 

entire transaction profit on the day of the sale, the other may amortize it over 

the transaction period on "straight line" basis to provide relevant income on 

investment throughout the period. Islamic banks have recently agreed to 

establish an accounting standards board in Bahrain which should ultimately 

solve this problem. 

 

• Track Record- Only a couple of decades old Islamic banking in practice is 

relatively very young. The lack of a long established track record in Islamic 

banking does not give investor an adequate sense of comfort. Even a slight 

negative movement in results can, therefore, induce this lack of comfort and 

may lead to a run on deposits. Islamic banks are, therefore forced to maintain 

an unusually high level of liquidity which adversely affects their profitability. 

 

Islam forbids the charging and payment of interest on borrowed money and 

emphasizes on social and economic justice and equality through distribution of 

wealth within the society. Since the first commercial Islamic bank had been 

established in 1975, these institutions have experienced fast global acceptance 

following these Islamic financial principles. With annual growth rates of 

between 15 percent and 20 percent, the assets of the Islamic finance sector are 

expected to reach the US $ 2 trillion mark by the year 201514.  

 

																																																								
14 Dubai International Financial Centre, (2010) Islamic Finance set to be $ 2 trillion industry globally within five years 
. Dubai International Financial Centre Press Release, 24 May, Dubai, United Arab Emirates. 
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The strong performance of the Islamic financial institutions during the global 

financial crisis has further enhanced the reputation of the sector as a legitimate 

alternative to the conventional financing system. However, the sector faces 

many challenges as it continues to expand globally. These challenges include the 

regulatory environment in some countries that limit the ability of Islamic 

financial institutions to offer certain financing products, and a lack of consumer 

knowledge about the system.15 

 

PROBLEM OF IMPLEMENTING ISLAMIC FINANCE IN INDIA 

 

In India the scope of Islamic banking is very large because 140 million Muslims 

live in India which is around 15 per cent of the Islamic population. According 

to Standard & Poor's Ratings Services the potential market is $4 trillion 

worldwide; therefore this can be a tool for enhancing economic development 

in India. This will provide opportunities to the laborers and the working class 

belonging to the community.  

 

There are several foreign banks operating in India, like Citibank, Standard 

Chartered Bank, HBSC are operating interest free windows in several West 

Asian countries, USA and Europe. The growing awareness about the concept 

among Indian banks and it is generally felt that there is a huge potential market 

in India for Islamic banking. Several banks in the country have shown an 

inclination to undertake this form of interest-free banking.  

 

However, unless proper regulations are in place to oversee this form of banking, 

it will not be possible for scheduled commercial banks to follow the Islamic 

rules of banking even in a small way. Islamic banking has been approved by RBI 

in India. This welcome development was expected after Dr. Raghuram Rajan 

took over as the governor of RBI, replacing D. Subbarao whose position on 

Islamic Banking was not favorable. Dr Raghuram Rajan, a former Chief 

Economist of IMF and the Chief Economic Adviser to the Finance Ministry, 

																																																								
15 Rammal , H .and Zurbruegg , R .( 2007 ) Awareness of Islamic banking products among Muslims: The case of 
Australia . Journal of Financial Services Marketing, 
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was the head of the Committee of the Financial sector Reforms-CFSR of the 

Planning Commission which recommended Islamic Banking to be approved in 

India. So, on August 6, 2013 Dr. Manmohan Singh approved Dr. Raghuram's 

appointment as the governor of RBI, people like us got fresh hopes, and RBI 

finally gave a 'Go ahead' to it. 

 

ISLAMIC BANKING CURRENT STATUS IN INDIA 

 

A remarkable step taken recently by the Government of Kerala launched a 

Sharia-compliant financial institution and wished to establish it by 2010, due to 

non approval of RBI it was not working. A study has been done by Ernst & 

Young to analyze the implication of the Central, State and Municipal taxes for 

establishing Islamic financial institution with the objective to grow into a full-

fledged Global Islamic Bank. This institution will be started with a share capital 

of Rs.1000 crores and the Kerala State Industries Corporation will have 11% 

share and remaining 89% from private investors. (RAQEEB, 2009) 

 

Islamic Banking And Agricultural Development- Islamic finance opposition is 

not only based on religious reasons and fears that that there is insufficient local 

expertise to sustain the industry, but also on a general level of ignorance about 

Islamic finance. But there is no barrier to non-Muslims who wish to use Islamic 

financial services. Islamic finance is meant for all mankind, irrespective of 

religion and with its moral objectives of promoting fairness and social 

development, it may also provide a solution to the problems of unemployment 

and poverty in the community. In the Indian town of Maharastra more than 70 

farmers committed suicide in 2008, because they had taken loans from banks to 

finance their grape crop, but due to unseasonal rain their crops were destroyed 

and they were not in a position to repay the principal amount with interest.  

 

Mr. Sahu lives in a district that recorded 206 farmer suicides last year. Police 

records for the district add that many deaths occur due to debt and economic 

distress. In another village nearby, Beturam Sahu, who owned two acres of land 

was among those who committed suicide. His crop was yet to be harvested, but 
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his son Lakhnu left to take up a job as a manual labourer. His family must repay 

a debt of 3000 and the crop this year is poor. Bharatendu Prakash, from the 

Organic Farming Association of India, told the Press Association: "Farmers' 

suicides are increasing due to a vicious circle created by money lenders. They 

lure farmers to take money but when the crops fail, they are left with no option 

other than death." Had there been a fully-fledged Islamic banking system in 

India, this may not have taken place. 

 

Islamic Banking and Inclusive Growth- Islamic banking operations could 

enable inclusive growth that the Indian government is relentless trying to 

achieve. Easier access to credit, little or no collateral requirements could help in 

penetration of banking facilities to even the lowest strata. Though it is criticized 

that Islamic banking credit comes at a larger cost, one could still argue that it is 

better to charge larger costs through profit sharing agreements than to totally 

deprive one of credit. Also, since the Islamic bank often gains a managerial 

control over the financed entity, the government might be expected to incur 

lesser cost on mobilizing tax revenues from these entities. 

 

CONCLUSION & RECOMMENDATION 

 

Islamic finance has grown very fast in recent years across the world at a growth 

rate 15-20 percent annually. The ethical principles of these financial institutions 

make them more attractive to the ethically-conscious lenders who want a 

socially just financial institution. More Muslim-clients are choosing to invest in 

Islamic financial instruments and solutions available through long-established 

Islamic banks from Muslim countries. Muslims, as well as non-Muslims, 

banking customers in the West are also increasingly attracted by the ethical 

Islamic model. Recognizing the importance of Islamic finance, many financial 

players have decided to respond to the market demands. This was particularly 

through establishing new banks, switching from conventional to Islamic 

methods of banking operations, the establishment of Islamic windows, moving 

from Islamic windows to separate subsidiaries, and shifting from being a bank-

like finance company to become a full-fledged bank. At the countries level, 
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European governments are trying to out-compete each other in setting a viable 

framework for establishing Islamic finance. 

 

The global economic crisis requires a long-term solution, however, for now 

many markets are finding the stability of Islamic finance as a potential solution. 

Several European Governments, as well as financial institutions, are looking for 

dependability in a market at a time when such a word is evasive. Islamic finance 

is providing the necessary security and peace of mind to a timid marketplace 

with its method of asset based transactions. For these reasons, European 

governments are undertaking the necessary requirements to foster the growth 

of Islamic finance by adjusting their banking laws to accommodate Sharia 

compliant transactions. The interesting query is whether a similar direction will 

be taken within the United States to aid in building a stronger. 

 

RECOMMENDATIONS 

 

Islamic financial institutions work far below their capacity because Islamic 

banking by itself cannot take root in the absence of the other necessary 

components of an Islamic financial system. A number of limitations will have 

to be addressed before any long-term strategy can be formulated. Improvement 

should be made in several areas to enhance and promote the Islamic financial 

services. However these areas need immediate action: 

 

Ø Financial engineering and financial innovation 

Ø Risk management and diversification 

Ø Non-bank financial services 

Ø Development of Capital Markets  
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