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Abstract

Emergence of Islamic banking in Bangladesh had been the result of some pertinent coordinated 

efforts from different premises. Historic among the efforts was the signing of the IDB Charter 

in the Dakar conference in 1974 by the foreign ministers of the OIC member countries. In this 

backdrop, the establishment of Islamic Development Bank in 1975, Government policy shift to 

encourage private initiatives in the banking sector of Bangladesh, Ministry of finance’s note to 
the Central Bank to take steps for opening Islamic banking branches in the state owned banks, 

Central Bank’s initiatives including sending of  survey delegation to the middle east, IDB’s survey  
mission to Bangladesh, local bankers and scholars taking steps to train up required people and 

local and foreign sponsors including IDB coming up with required capital and the Central Bank’s 
final nod made possible the historic stepping in of the first Shari’ah based bank in Bangladesh 
in 1983.

The emergence and success of the first Islamic bank in Bangladesh, removed doubts on the 
tenability of shari’ah banking and more banks came in to meet the demand of the market. Now 
eight full-fledged Islamic banks and fifteen conventional local and foreign banks with 825 

branches and windows are operating in the country with a market share 22% in assets and 19% 

in deposits registering higher growth, profitability and asset quality, and inclusion. More banks 
are now queuing in to covert to Islamic shariah based banking.

The incorporation of the provisions/terms of shari’ah banking in the Banking Company Act 
1991, the Central Bank’s supportive role by formulating a policy guideline for shari’ah based 
banks, Central Bank’s research on Islamic banking, separate DBI for shari’ah based banks at the 
Central Bank, formation of Central Shari’ah Board for Islamic Banks (CSBIB) and the Islamic 
Bank Consultative Forum (IBCF) have strengthened the cause of shari’ah based banking in the 
country.

Islamic banking has covered some good grounds in the past three (3) decades in terms of financial 
inclusion, channeling the untapped resources to national development to different sectors like 

industry, trade, agriculture, SME, microfinance, employment generation, poverty alleviation, 
CSR, green financing and so forth. 

Looking forward from here, Islamic banks in Bangladesh can and should work together for a 

unified vision of a poverty free and developed Bangladesh in line with the Central Bank’s mission 
of “promoting financial inclusion for inclusive growth”. In that perspective, Islamic banks will 
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have to build on their capacity in terms of manpower preparedness, promoting academic courses 

on shari’ah banking in public and private universities, seeking policy and regulatory supports 
as seen in some countries, bringing uniformity in terms of shari’ah compliance and innovative 
solutions to meet diverse needs of the clientele  and reaching its services to every doorsteps to 

achieve the vision. IBCF can take up the role of leading and coordinating the moves in this regard.   

1. Introduction 

Emergence of Islamic Banking in Bangladesh comes as a momentous event in the history of 

banking and finance of the country. The stage was set way back in the mid seventies when 
Bangladesh signed the charter of Islamic Development Bank (IDB) in 1974 and the IDB 

started its operation in 1975. From then onwards, concerted efforts were taken from different 
premises starting from Government level to Central Bank and different socioeconomic 

organizations. The commitment of the governments under the OIC framework to introduce 
Islamic way of banking in the member countries expressed in different summit and conferences 
paved the way for the preparations for establishment of the first ever Islamic Bank of this 
region in the soil of Bangladesh. The Government’s nod and the Central Bank’s initiatives 
were instrumental in making the dream a reality.

Islamic banking in Bangladesh has now completed 31 years. There are now around 825 
branches and windows of 8 Islamic Banks 17 conventional banks operating with an asset size 
that has crossed BDT1.00 trillion and having a share of more than 22% of the total banking 
industry. It is now time that we reflect of the Islamic banking operation of the country and 
look at the pertinent issues for the system to go forward with a mission of working together 
towards a vision of a poverty free self reliant Bangladesh.

In that premise, we take an attempt, in the following sections of this paper, to look at the 
background of emergence of Islamic banking in Bangladesh, present status of Islamic 
Banking in Bangladesh, share and contribution of Islamic banking in Bangladesh, steps that 
led to where Islamic banking is today, issues that need to be addressed keeping in view the 
prospects of Islamic banking in Bangladesh.

2.  Emergence of Islamic Banking in Bangladesh

2.1 Government Initiatives

With the historic signing of the IDB Charter by the Government of Bangladesh in the OIC 
Finance Minister’s conference (Dakar, August 1974), the initial step for setting up Shari’ah 

based banking in the country was taken. Subsequent important steps at government level 
include among others: 

�  Bangladesh government’s subscribing to the recommendation of OIC Foreign Ministers’ 
Conference (Senegal 1978) on taking systematic efforts for gradual establishment of 
Islamic banks in the member countries.

�  Mohammad Mohsin’s (Ambassador of Bangladesh in the UAE; 1979) letter to the Foreign 
Secretary recommending establishment of an Islamic bank in Bangladesh replicating 
Dubai Islamic Bank. 

�  Foreign Minister Prof. Shamsul Huq’s proposal in the OIC Foreign Ministers’ conference 

(Islamabad 1980), for development of an Islamic international banking system throughout 
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the member countries.

�  Statement of the President of the People’s Republic of Bangladesh in the 3rd OIC Summit 

Conference: “The Islamic countries should develop a separate banking system of their 
own in order to facilitate their trade and commerce.” (Makkah and Taif, January 1981).

�  Ministry of finance’s letter (April 04, 1981) to the Central Bank, to open on an experimental 
basis, Islamic banking counters at all the urban and rural branches of the nationalized 
banks and to keep separate ledgers for the same. 

�  Government’s decision (November 07 of 1981) to receive proposals for establishment of 
bank in the private sector.

2.2 Central Bank Initiatives

The Central Bank also had a very positive and supportive role led by its Governor Nurul 
Islam in the establishment of Islamic banking in the country. Central Bank initiatives include 
among others:

�  Sending of a research representative to study and observe the workings/operations of 
several Islamic banks of different countries (November 1980).

�  Bangladesh Bank Governor’s Inauguration of an international seminar on Islamic 
banking in Dhaka (15& 17 December 1980) and urging the participants to come forward 
to establish Islamic bank in Bangladesh. 

�  Submission of a report by the Research representative (January 1981) with recommendation 
to establish Islamic banking in the country.

�  Central Banks Governor Nurul Islam’s participation in the OIC Central Bank Governors’ 
conference in Khartoum. The Conference perused and discussed a report on progress of 
Islamic banking and its supervision in the member countries.

�  Inauguration of a 2 day seminar on Islamic banking at BIBM (18-19 March 1981) by 
Central Bank Deputy Governor M. Khalid Khan.

�  Decision of the 17th bankers’ meeting presided over by the governor at the Central Bank 
(April 13, 1981) to start Islamic banking operation at the metropolitan and district level 
branches of nationalized banks in place of all branches advised by the ministry of finance.

�  Attending of selected participants from Central Bank and commercial banks in international 
seminar and training courses (Geneva, 9-11 June 1981; Cairo, 29August – 17 September 
1981)

�  Decision of the 24th bankers’ meeting presided over by the governor at the Central Bank 
(October 16, 1982) to start Islamic banking operation at the metropolitan and district level 
branches of nationalized banks at the earliest.

2.3 Role of IDB (Islamic Development Bank)

Visit of an IDB delegation (November 1982) led by Dr. Selim Jafar Karatash to explore 
the possibility of participating  in the  establishment of  a joint venture Islamic Bank in 
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the private sector. The delegation recommended for IDB’s equity participation for a joint 
venture Islamic Bank in Bangladesh.

2.4 Local Private Initiatives

Working Group for Islamic Banking in Bangladesh (1979) and Bangladesh Islamic 

Bankers Association (BIBA 1980) led by Ex. Managing Director of Pubali Bank and 
Central Bank Deputy Governor M. Khaled  came forward to provide training on Islamic 
banking to bankers and economists to fill-up the vacuum of professionals and leadership 
for Islamic banks in Bangladesh.

2.5 The Inauguration in 1983 

The combined efforts from different premises as noted and finally the Central Bank’s 
approval for starting Islamic Banking in Bangladesh resulted in the dawning of Islamic 
banking in Bangladesh with the establishment of Islami Bangladesh Limited on March 
30, 1983 as the first Islamic Bank in South East Asia.

3.   Present Status of Islamic Banking in Bangladesh

3.1 Full-fledged Islamic Banks

At present there are eight full fledged Islamic Banks operating in the country. They are:
a. Islami Bank Bangladesh Limited (1983) 
b. ICB Islamic Bank 2008: (Incorporated in 1987 as Al Baraka Bank; Oriental Bank in 2002)
c. Al Arafah Islami Bank (1995)
d. Social Islami Bank Ltd. (1995)
e. Shahjalal Islami Bank Ltd. (2001)
f. First Security Islami Bank (1999; conversion to Islamic Banking in 2009)
g. Exim Bank Ltd. (1999; conversion to Islamic Banking in 2004)
h. Union Bank Limited (2013)

3.2 Conventional Banks with Islamic Banking branches and windows

a. Prime Bank Limited (1995)
b. South East Bank Limited (2003)
c. Premier Bank Limited (2003)
d. The City Bank Ltd. (2003) 
e. Dhaka Bank Limited (2003)
f. AB Bank Limited(2004)
g. Jamuna Bank Limited (2004)
h. Bank Asia Limited (2008)
i. Trust Bank limited (2008)
j. Standard Bank Limited (2009)
k. Sonali Bank (2010)
l. Agrani Bank (2010)
m. Pubali Bank (2010)
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3.3 Foreign Banks with Islamic Banking branches/windows 

a. Standard Chartered Bank (Saadiq; 2004)

b. HSBC (Amanah; 2004; Now closed)

c. Bank Al-Falah (2005; One branch)

3.4 Non-Bank Islamic Financial Institutions

a. Islamic Finance and Investment Ltd. (IFIL); 2001.

b. Hajj Finance Company Limited (2006)

4.   Share and Contribution of Islamic banking 

4.1 Share and Growth of Islamic Banks

Total deposit, 
Investment, import, 
export and remittance 
of the Islamic Banks/ 
Branches/ windows in 
December 2013 stood 
at BDT.1.198 trillion, 
BDT.1.02 trillion, 
BDT.696.48 billion, 
BDT.566 billion and 
BDT.306.27 billion 
holding market share  

of 19.3%, 22.2%, 
24.8%, 24.9% and 
28.3% respectively. 

The growth of deposit of conventional banks in last 5 years from 2009-2013 was 
22% which was 25.60% for Islamic banks. On the other hand, growth of investment 
(advances) for the same period of conventional banks was 20% which was 24.60% for 
Islamic banks.

4.2 Contribution of Islamic Banking

Islamic banks have diversified exposure in different sectors of the country. The share 
of Islamic banks in industrial sector is 19.8%, in the commercial sector 25.37%, in real 
estate sector 16.22%, in agriculture 3.43% and in transport 22.57% as on September 
2013 (SBS of Bangladesh Bank) shown in the graph below.
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5. Steps that led to where Islamic banking is today 

5.1 At the Global Stage

It is now well known that Islamic banking industry is one of the fastest growing sectors 
of the international financial system. In the mid-1990s, the size of world Islamic fiancé 
asset stood at USD150.0b which reached to USD1.80 trillion at the end of 2013 and 
value of Islamic fiancé assets is estimated to reach USD6.5 trillion in 2020. Assets with 
Islamic banks and Islamic banking windows worldwide have grown at a CAGR of 
20.40% between 2007 and 2012. Islamic fiancé has advanced to become an attractive 
alternative to the conventional financial system.

The Islamic banking segment dominates the global portfolio of Islamic financial assets 
with a share of 80.99% followed by Sukuk at 14.16%, Islamic funds 3.83% and Takaful 
1.02%. World Bank calls these developments as a new system of banking traversed 
from niche to mainstream.

� Growth factors influencing the increasing demand and supply

After the global financial crisis, financial authorities have started to focus on   
relationship between financial services and real economic fundamentals in order to 
revive and ensure global and domestic financial stability. This has to a certain extent 
benefited the Islamic finance industry as growing number of stakeholders are exploring 
Islamic finance and ethical finance, which are seen as potential remedies for excessive 
leveraging and speculative activities not backed by real economic fundamentals. In 
addition, Islamic finance is seen as an alternative mechanism that can continue to 
generate robust economic growth by supporting economic activities from funds raised 
through Islamic financial instruments such as Sukuk. 
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�  Factors contributing to growth of global Islamic financial assets 

Factors that have and are contributing to the growth of Islamic banking and finance at 
the global stage include among others the following:

Increasing demand

Growing demand from Muslim population for Shari’ah compliant financial solutions, 
reinforced with a growing desire for ethical-based financing solutions.

Regulatory Support 

Support from facilitative governments and regulatory bodies. Incentives are also 
introduced to accelerate the growth of the industry.

Value proposition of Islamic finance 

Different contractual modes in Islamic finance are able to cater for the wide spectrum 
of risk profiles, ranging from low risk sales and leased-based modes to the high risk 
equity-based modes of financing

Financing gap

Islamic financial instruments can act as potential tools to reduce the financing gaps and 
act as alternative fund raising mechanisms to boost economic activities.

Tap wider base of wealth 

Abundant liquidity flows from recycling of petrodollars generated by high oil prices 
over the years

5.2 Factors Contributing in the Growth of Islamic Banking in Bangladesh

� Government Level Steps

Incorporation of Islamic banking terms in the amended banking company Act 

1991: At the behest of the Central bank, the Banking Company Act 1991 incorporates 

some basic Shariah banking terminologies and products which has paved the way for 
developing further clarity and awareness among the practitioners and stakeholders.

Islamic Banking Act discussed: In a meeting with the Parliamentary Standing 
Committee of the Ministry of Finance in 2011, the matter of formulating an Islamic 
Banking Act was placed by the IBCF.  The standing committee agreed to consider the 
matter. 

� Bangladesh Bank Steps

Central Bank’s mission: The Central Bank’s Mission/slogan “promoting financial 
inclusion for inclusive growth” goes in line with the spirit and objectives of Islamic 
banking or Shari’ah based banking. Responding to the call of the Central Bank as well 
as at their own accord Islamic banks are trying to reach to the people by opening of 
accounts for farmers, students, industry workers which is leading towards inclusivity 
in banking.
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Allowing different combination of banking: The Central Bank has allowed 
Establishment of full-fledged Islamic Banks, latest among them is the Union Bank 
Limited, conversion of conventional banks to Islamic banks, opening of branches and 
windows by the conventional banks which have allowed expanding the coverage of 
inclusion. 

Formulation of Guideline for Shari’ah based Banks: One of the most important 
steps from the Central Bank’s part has been the formulation of “Guidelines for Islamic 
Banking” in 2009 that contains policy and operational guidance for the Islamic banks 

in Bangladesh. This has strengthened the basis of Islamic banking in Bangladesh. 

BGIIB (Bangladesh Government Islamic Investment Bond): Bangladesh 

Government Islamic Investment Bond designed by the Central Bank for 6 month 
tenor is another step forward towards development of useful monetary instruments for 
Islamic banks.

IIFM (Islamic Interbank Fund Market): Another initiative from the Central Bank 
that meets the overnight fund requirement of Islamic banks from interbank sources 
through the Central Bank. This allows Islamic banks to collect fund from the Central 
Bank in case of need.

Refinancing under Shariah compliant modes: The Central Bank is allowing 
refinancing facility to the exporters from Bangladesh Bank’s Export Development 
Fund through the Islamic banks under Shari’ah compliant modes. Refinancing facility 
for SMEs of Shariah based banks is also going to get underway soon.

Different inspection team for Islamic banks: Bangladesh Bank has constituted 

separate inspection team for inspection of the Islamic banks in Bangladesh which 
has strengthened the compliance position of the Islamic banks and created scopes for 

improvement in this regard.

Collaboration with International Islamic Finance Regulatory bodies: The Central 
Bank is maintaining close touch with international standard setting bodies like IFSB 
and AAOIFI to remain abreast with the developments in the Islamic finance world.

Arrangement of training, workshops, and seminars: The Central Bank is 
periodically arranging separate training courses, seminars and conferences at BIBM 
and BBTA on topics and issues on Islami Banking and finance attended by participants 
both from Islamic banks and conventional banks which caters to building of awareness 
and capacity at different levels.

Appreciation of growth and performance of Islamic banking: Bangladesh Bank in 

the latest financial stability report (July 2013) appreciated the performance of Islamic 
banks in Bangladesh as faring better that their conventional counterparts in terms of 

growth, asset quality, and equity base, ROA and ROE which is an incentive for other 
operators to take up Islamic banking.

The Central Bank Governor’s Remarks of Islamic Banking: The Central Bank 
governor, Atiur Rahman, in a September 2013 international seminar on “Prospects 
and challenges in the development of Islamic Finance for Bangladesh” hosted by 
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Bangladesh Bank and organized by IFSB, characterized Islamic banking as “having 
robust customer demand, higher capital adequacy ratios, lower non performing loan 
ratios, fared better than conventional ones, set to grow further with time”. He also termed 
Islamic Banking as “value driven & ethical, speculation averse, risk sharing, greater 
inclusivity and stability supportive, having significant engagement in agricultural, 
SME and microfinance”.

     5.3 Organizations at Private Level

�  Islamic Bank’s Consultative Forum (1995) 

The problems and issues relating to the growth and development of Islamic Banking 
in Bangladesh are discussed at the Forum and common strategy and policies are 
formulated for implementation 

� Central Shari’ah Board for Islamic Banks in Bangladesh (2001)

The main objective of CSBIB is to provide overall cooperation and assistance to the 
government, Central Bank, regulatory authority and its member banks and to coordinate 
to move on the right track for Shari’ah compliant Islamic banking in Bangladesh.

6. Prospects and Recommendations

       6.1   Prospects

The growth of Islamic Banking from the inception as well as in the recent years 
(Annualized deposit growth of Islamic Banks in last 5 years 25.60% and growth of 
investment was 24.60%), growth of Islamic Banking in the world Islamic banking 
arena (Islamic banking at world stage grew at 20.4. % per annum during 2007-2012), 
respectable marker share (19% in deposit, 22% in assets), Huge untapped areas and 
unbanked people (around 45%), confidence of the people on the Shari’ah based 

Banking all speaks in favor of good prospect of Shariah based banking in the country.

Apart from this there are enormous opportunities for banks in this region to expand the 
Islamic banking and finance industry in order to support the fast growing economies. 
Islamic finance is able to support many strategic areas namely financial inclusion, 
infrastructure investment needs etc.

    6.2 Recommendations

Setting a unified vision: Islamic banks and financial institutions need to work closely 
together with the united vision of taking the industry to the next level to be in a stronger 
position to contribute for the socioeconomic development of the country.

Strengthening the ecosystem of Islamic banking and finance Industry: The 
practitioners and the stakeholders in the field of Islamic banking, finance and insurance 
need to work in coordination with the support of regulatory institutions for coherent 
and sustainable development of the Islamic finance ecosystem aiming at greater 
contribution to the economy.

Maintaining growth: Islamic banks need to demonstrate and maintain higher growth 
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and efficiency as they have done in the past 3 decades in order to attract other operators 
in the market towards Islamic banking and to convince the  regulators to allow opening 
of more Islamic banking branches/windows or conversion to Islamic banking as the 
case may be.

Standardization and uniformity in Shari’ah compliance: Standardization and 
uniformity in line with the AAOIFI, IFSB and/or Central Shariah Board for Islamic 
Banks of Bangladesh standards in order to maintain the standard of Shari’ah Banking, 
and gaining confidence of the customers and the regulators.

Building on the capacity already built: Islamic banks and financial institutions have 

to further build on the capacity already developed in terms of manpower preparedness; 
Shari’ah based IT solutions, efficient systems, customer base and regulatory supports 
in order be in a position to meet the demand of the time and meet the challenges

Promoting academic courses on Shari’ah banking: Islamic banking now constitutes 
20% of the banking industry of the country, but there is lack of people with academic 
background on this field. Islamic financial institutions can place this demand to and 
also promote inclusion of academic disciplines in the public and private universities. 
The banks may also facilitate opening of branches of recognized academic and 
professional institutes on Islamic banking and finance like ICLIF (International Centre 
for Leadership in Finance, Malaysia), INCEIF (International Centre for Education in 
Islamic Finance, Malaysia) ISRA (International Shariah Research Academy, Malaysia), 
AIMS Islamic Finance, UK etc.

Diploma/MBM on Islamic banking: The institute of Bankers Bangladesh may offer 
separate diploma on Islamic banking and Bangladesh Institute of Bank Management 
can offer Masters/M. Phil Program for Islamic Bank Management to build equipped 
manpower for the sector.

 Apex training Institute: Islamic banks in Bangladesh may also think and go for an 

apex training institute for all Islamic banking and finance institutes for higher level 
training and research in the field of Islamic banking and finance. 

Innovations and creativity: Islamic banks have to work on innovations and creative 
solutions to meet diverse needs of the customers complying the Shari’ah principles and 

also applying diversified modes of investments particularly the financing modes viz. 
Musharakah and Mudarabah. Central Bank may come up with supportive regulatory 
provisions and frameworks to introduce these modes fostering profit-loss sharing 
financing – setting a direct relation between the banking and real economic activities. 

Creating Shari’ah awareness: Shari’ah awareness and understanding among the 
clients have not grown in proportion with the business growth that the banking system 
has achieved. Shari’ah based banks, branches and windows have to work on this area 
to develop a mindset of customers for sustainable growth of the system.

Central Bank products on Islamic Banking: Islamic banks need to work closely with the 
Central Bank to come up with solutions for refinancing, short term monetary instruments 
(7 days/15 days etc.) to meet short term liquidity needs and to reach to the customers with 
low cost funds to maintain competitiveness and for nascent industries and sectors.
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Mobilization of Zakat, Waqf and Quard: Islamic banks are better positioned to 

mobilize Zakat, Waqf and Quard from the solvent segment of the population which 
can be utilized for social inclusion and poverty alleviation, It is estimated that 25% of 
the population are liable to pay Zakat and 23% of them are eligible to receive Zakat. It 
is also estimated that, about BDT 25000 crore (250 billion) of Zakat can be mobilized 
every year in Bangladesh.

Seek further policy and regulatory supports: Islamic Banks also need to seek more 

policy and regulatory supports in terms of bringing the system under a comprehensive 

Islamic Banking Act and other issues like placing the matter of opening of more 

branches and windows convincingly for steady growth of the system and to take the 
Shari’ah based banking services to every door steps for greater contribution to inclusive 

growth of the country.

7. Conclusion

Islamic banking has covered good grounds in 3 decades from its inception. It is poised 
to make a strong step forward towards the next level of the journey working closely with 
all stakeholders for a unified vision of making the country self reliant and poverty free. 
An integrated approach to financial inclusion with fairly superior customer services 
and operational acumen can bring the system to that level.
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Islamic Banking : Based on Human Needs

Mohammad Abdul Mannan

Managing Director, Islami Bank Bangladesh Ltd.

New Horizon of Islamic Banking

The modern banking system has its origin back in the European Re-
naissance and Industrial Revolution. In the aftermath of the political 
victory of Europe, the intesest based lending system expanded across 
the globe including the Muslim World. In this period, the Muslims 
failed to catch hold of the continuity of the economic culture based 
on welfare and development that they had for thousand years.Within 
a few centuries, the Economist in their 1994 edition “Survey of Islam 
and the West”commented, “During the last couple of centuries, one 
of the remarkable successes of Islam is to launch the Islamic Banking 

what may be embraced by the west”.

In the early satges, Islamic Banking was limited to thoughts and ideas only. The high hopes of 
building a financial and banking system based on Islamic tenets were intensified in the newly 
independent Muslim countries during the 1940s and 1950s and in that backdrop, the first Islamic 
bank of modern times was established in Egypt in 1963. After five years of launching Islamic De-
velopment Bank (IDB) in 1975, in the later part of the 1970’s, more than 20 Islamic banks were 
established in different countries of the world. Sheikh Said Ahmed Lutah founded Dubai Islamic 
Bank in 1975. In 1977, Faisal Islami Bank was established and two more Islamic banks were set 
up in Sudan. In the same year, Sheikh Ahmed Ba’ji Al Yeasin established Kuait Finance House. 
Along with the East, Islamic banking got underway in Denmark, Luxemberg, Switzerland, and 
the U.K. At the end of the 1980s, more than 100 Islamic banks came into existence and the num-
ber of branches exceeded 10,000

In the 1990s, Islamic banks drew huge response and enthasiasm globally among the bankers and 
the economists. At the end of the 20th century, more than 300 Islamic banks and other financial 
institutions came into being. With the initiative of ‘International Association of Islamic Banks’ 
the relations and cooperation among the Islamic banks got strengthened. In the first decade of the 
twenty first century, Islamic banking achieved remarkable success. In the meantime, the number 
of Islamic banks and Financial Institutions has reached to above 700 in 75 countries. At the end of 
2013, the asset size of the Islamic banks woprldover crossed USD1.80 trillion dollar & estimated 
to reach at  USD 6.50 trillion by 2020.

In Bangladesh, Islamic banking took off in 1983. Following the widespread acceptance of Islami 
Bank Bangladesh Limited (IBBL) - the first ever Islamic bank in South East Asia, more banks 
have come forward to join the march and by now there are around 800 branches of 8 Islamic 
banks including 17 Islamic banking branches of conventional banks, and 24 Islamic banking 
windows of six government and private commercial banks operating with an asset size that has 

crossed BDT1.00 trillion and having a share of  more than 20 per cent of the total banking in-
dustry. Some more banks are in the queue for conversion into Islamic banking. In response to 
the recent success of Islamic banking, in a seminar of Standard & Poor’s in September 2012 it 
was mentioned, “Islamic banking has already emerged as a viable alternative to the conventional 
banking system. In fact, in the context of the global financial crisis, Islamic banking has appeared 
as a worthy substitute for the conventional system of financing that has been shattered by the 
global financial meltdown.”
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Objective of Islamic banking

Islamic banking arrived with a new premise, commitment and set of value propositions distinct 
from the conventional system. The propositions include essentially abstaining from elements of 
Riba i.e. interest in all the operations and manifesting commitments to the principle of Shari’ah as 

embodied in the OIC definition of an Islamic banks. Considering that the objective of Shari’ah is 

to ensure universal welfare, Islami banking endeavors to formulate policies and procedures in line 
with the spirit of Shari’ah to ensure economic well being of the people and the community where 
it operates. The objective of Islamic banking is, therefore, to ensure welfare by way of bringing 
people from all walks of life under financial network, ensuring equitable distribution of wealth 
and pursuing a policy of prioritizations and adopting the mechanism prescribed in the Shari’ah. 

Islamic Banking and its uniqueness

The purpose of Islamic banking system is to put into practice the economic and financial princi-
ples of Islam within the banking areana. Islamic banking is such a financial intermediary which 
does not entail taking and receving of interest. Moreover, its activities are designed in a way 
that contributes towards achieving the goals of Islamic economy and towards ensuring equity in 
the economic field. Islamic banks function to eliminate discriminations in financial transactions, 
business, and commerce. They aim at establishing equity and justice as well as at building social 
infrastructure and creating employment opportunities.    

Islamic banking follows the common natural practices in use for financial dealing of common men. 
The uniqueness of Islamic Banking in comparison to the conventional bnaking is not only that it 
operates interest free. Instead of focusing only on profit making, this system of banking centers 
round welfare of the vast majority and towards building socio economic justice by way of giving 
priority to meeting basis needs of the people. The driving force of Islamic banking system is the 
principle of prioritization for collective good rather than personal gains. One of the major strategies 
of this banking system is to strike a balance between social and economic development by way of 
following the disciplines of ethics and morality. Islamic banks do not engage in buying and selling 
of money, rather it signifies itself by engaging into real transation based dealings and into opera-
tions based on mutual cooperation and compassion that goes with the human nature and instinct. 

In the conventional concept, the client and bank have a debtor-creditor relationship. On the other 
hand, Islamic Banking does not regard money as commodity of trade. In fact, money itself is not 
a product. It’s a medium of exchange. The role of money is that of a measure, standard, and store 
of value. So, it is not natural to earn profit by way of trading money like other products. Profit 
is the result earned by the entrepreneur investing money as capital, labor, and time. That profit 
is not pre-determined or certain. Profit is uncertain; on the contrary, interest gained from trading 
money is pre-fixed, and certain. In this case, one party is sure about gain but the other is not. In 
every business there is risk of loss but in the business of interest there is no risk or uncertainty 

accepted by the lender.

The business of trading money is prohibited in every religion and philosophy of the world. The 
world renowned philosophers like Plateo, Aristotle have denounced the injurious aspects of inter-
est. The ancient Greek philosopher Plato condemned interest as anti-human, unjust, oppressive, 
and as an artificial business. According to Aristotle, the only natural purpose of money, and that 
is ntural, is to act as a medium of exchange to meet mutual human needs. 



15Islamic Banks Consultative Forum (IBCF)

The interest making business concentrates wealth of the low income masses into the hands of 
a few. Eventually, the interests earned are amassed at the control of even fewer people. On the 
contrary, Islamic banking is based on the principles of circulation of wealth. In verse 7 of Sura Al 
Hashr Allah ordaines ‘Wealth should not circulate solely among the rich of you’. Islamic banking 
promotes growth of productions and emphasises on equitable distribution of income from the 
products produced. The essence is not only to increase production but to prioritize the items of 
production and reach the outputs to maximum beneficiaries.

Deposit and Investment Policies of Islamic Banking

In collecting deposit and investing money, Islamic Banks apply distinct principles and methods. 
Islamic banks portray savings with the idea that, through savings, the depositors are not only bene-
fitting themselves but also discharging a social responsibility.With this view, Islamic banks encour-
age building saving habits. Islamic banks do not look for only large sum of savings; rather, they 
endeavour to channel the savings from small and micro depositors to the national fund flow stream.  

The relationship between Islamic banks and the depositor is governed by Mudaraba Principle. 
Here the client acts as ‘Saheeb-Al-Maal’ or owner of fund and the bank acts as ‘Mudarib’ or 
manager or user of the fund. According to this code, Islamic banks invest these funds in sharia 
approved and welfare oriented sectors applying approved modes. The profit earned is shared by 
the client and mudarib as per covenants of the contract. The loss, if any, is born by the Saheeb-Al-
Maal and the time, labor and the skills that are invested are treated to be the loss of the Mudarib. 
In this system, risk is not borne by one party only, the depositors also share the risks.

Islamic banks receive current deposits on Al-Wadia principle of Islamic Shariah. Under this prin-
ciple, the client deposits his/her money for safe keeping without expecting any returns. Bank 
commits to return the money to the depositors on demand. Bank can use this fund for Shairah com-
pliant purpose with permission from the depositors. Islamic banks follow three major modes for 
deploying funds: 1. Musharaka or partnership mode; 2. Bai or commodity trading mode; 3. Leas-
ing or rental mode. In leasing mode bank facilitates purchase of any equipment or rentable asset 
under equity participation. After purchase, the bank allows the client to use its portion of the asset 
on rental basis. The client gradually pays the principal amount and acquires ownership of the asset.

In deployment of funds, the basic principle of Islamic banking is that both the area and method 
must be shariah approved. Besides, the investment sector is selected in such a manner that the 
demands of basic needs of the people can be met as per order of precedence. First and foremost 
priority is ‘Jaruriat’ or basic needs. ‘Hajiat’ or comforting goods comes later. After meeting the 
above two needs, investment may be allowed for ‘Tahsaniat’ or Luxurious items. This balanced 
approach greatly influences the investment operations of Islamic banking. In investing the funds, 
Islamic banks must endeavour to realize the objectives of shariah i.e. the maqasid-e-shariah of 
human and universal welfare. For that reason, Islamic banks keep eyes on the factors like size, 
sector, purpose, and geographical locatons while making the investment decisions.  

Based on how limited resources are utilized for welfare of greater number of people, the efficien-
cy of an Islamic bank is measured. An Islamic bank can not invest funds for luxury items only 
on profit consideration; rather the investment decisions would be prioritized keeping in view the 
basic needs of common man. Another priority of of Islamic banking is to invest in import substi-
tute projects for higher employment generation in underdevelopment areas. Islamic banking also 
takes care that people from all areas of the land have a balanced growth in terms of their economic 
upliftment and reducing the gaps among them.
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Islamic banking in socio-economic welfare

There was a time when people thought that banks can not run without interest. That notion has 
already been proven wrong. Islamic banks and other financial institutions have been able to prove 
that banking is possible by way of abstaining from the elements of interest through engaging into 
buy/sale of goods or on the basis of business on profit and loss sharing /partnerships or on the 
basis of lease agreements. People who remained outside the banking fold find a reliable home 
for them to meet their banking needs.Empowering the poor and the deprived by way of financial 
inclusion falls under the major actions plans of Islamic banking. Bearing this in mind, Islamic 
banking has offered diversified banking services that have brought huge number of the people 
under the network of banking.

Through investments, Islamic banking works for overall socio-economic development of the 
country with the spirit of welfare and upliftment of the underdeveloped areas. As a result, there 
is increase in the industrialization and employment opportunities. Islamic banks are contributing 
significantly for self-employment, and promoting small and medium industries by investing in 
SME sector. Apart from that, Islamic banks have numerous welfare oriented investment projects. 
These projects are contributing towards improvement of standards of living of the lower and 
lower-middle income groups. 

Role of Islamic banks in alleviation of poverty deserves special mention. IBBL introduced Islam-
ic way of micro finance through its Rural Development Scheme (RDS) in 1995 aiming at alle-
viation of rural poverty rather than focusing on profit. An amount of Taka 81923.97 million has 
so far been disbursed through the RDS program of IBBL among 0.80 million beneficiaries in 16 
thousand villages of 64 districts across the country. In 2012, this bank launched another program 
titled Urban Poor Development Scheme for urban poor of the country.

Islamic Banking means green banking. In all activities, Islamic Banks uphold the welfare of the 
people based on just principles. Islamic Banking is playing an imperative role in greening the bank-
ing sector. Keeping an eye on universal welfare, Islamic banks do not invest any amount in tobacco, 
drugs, or any other sector harmful to the environment. Islamic banking believes in transparency 
and not in shady activities. From the very beginning, Islamic banks have been playing their role 
for greater involvement of women in development activities. At least 85% of IBBL microfinance 
investment clients are women. The product of Mohar Account has become a popular way of woman 
empowerment and allowing their counterparts to fulfill their religious obligations with ease. 

Conclusion

Islamic banking has moved ahead through research, trials and experiments to demonstrate its 
operational success.The inherent spirit and the depth of its ethical standards have created high 
hopes for the system to manifest itself  as an alternative model or stable mainstream banking for 

the world of tomorrow. In the last three decades, Islamic banking in Bangladesh has grown fast 
and the contributions of this system to the socio-economic fields have opened up new horizons of 
prospects. All Islamic banks, Islamic Bank Branches, and Islamic Banking Windows are working 
together in the fields of products and systems development. These Banks can work further togeth-
er to make the system more understandable to the common people. Thus the system congruent to 
the human nature and needs can advance by way of ensuring continuity of its success to achieve 
the goal of inclusive growth.
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Islamic finance has an important role to contribute for enhancing 
socio-economic development of the poor and micro-entrepreneurs 
without charging profit. Islamic finance offers various ethical schemes 
and instruments that can be advanced and adopted for the purpose 

of microfinance. Comparatively, Quard–e-Hasana, Murabahaha, and 
Ijarah schemes are easy to manage, and ensure financing through 

the capital needs (Quard-e-Hasana), equipments (Murabaha) and leased equipments (Ijarah) 
for potential micro-entrepreneurs and the poor. Participatory schemes such as Mudaraba and 
Musharaka, on the other hand, a great potential for microfinance purposes as these schemes can 
satisfy the risk sharing needs of the micro-entrepreneurs. 

The Directions of Holy Quran: Who is it that will lend Allah a Quard–e-Hasana which He will 
multiply for him (the lender) many times? 

The Directions of Hadith: The Prophet (Saw) reinforces this principle of cooperation and mutual 
assistance. “Believers are to other believers like parts of a structure that tighten and reinforce each 
other.” (Al-Bukhari and Muslim). 

Originally, Islamic financing schemes are argued as having moral and ethical attributes that can 
effectively motivate the micro-entrepreneurs to thrive. These schemes, however, require specialized 
skills in managing risks inherent in the structure of the contracts. In theory, different schemes can 
be used for different purposes depending on the risk profile of the micro-entrepreneurs.

Challenges of microfinance for commercial Banks:

Ø Too Risky

Ø Too Expensive

Ø Involves Socio-economic and cultural barriers

Advantages of Commercial Banks

Ø They are regulated institutions fulfilling the conditions of ownership, financial 
disclosure and capital adequacy.

Ø They have physical infrastructure.

Ø They have well-established internal controls and administrative and accounting 
procedures.

Ø They have cost effectiveness and profitability.
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Obstacles of Commercial Banks

Ø Failure of commitment of entrepreneurs

Ø Centralized/urban organizational Structure of commercial banks

Ø Financial Methodology of commercial banks

Ø Shortage of adequate manpower to work in rural areas

Ø Poor cost-effectiveness

Ø Regulation and Supervision problems

Advantages of Islamic microfinance

Ø Ensures basic needs of human being

Ø Maximizing welfare through its activities

Ø Freeing  humanity 

Ø Ensure circulation of wealth

Ø Transfer payment (Zakat, waqf)

Ø Take an approach of fellow feelings

Ø Avoiding abuses & overuses of wealth and 

Ø Take a view of overall financial inclusion.

There are 255 Islamic microfinance institutions in South Asia, East Asia and Pacific, Sub-Saharan 
Africa, MENA (Middle East & North America), Europe and Central Asia. In Bangladesh 24 
Banks are providing islamic microfinance services through their 800 branches. Their investment 
has crossed Tk.1.00 trillion. IBBL has two programs named RDS (Rural Development Scheme) 
and UPDS (Urban Poor Development Scheme) for islamic microfinance.

The year 1970 can be seen as the hour of birth of microfinance in Bangladesh led by Novel 
Laureate, Dr. Yunus under the name of “Jobra” experiment. The Grameen Bank is pioneer in 
distribution of small loans directly to poor people to generate income by themselves. In Islamic 
microfinance there is not permissible to charge, pay or receive any fixed, predetermined rate of 
return on financial transaction. The RDS of IBBL is a successful example of Islamic Microfinance. 

Prospects of Islamic Microfinance in Bangladesh.

In Bangladesh demand for financial services among the poor is remarkably high due to their lack 
of access to alternative and affordable institutional sources.  

Challenges of Islamic Microfinance in Bangladesh.

Ø Innovational Shortfalls

Ø Lack of favorable rules and regulations
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Ø Lack of Funds

Ø Lack of operational efficiency and poor capacity building

Ø Unfavorable political scenario and negative propagation of media

Ø Dealing with irrational clients

Islamic Microfinance Models: 

As the Islam is not only a religion in compare to other religions but also a complete code of all 
mankind. The Islamic Micro Finance Models have been formed through the concept of Islamic 
“Shariah” in the finance i.e. Mudaraba, Musaraka, Murabaha, Bai-Muajjal, Bai-Salam  & Ijara. 
The most useful and popular Islamic microfinance models are:

a. Mudaraba Microfinance Model: Mudaraba is one of the most popular ways of Islamic 
microfinance where, a partnership contract has been occurred between micro-enterprise 
(called mudarib & microfinance financiers (called rabb al-mal) for making business on the 
basis of predetermined profit sharing. 

b. Musaraka Microfinance Model: Musaraka is also equity partnership contract between two 
partners as like as mudaraba contract, but the basic difference is that in the former both the 
partners participate in the management and the provision of capital, share the profit and loss. 
Profits are distributed between the partners in accordance with the ratios initially set, whereas 
loss is distributed in proportion to each one’s share in the capital. 

c. Murabaha Microfinance Model: The murabaha contract is similar to trade finance in 
the context of working capital investments and to leasing in the context of fixed capital 
investments. Under such a contract the microfinance program literally buys goods and resale 
them to the micro enterprises for the cost of the goods plus a markup for administrative costs. 

d. Bai-Muajjal Microfinance Model: Bai-Muajjal is another product of Islamic microfinance 
where Microfinance Institutions sale the goods on investment to the members i.e. a sale in 
which goods are delivered immediately but payment will be deferred with mark up profit. 

e. Bai-Salam Microfinance Model: Bai salam means a contract in which advance payment is 
made for goods to be delivered later on. The seller undertakes to supply some specific goods 
to the buyer at a future date in exchange of an advance price fully paid at the time of contract. 

f. Micro-Leasing (Ijara): The term Ijara means leasing or hiring of a physical asset. Ijara is also 
a contract between Microfinance Institutions & its member where Microfinance Institutions 
lease their assets to the borrowers to use within the certain time on the basis of rental mode. 
It is a popular debt-based product in which the Microfinance Institutions assumes the role of 
a lessor and allows its client to use a particular asset that it owns.

g. Ijarah thumma Al Bai (Hire purchase): Parties enter into contracts that come into effect 
serially, to form a complete lease/buyback transaction. The first contract is an Ijarah that 
outlines the terms for leasing or renting over a fixed period, and the second contract is a Bai 
that triggers a sale or purchase once the term of the Ijarah is complete. For example, in a car 
financing facility, a customer enters into the first contract and leases the car from the owner 
(bank) at an agreed amount over a specific period. When the lease period expires, the second 
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contract comes into effect, which enables the customer to purchase the car at an agreed to 
price.

h. Ijarah-wal-iqtina: A contract under which an Islamic bank provides equipment, building, 
or other assets to the client against an agreed rental together with a unilateral undertaking by 
the bank or the client that at the end of the lease period, the ownership in the asset would be 
transferred to the lessee. 

Characteristics of Islamic Microfinance 

The Islamic economic system is based on justice, equity and welfare. Islamic economic seeks to 
establish a broad-based economic well-being with full employment and optimum rate of economic 
growth. It brings socio-economic justice and equitable distribution of income and wealth. Islamic 
economic also ensures the stability in the value of money to enable the medium of exchange to be 
a reliable unit of account and a stable store of value. 

Other modes of Islamic microfinance. 

Beside these, Islamic microfinance can be ensured through the following modes: 

SL Modes SL Modes

1 Zakat 14 Waqf.

2 Usr 15 Zarair (provide assistance according to need)

3 Kaffarah 16 Minah (provide production utensils for a fixed period)

4 Fidia (for fasting inability) 17 Agri Investment

5 Muhr 18 Women Entrepreneur

6 Sadaqatul Fitr 19 Bio-gas

7 Nafaqat (bearing expenses of wife) 20 Student A/c, School Banking

8 Korbani 21 Green Banking

9 Akika 22 Mobile Banking

10 Najar/ Manat 23 CSR activities

11

Sadaqat-e-Nafele (provide 
assistance to poor only to please 

Allah)
24 SME Finance

12 Hiba 25 Quard -E- Hasana

13 Wasiat 
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Recommendation

To overcome the challenges, Islamic Microfinance Institutions need to apply some policies. These 
are:

Ø Islamic Microfinance Institutions need to be more innovative to meet Muslim/non-muslim 
clients’ demand.

Ø A strong research and development (R & D) cell should be developed.

Ø Training is very important for developing knowledge and skills.

Ø To ensure favorable rules and regulations in order to obtain government funds and support for 
promoting Islamic Microfinance (IMF).

Ø A strong central body could be established which would negotiate with government and 
donors.

Ø Further expansion of Islamic NGO-MFIs. 

Conclusion

Islamic banking and finance is a “mirror of the sea” for until and unless we have the courage 
to explore its depth, we would never be able to uncover the treasures that reside within. Islamic 
banking promises vast opportunities and benefits for all. Its integration into the financial system 
will contribute towards achieving our shared aspirations for financial stability to ensure balanced 
growth in the national economy. 


