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EXECUTIVE SUMMARY

Despite the numerous achievements of Kerala model of development, Kerala 
still have people without basic amenities, high unemployment and all kind of 
inequalities. Majority of the backward population have not strong involvement 
in the financial activities of the state because of high interest rate charged by 
the conventional banking system. They have been hooked in the trap of either 
money lenders or suicides. Therefore, present work tries to propose Islamic 
banking, as an alternative for bringing financial improvement with equality in 
the God’s own country. This study intends to analyse the feasibility of Islamic 
banking in India and its significance for economic growth and development of 
the concerned economies. This study further extends its scope to understand 
the existing problems in conventional banking system, favourable condition 
and challenges for the establishment of this interest free finance system 
in the economy. Present work specifically analyse the condition of nine 
institutions and their customers, are operating on the basis of interest free 
financial system which spread across Kerala to know about its applicability 
in the economy. Study highlighted the need for the establishment of interest 
free financial system not only as an element for financial equality but also 
as an alternative source of revenue for state government. Work also suggests 
favourable measures to adopt Islamic banking in Kerala. 
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CHAPTER-1

Introduction

We are living in a world with a deep level of inequality in every sense. In other words, 
when we look into the surroundings, we can see several countries experiencing higher 
development on one side, and some other group of countries passing through a low 

level of growth and development. Why this kind of deep inequality persists in the world? It is a big 
question. As we know if a country needs to reach a higher stage in the path of development, that 
particular nation should achieve high growth with structural changes in financial, social, cultural, 
political and in all aspects of the economy such as financial, social, cultural and political realm. 
When we look into the third world countries like India, they are far away from the socio, cultural, 
political and economic transformation of the society from every angle. Despite the seventy years 
of Independence India still facing acute unemployment, the majority of Indians are unable to meet 
the basic needs, economic disparity or economic inequality reached its apex level. Obviously, it is 
the hour to rethink our developmental path and makes solutions to rescue India from these social 
evils. In this context, we can propose financial improvement with equality as a remedy to improve 
the present condition in India. Kerala state remains a special case with diversified traits among 
other states of India. Our study focuses this unique state which is popularly known as god’s own 
country having high literacy, less gender inequality, low ethical issue and high gulf migration etc. 
Despite the third stage of demographic transition, Kerala faces high unemployment too. This study 
intends to suggest Islamic banking as a strategy to improve the present financial condition of the 
state, as well as the nation and thereby improving the overall equal and inclusive development of 
the economies. 

1.1 Islamic Banking
Islamic banking is a part of Islamic finance, which is a well-known system in Islam. Islam, a 
practical way of life, which shows the guidance for mankind in all walks of life. Islamic banking 
or ‘shariah’ compliant finance is an interest-free banking system based on ‘shariah’ principle. It 
operates based on two fundamental parameters of Islam namely ‘halal’ and ‘haram’ and it’s a part 
of Islamic economics (Siddiqui, 1995). It is distinguished from the conventional banking system. 
The major difference is that financial services of collecting and paying of interest are prohibited in 
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Islamic law. Like all banking system, This Interest-free banking system is also based on ascertain 
source of law. The primary sources are the Holy Quran, Sunnah, and consensus of legal scholars. 
Conclusion by analogy, customary law, own approval certificate come under the secondary source 
category. The significant attention in Islamic banking is given to ‘shariah’. Islamic banking is 
based on the PLS system (Shakeela Banu,2014)that is profit sharing, and loss bearing system on 
one hand and prohibition of riba, interest rate or usury from lenders and borrowers on the other. In 
addition to the no-interestt rule, it also revolves around another principle such as the prohibition 
of high-risk ventures, gambling, dealing in certain forbidden commodities like pork, alcohol, arms, 
ammunition for promoting the welfare of the society, rescuing the people from exploitation and 
consequences of speculation.

1.1.1 ‘Shariah’ Principles or ‘Shariah’ Law

It is an Arabic word literarily means an Islamic moral and religious law. ‘shariah’ is an accepted 
Islamic law based on the teachings of Quran and Sunnah. Shariah differentiates Islamic finance 
from the conventional Banking system. Socio-economic and political matters of Muslims are 
guided by this code of conduct. It controls the religious and legal commitment as well as regulates 
the compensatory penalties for the violation of law. These principles are helpful for believers to 
lead a happy life. Application of ‘shariah’ in an effective manner will result in the promotion of 
balance, justice, and finally the complete elimination of injustice and imbalance from society.

The core ideas behind Shariah principles are, the ownership of the wealth goes to the supreme 
power (Allah). People can acquire and spend money based on the Quran with the words of Prophet 
Muhammad. Attain the individual needs by keeping social responsibility in their minds is the major 
principle of Shariah. Economic transactions must be based on justice and social responsibility, etc. 
It stands against the evils like charging excess interest from the borrower, business transactions 
involving high risk and the product in industries which stand a threat to society’s welfare such 
as alcohol, pork, prostitution, pornography etc. The six fundamental principles of ‘shariah’ are 
Right to protection of life, Right to protection of family, Right to protection of education, Right to 
protection of religion, Right to protection of property and Right to protection of human dignity.

Table 1.1 Difference between Islamic Banking and Conventional Banking

Sl. no Conventional Banking Islamic Banking

1 The functions and operating modes are 
based on fully manmade principles.

The functions and operating modes are based on the 
principles of Islamic
‘shariah’.

2 It aims at maximizing profit without 
any restriction.

It also aims at maximizing profit but subject to 
‘shariah’ restrictions.

3
It can charge additional money (penalty 
and compound interest) in case of 
defaulters.

This type of banking has no provision to charge any 
extra money from the defaulters. Only small amount 
of compensation is charged and these
Proceeds are given to charity.

4
Lending money and getting it back with 
compound interest is the fundamental 
function of the conventional bank.

Participation in partnership business is the 
fundamental function of the Islamic banks.

5 The investor is assured of pre 
determined rate of interest.

It promotes risk sharing between provider of capital 
(investor) and the
user of funds (entrepreneur).

6

Since income from the advances 
is fixed, it gives little importance 
to developing expertise in project 
appraisal and evaluations.

Since it shares profit and loss, the Islamic banks pays 
greater attention to developing project appraisal and
evaluations.

7
The status of a conventional bank,
in relation to its clients is that of 
creditor and debtors.

The status of Islamic Banki n g
In relation to its clients is that of partners, investors 
and trader, buyer and seller.



13

8
Conventional banking practices are 
concerned with elimination of risk 
when involve in any transaction.

Islamic banking practices are concerned with risk 
bearing when involved in any transaction.

9 It does not deals with not deal With 
zakat (Islamic tax)

In the modern Islamic banking system, it has become 
one of the service-oriented functions of the Islamic 
Banks to be a ‘zakat’ Collection Centre and they also 
pay outthem ‘zakat’ .

10

When conventional banks involve in 
transaction with consumer they do not 
take the liability only get the benefit 
from consumer in form of interest.

Islamic banks bear all liability when involve in 
transaction with consumer. Getting out any benefit 
without bearing its liability is declared haram in 
Islam

Source: Jeet singh and Preeti yadav (2013)

1.1.2 Islamic Banking in the Present Scenario
Islamic banking is gaining more significance all over the world. The major issue of developing 
countries is that financial services are not accessible to poor people. Islamic banking is a track 
to include excluded people in the banking sector. The advocates promise “no inflation, no 
unemployment, no exploitation, and no poverty” once it is fully implemented(Wikipedia).

1.2 Statement of the Problem
According to the Global Financial Development Report 2014, the proportion of adult population 
holding bank accounts is 20 per cent in the Organization of Islamic Cooperation (OIC) member 
countries. The reason is that Muslims’ voluntarily exclude themselves from the interest-based 
financial services. Most of the common people move away from the banking services because of 
the fear of high-interest rate followed by the attachment of properties. Now there are 300 banks 
and 250 mutual funds around the world complying with Islamic principle. In the global financial 
system, the overall share of the banking services following the Islamic principle is between 5 to 6 per 
cent.There are 25 Islamic financial institutions in the USA. In 2010, Islamic financial institutions 
operate in 105 countries(Wikipedia). According to the World Islamic Banking Competitiveness 
Report 2016, Saudi Arabia, Malaysia, United Arab Emirates, Kuwait, Qatar, and Turkey represented 
over 87 per cent of the international Islamic banking assets. Besides this, the non-Muslim 
countries like China, Germany, UK, and the US also follow this system. Between 2009 and 2013 
Sharia-compliant banks grew at an annual rate of 17.6 per cent.In 2008, the former RBI governor 
Raghuram Rajan recommended setting up interest-free banking facilities in India. Unfortunately, 
RBI has decided not to pursue the proposal to introduce Islamic banking in India. The cooperative 
banks situated in Lakshadweep and other Muslim dominated area are running profitably because 
of the Muslim community who didn’t receive any interest for their deposits(Sameer,2017). So, if 
we consider it beyond a religious norm, it may play a vital role in the economic development of our 
country. It works as a facilitator between depositors and investors and it depends upon the mutual 
faith. It attracts common people into the banking sector and funds are transferred for productive 
investments. It opens the competitiveness against other commercial and cooperative banks and 
creates efficiency in our financial system. High bank charges and interest rates are considered as a 
burden for common people while making credit. The economic conditions in Kerala are favourable 
for starting Islamic banking system.

In this context, the main question that arises is the feasibility of Islamic banking as an alternative 
for conventional banking system in Kerala. Therefore, our topic is entitled as “Feasibility of Islamic 
banking; a Case Study on Banking Culture of Kerala Society”

1.3 Objective
The problem relates to “how the state like Kerala should adopt Islamic banking system which is 
based on partnership rather than interest rate” is the core of the study. The main striking component 
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of this study is that, how far the people of Kerala will accept, believe, acknowledge and consider 
the Islamic banking system. The specific objective of the study is

 To find out the feasibility of Islamic banking in Kerala

1.4 Methodology

1.4.1 Concepts and Terms

Shariah : Accepted Islamic law based on the teachings of Quran and Sunnah. 

Mudarabah : A form of partnership where one party provides the funds while the other provides the 
expertise and management.

Murabaha : Cost-plus sale, contracts help the individual to purchase a product on Credit.

Musharaka :
Joint partnership whereby two or more persons combine either their capital or labour, 
forming a business in which all partners share the profit according to a specific ratio, 
whereas the loss is shared according to the ratio of the contribution made.

Ijara : Leasing is a medium to long-term method of financing capital equipment or property.

Haram : Sinful and prohibited items in Islam such as liquor, interest.

Halal : Permissible and accepted items in Islam such as trade. 

Riba : Unscrupulous charging of interest or usury.

ukook  : Financial instruments similar to bonds and also shares that are compliant with Islamic 
law.

Baimujjal 
 : Sale for which payment is made at a future fixed date or within a fixed period. In 

short, it is a sale on credit.

Salam  : Contract in which advance payment is made for goods to be delivered at a future date.

Qurd Hasan : A loan that is disbursed for the needy without any interest for its mobilization in a 
certain period.

1.4.2 Theoretical Perspective

This work is based on the theory called Sharia Principle. It is one of the fundamental theories of 
Islam. Sharia is the Islamic law strictly based on the teachings of the Holy Quran and Sunnah. It 
is mainly based on a system called PLS which means profit Sharing and loss bearing system. Two 
basic pillars of the system are halal and haram. Halal means the things which are acceptable such 
as trade, business without exploiting interest etc. Certain things which are prohibited in Islam 
such as investing in businesses like prostitution, hotel, cinema and liquor. Here, the present study 
looks into the most significant aspect of shariah law, that is Islamic Banking. Islamic Banking or 
interest-free banking means availability of financial goods and services without the element of 
interest or usury. Presently, the Kerala state is facing the problem of inadequate resources. So this 
work tried to look into the feasibility or viability of Interest-free financial system in Kerala.

1.4.3 Data and Methods

Both primary and secondary data sources for analysing objective of the study. Samples selected 
from nine Islamic financial institutions through snowball sampling in five districts of Kerala. They 
are Ernakulum (PISA), Kozhikode (Sangamam, INFACC, AICL), Malappuram (Welfare Association), 
Trivandrum (Thanal, Alfurkhan and Bisfill development), and Kannur (Halal Faida) which include 
both active and inactive Islamic financial institutions. Direct interviews are conducted for these 
nine selected institutions which are operating under interest-free principles in Kerala. Personal 
interviews with the selected authorities of these institutions were conducted for understanding the 
working conditions, operations, products and services offered, level of investment, profitability, 
growth, risk, adequacy of skilled professionals, criteria for making credits, experiences, mode of 
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repayment, monitoring of funds being utilised, secular aspects, ‘shariah’ principles, alternative 
framework, management of losses and challenges, etc.

Telephone interviews were conducted to the selected customers or beneficiaries of these institutions 
for understanding the customer satisfaction, perceptions, interest of customers, religious aspects, 
‘shariah’ principle, liquidity, need for banking set up, pattern of utilisation of funds, socioeconomic 
changes, preference, awareness, saving habits and problems of clients, etc.

Information from secondary sources such as articles from various journals and annual reports of 
various Islamic financial institutions were used for fulfilling our objective of this study. At last, the 
information from both primary and secondary sources was used to identify the positive factors and 
challenges of Islamic financial institutions in Kerala. Analytical way of this works was a qualitative 
one.

1.5 Scope of the Study in Alternative Framework
Conventional banks failed to address the problem of financial exclusion, the problem of inflation 
and social inequality. In other words, in spite of the presence of conventional banking system, 
India and its twenty-nine states are facing an issue of financial exclusion and accumulation of a 
major portion of the wealth among few hands. The nation is still in a debt trap. The government 
is forced to take a new loan for repaying the previous one. A major portion of the state’s revenue 
is depleted in the form of interest payment. Interest creates debt trap followed by suicide which 
is a common phenomenon in Indian villages. The money lenders take advantage of the drawback 
of the current banking system. India achieved a high human development index (0.640 in 2017 
from 0.624 in 2016) (Times of India, 15th September 2018), still more than half of the people are 
in acute poverty. India is the second populated country in the world reaching the second stage of 
demographic transition but is unable to provide suitable jobs. The income disparity of the nation 
is increasing day by day. In this context, Islamic banking is an alternative framework to reduce the 
issues which arose due to the conventional banking system.

Islamic banking or Ethical banking system provides financial services without usury. While the 
conventional banking system is based on interest rate, Islamic banking is functioning with PLS 
(Profit-sharing and Loss Bearing System) ‘shariah’ complaint finance can be able to provide loans 
without interest rate and it acts as a helping hand to the borrower. Islamic finance provides a 
system which stands for equality by dealing with partnership business followed by the sharing 
of profit and loss between the lender and borrower. Muslims community is considered as a 
backward community. Conventional Banking system graves the deepness of their backwardness by 
charging an interest rate in the financial services, which is strictly prohibited in Islamic Finance. 
So this tends the Muslim population and some other non-Muslim to deviate from the inclusion 
of financial activities, remained as financially excluded one and stand as a hindrance to the 
path of development. Majority of the educated Muslims are moving away from the bank related 
works due to the presence of interest in this system. In additions to this, the interest-free banking 
system prohibits the business on anti-social activity such as alcohol, pornography, pork, lottery, 
prostitution etc. to ensure the overall well-being of the community. In a nutshell, the present study 
on the alternative framework deserves high significance by putting a system of banking which 
promotes the welfare of the community by reducing poverty, improving employment, reducing 
inequality and financial exclusion.

1.6 Chapter Scheme
The study is divided into five chapters. First Chapter introduce the statement of the problem and 
discuss the significance, alternative framework methodology and objective of the study. Second 
one is the review of the literature. Third chapter explains reasons, evolution, regulatory framework, 
principles, criticism and performance of Islamic banking in worldwide scenario. It also discusses 
interest-free banking in India and Kerala, relation of Islamic banking with Inflation. The fourth 
chapter analyses the feasibility of Islamic banking in Kerala. The last and fifth chapter of the work 
contains the summary and conclusions. 
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This chapter gives a preface to the study, as an introduction it projected the severe and worse 
condition of twenty-nine states of India by giving special significance to the southernmost unique 
state Kerala. Despite the high figure in economic development, demographic transition and 
population, India and Kerala still facing acute unemployment, poverty, inequalities in all aspect. 
Present work, specifically look into the Kerala state due to its features such as high literacy, high 
sex ratio, destination of large amount of remittance, low population growth and attainment of third 
stage in demographic transition etc.; but still it faces financial inequality, which is the base for all 
kind of inequalities persisting in the world. This work present Islamic Banking or interest-free 
banking which operates based on Sharia principle, Islamic law based on the teachings of Holy 
Quran, Sunnah and consensus of legal scholars etc. as a remedy for wiping the problem of financial 
inequality and source of revenue for Kerala government. This chapter also discuss why we place 
Islamic banking forward to treat these problems and are realm for the Muslims to participate in the 
banking field, rescue people from money lenders and reaping financial benefit to the concerned 
government treasury which is evident from the report of World Islamic banking Competitiveness 
published in 2016, state that Saudi Arabia, Malaysia, United Arab Emirates, Kuwait, Qatar, and 
Turkey represented over 87 per cent of the international Islamic banking assets. Besides this, the 
non-Muslim countries like China, Germany, UK, and the US also follow this system. Between 2009 
and 2013, Because of these reasons, this study framed objective to look at whether Islamic Banking is 
feasible or not in Kerala. This study methodology was qualitative one, for measuring the feasibility; 
selected nine financial institutions from Kerala which are working based on Sharia law. Ernakulum 
(PISA), Kozhikode (Sangamam, INFACC, AICL), Malappuram (Welfare Association), Trivandrum 
(Thanal, Alfurkhan and Bisfill development), and Kannur (Halal Faida) are the institutions, of 
the 6 are active and 3 are inactive non -banking financial institutions. Personal interviews were 
conducted with the selected authorities and telephonic interview with the customers of these 
institutions were conducted.
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CHAPTER 2

Literature Review

This chapter discusses the previous studies and works conducted in different countries 
from different perspectives in relation with feasibility, applicability, and proposals as an 
alternative system for conventional banking. Some of the works fully criticise its operations 

and try to substantiate unsuitability of the system as an alternative for conventional banking in one 
hand and others favour and consider Islamic banking as the best alternative source for resource 
mobilisation.

Delwin A Roy (1991) discusses pages of history for describing the evolution of the concept called 
Islamic banking. He then invited the readers through various definition of Islamic banking then he 
entered into liquidity management and interbank credit aspects related to Islamic banking, dealt 
mostly with advantages and benefits from the Murabaha or resale contracting and discussed a little 
bit with regarding the regulatory bodies and their issues related with interest-free banking system. 
He did not forget to mention the condition of the non-Islamic community in the Islamic banking 
framework. He concluded the article by hinting a certain point concerning the current and future 
scenario of Islamic banking.

Afzal Mohammed(1993) The international paper entitled “Theory and practise of Islamic banking” 
focus towards the deep meaning of Islamic banking to understand the viability and desirability of 
Islamic bank in practice. Author framed the paper with four main objectives as firstly, in spite of 
the strict prohibition of interest how Muslim countries operate Islamic banking? Secondly, which 
factors lead the Muslims to practice Islamic banking? Thirdly, if interest is the corner of modern 
banking, how they introduced a banking system based on Shariah law, lastly, fairness aspects 
of Islamic banking at its practical level. For satisfying his objective and reaching the conclusion 
he reviewed the available literature and pointed out the major points which are favouring and 
disfavouring the Islamic banking from major articles.

Mahmmod Yousefi, Ken McCormic, Sohrab Abizadeh (1995) These three personalities co 
integrated their views after reviewing many prominent writers in Islamic banking and published 
their article titled “Islamic banking and Friedman’s Rule” which spoke about the legitimacy of 
interest rate in Banking system by forwarding two main arguments in treating interest rate in 
the Banking system., Shari’ ah law on one hand and western world on another. Islam prohibits 
interest rate based on Islamic principles laid on the Quran and Sunnah(seeing the wellbeing of 
people, against exploitation) whereas the western world argues by considering moral sentiments. 
The major difference between these two arguments is that former favour noninterest but getting 
profit as return involving uncertainty and risk. Latter argues zero interest rate without any return. 
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Then they suggested the two approaches to fix zero interest. Imposing a zero price interest rate 
in the credit market and suffering the consequences(even have the possibility of black marketing)
as the way and secondly suggesting for the fixation of interest by the view of Friedman which is 
exactly same as what Islamic bank said if concerned authority implements it more effectively. The 
last portion of the article discussed the functioning of Islamic banking in the real world tracing the 
examples of Iran and Pakistan.

Ameera P A (2003)studied the feasibility of interest-free microfinance in Kerala economy by citing 
one such successful example from Kerala Economy(Kuthiyathodu Panchayath, Alappuzha). She 
revealed that the introduction of such microfinance institutions will help to reduce poverty and 
enhance the quality of life in all realms. Studies have also exposed success stories of Islamic 
banking outside India. United Kingdom started Islamic banking system in the 1980s with the 
introduction of Murahbaha and further expansion took place after 2000. At present, there are 
five fully Sharia-compliant banks and innumerable other institutions which are offering Islamic 
financial services. Success applicability of interest-free finance by a non-Muslim giant economy 
lies with their strong values (inclusiveness), presence of well-versed professionals and skilled 
workers in both Islamic banking and Shariaprinciple (IslamicFinance in UK, 2016) 

.Michael Taylor (2003) In his paper entitled “Islamic Banking, the Feasibility of establishing 
Islamic bank in the United State” spoke about the feasibility and need of establishing a system 
of interest-free financial services based on Shariah principles. He concluded the article by saying 
that United States of America has high potential to lead success with the establishment of Islamic 
banking if they function by understanding the boundary of the operation of both conventional and 
Islamic banks and by giving the regulatory function to a deserving authority. He also pointed out 
that he did not find any major reason which stands as a big hurdle for the establishment of this 
kind of system in the USA.

Suleman Aziz Lodhi and Rukhsana Kalm (2005) give a brief discussion on the performance of 
Islamic banking in Pakistan from 1981 to 2001. It can be traced from the article titled “Strategic 
Direction for Developing an Islamic Banking System”. It mainly provides a path of strategies or 
brilliant ideas to establish interest-free banking system by highlighting the way in which Pakistan 
entered into the functioning of Islamic Banking, also explains on the hindrances that stand for 
the smooth functioning of this system in Pakistan specifically, providing solutions to the obstacle 
through the usage of both primary and secondary data. He interviewed the top management at 
the president and vice president and other senior management of banks due to the significance 
of his study is in the realm of policy formulation. He reviewed the papers, articles, books, and 
journals of prominent figures in the field of Islamic banking. He hinted his fingers to Asia and 
spoke about the issues which stand as an obstacle for the introduction of the particular system. 
The author pointed out the studies which show the success of Islamic banking. He concluded 
by providing certain policy suggestion for every nation to inform, implement, improve and reap 
benefit out of the banking system based on Shariah principles such as urgent need of knowledge 
sharing, international conference on Islamic Banking, development of knowledge portal, research 
and development for better services, socially liable investments, enhancing community-oriented 
projects educating bank personnel and community, issue the annual reports of Islamic banking 
correctly.

Muhammed Nejathullah Siddiqui (2006) stressed the importance of convergence between Islamic 
banking theory and practice. He stated in his work that undoubtedly, there exist divergence 
between the theory and practice of Islamic banking, and suggested that a great deal of effort is 
needed to change the situation.

Abdul Kareem Aldhoni (2008) in his work titled “Emergence of Islamic banking in the UK: a 
Comparative Study with Muslim Countries” tried to analyse the reason for drastic boom of many 
economies as a result of the introduction of Islamic banking. His study is crucial in examining 
the growth of Islamic banking in Muslim countries and non-Muslim countries by making a 
comparison between certain Islamic countries and the United Kingdom. He concluded the article 
by highlighted his findings that both have a different background to develop Islamic banking but 
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the outcome and final product are almost the same. The economic reason is the major factor in 
the case of United Kingdom, but it is difficult to give preference in the case of Muslim countries 
because they are influenced by not only economic but also political and religious factors. He 
viewed in the article that the countries he studied can operate both Islamic and conventional 
banks in a parallel manner and be operated not as contradictory but as complementary to each 
other and this introduction of Islamic banking also helped the economies to wipe out the issue of 
underground or terrorist banking.

Legal Talk: Islamic banking in India: posted on 28th January (2009) discussed a lot of principles 
of Islamic banking, entered into the feasibility of the system in India by measuring it through 
a scale called SWOT. S stands for the strength, W –weakness, O-Opportunity-Threat of Islamic 
Banking. As strength, talker pointed out that this system might be able to fulfil Indihar’s slogan 
‘Garibi hatao’ by reducing the income inequality, by including the majority who are excluded 
from the financial process. As a weakness, he posted the different acts stand for the abolition of 
Islamic banking in India. He hinted many opportunities for the establishment of Islamic Banking. 
Narrow-minded view of certain people treats this as against the democratic, secularist setup of our 
economy as a threat. Finally, he concluded that drastic banking amendment at the present legal 
framework should need to bring Interest-free banking system. 

Kylee R Sargenti (2010) presented his paper on socio-economic conditions of Singapore while 
starting an interest-free financial system and the ways they adapted to overcome various issues 
they faced while operating the so-called system. He viewed that not only Singapore, other countries 
also express their interest to start Islamic Banking.

Khaled Qasaym (2011) his article mainly focused on the working of Islamic banking in South 
Africa. The author very clearly provided what is Islamic banking, what the Quran speaks about 
non-interest-free banking, instruments of Islamic banking etc. Author’s main attention on the paper 
is towards the practice of noninterest-free banking in South Africa with special reference upon the 
Draft Taxation Laws which involves the introduction of Islamic banking instruments for taxation 
specifically mudaraba, musharaka and murahaba which is incorporated in the bill in comparison 
with the origin of the norms of these contracts, He is on the view that mechanical application of 
Islamic banking does not necessarily achieve the goals of Shariah .So the institutional framework 
of Islamic banking should revisit their current practices to reap more benefit to the welfare of the 
society.

Ather Farouqui (2011) In his paper, concerned about the issue of Islamic banking by giving special 
emphasis to the Indian banking system and contemporary social realities by using the secular spirit 
and goals of Indian constitution as weapons for strengthening his argument in the paper. His main 
argument throughout the paper is that concept of Islamic banking only remains as abhorrence 
to the civil society, (he used the word anathema) and he is especially specifying concerning the 
diversified community like India. He is on the view that Holy Quran prohibited the practice of 
usury, not the bank interest named Riba, and he also stressed that application of pure Islamic 
banking system which is prescribed in the Islamic principles is only an idle dream rather than 
anything else. He added that in the civic sense, everyone including Muslim is directly or indirectly 
engaged with the modern banking system. He concluded his article by highlighting his argument 
that operation of Islamic banking in the Muslim dominated countries is very simple and these 
are operating to help the Islamists to polarise their constituencies, and some others are operating 
institution in the name of Islamic banking are hoodwink the depositors and reaping benefit from 
that (He traced the example of a person who scammed the poor people by starting a non-modern 
banking system.) He strongly opposed the establishment of Islamic banking generally due to two 
reasons and one additional cause is the case of India. First, it only helps the unscrupulous operators 
to reap more money, it prevents the Muslim community to become a part of the modern economy 
and benefit out of it, Indian monetary authority RBI is not yet supporting it.  

Qudsiya Iqbal Hashimi (2011) in their article favoured or agreed to the points of Ather Farouqui’s 
paper titled “Islamic Banking: an anathema to civil society”. He is against the concept of Islamic 
banking as an alternative to the existing modern banking system. He is of the view that application 
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of Islamic banking will only collapse the unique harmonious structure of India (especially 
secularism, one of the core principles of Indian constitution) but also make the Muslims of India 
under their control, by hinting to the bitter experience India has with the Muslim dominated 
country Pakistan.

Madhiha Khan (2011): In her article titled “Islamic banking Practices: Islamic Law and Prohibition 
of Riba” try to examine the practice of Islamic banking and its most important product called 
Murabaha (having high controversies) with a critical mind to analyse how much Islamic are the 
products of Islamic banking.

Shahid Hassan Siddiqui (2012) in his paper effectively criticizes the present operation of Islamic 
banking in Pakistan. He is of the view that at present, Pakistan is experiencing a system in the 
namesake of Islamic banking which truly resembles the banking system based on the interest 
rate or the conventional banking system. As per 2011 data, only 4.1 per cent of the population in 
Pakistan have accounts in Islamic bank which is parallel practising in Pakistan. The rest of 96 per 
cent have accounts with the conventional banking system. He very clearly pointed out the issues 
associated with the banks which are namely known as Islamic banking. The concerned authority 
did not know whether banks prevailing in their country truly follow the Shariah principles or 
not. No clarity in the case of equal sharing of the profit between investors and depositors and the 
system is mainly operating on debt-based fixed income products such as murabaha. He pointed 
out several matters and finally concluded with a lot of suggestion conveying the message that 
Islamic bank should function in its true spirit by concerning the quality rather than quantum. 
He recommended Islamic countries to efficiently establish the system, not as a parallel one and 
provide that as a model for other economies to rescue from their financial trap and achieve the real 
objective of Shariah Principles, Meaning the socio-economic welfare of all.

Khurram Ajaz Khan (2013)In his paper tried to understand the concept of Islamic banking, how 
it will work in India, the present condition of India with Islamic banking, its scope, nature and 
future potentiality, benefits in India and world as a whole and also gave emphasis to the ability of 
Islamic banking services in boosting entrepreneurship in India. His study was completely based on 
secondary data like data collected from various websites, journals, periodicals, magazines, Islamic 
institutes and college consultancies, reports of various Islamic banks etc. He concluded his study 
by suggesting that Indian economy has a great potential to raise the economy to its peak level 
through Islamic banking if and only if the Reserve Bank of India and Indian government provides 
support and also change the attitude of the people in accepting Islamic banking as an interest-free 
banking system rather something related to religious principles.

Zameer Ahmad Bhat (2013): In his paper named” Nature, Scope, and Feasibility of Islamic 
banking in India” mainly speaks about treating Islamic bank as an alternative to the conventional 
banking system with the multiple objectives. Firstly, to study the Islamic banking practices in 
India. Secondly, to study the feasibility and scope of Islamic banking. Thirdly and to study the 
recommendations of various committees especially Raghuram Rajan committee and fourthly 
understand the sustainability of other financial institutions based on the principles of Shariah. He 
emphasized the liquidity crunch problem of India and thereby the rationale for introducing this 
system in India. He suggested in his paper that India has high potential to establish and need the 
Islamic Banking. To make this a reality; strong policy decision should come up.

Rebbecca Schanzenbach (2013) in her paper discusses the reasons for the initial breakdown of 
Islamic banking in Germany. Author of this paper is of the view that internal factors such as 
relatively low income, contradictory and diverse Sharia principles, reluctance towards investment 
other than real estate, lack of transparency etc. affect more than other external factors.

This paper deals with the initial establishment of Islamic Finance in Germany and the reasons for 
the inefficient success of the bank. Some of the other experts in this field argue that external factors, 
inefficiency in the tax regime, banking regulations are the causes for this. But this article concludes 
by saying that the establishment of Islamic investment has already paved well in Germany

Sven Alexander Schottman (2014) Author of the paper titled “From duty to choice: Marketing 
Islamic banking in Malaysia “examines the varying marketing and branding arena of Islamic banking 
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and it’s financial services by conducting an analysis of print advertisement and customer website 
of Islamic banks and other corporate communications of Islamic banks in Malaysia before they 
identify some of the reasonable changes that resulted in the change in Malaysian Islamic banking 
products. It also analysed the three trends which are related to the changing pattern of Malaysian 
Islamic banking advertisement by comparison of 12 months periods from January to December 1999 
to January –December 2009. First trend was looking into the financial wisdom of selecting Islamic 
products, second trend in his analysis was lack of substantive level of engagement of Islam in the 
advertisement of Islamic banking products, lastly, he looked into the trend of advertisement which 
gives values for Muslim modern lifestyle by guarantying unprecedented socio-economic security 
and strong political confidence to the Malaysian middle-class Muslims. He concluded his paper by 
saying that Islamic banking and especially its products remain as one of the significant sources for 
Malaysian economy not only for Muslim but also for the non-Muslim community, especially the 
middle-income group. The choice of Malaysian people towards a noninterest banking framework 
is not pure from haram but due to the secularist nature of selling points such as higher return, good 
financial service, secularist way of advertising etc.

Muhammed Zahid Siddique and Mazhar Iqbal (2014) emphasised the need and significance of 
studying the convergence between theory and practise of Islamic banking in their article titled 
“A Framework for evaluating Islamic banking from Within” where they strongly argue that it’s 
the right time to have a study of Islamic banking first on itself to have a clear cut idea regarding 
what is Islamic banking and whether there is really divergence or convergence between the theory 
and practice of Islam, and it did not look into the convergence aspect of Islamic banking with 
conventional banking specifically. This article will be a good source to understand the interest-
free banking concept clearly. This paper is divided into four sections. The first section gives a brief 
introduction regarding Islamic banking and the requirement for the analysis of the convergence 
between theory and practice of Islamic banking. The second section of the article deals about 
the objectives of Islamic banking, and analysis and hypotheses formulation are done in the 
third chapter. And the fourth part deals the conclusion that despite the decades of practice of 
Islamic banking all over the world, there is no empirical integrated framework to analyse the 
internal consistency of the concept. It is provided in the article by examining the various modes of 
investment in Islamic banking under three heads.

Ashifaq Ahmed and Rubina Bashir (2014) one of the important papers published in Pakistan 
economic and social review titled “Investigation of customer’s awareness level and customer’s 
service utilization decision in Islamic banking” tried to examine the extent of the consumer’s 
awareness regarding the products of Islamic banking will influence to assess customer’s service 
utilization decision. Two authors of this particular paper conducted a survey and also used certain 
secondary data to analyse the research problem. The survey was conducted at Lahore district of the 
Muslim dominated country Pakistan. They collected data from 200 customers (Samples collected 
randomly) of the two banks in Pakistan by using unstructured questionnaire. For the analysis of 
data, they used many descriptive statistics like regression, correlation etc. in the SPSS package. 
The findings of the study revealed a positive relationship between the customer’s awareness level 
of the products of Islamic banking and their service utilization decision. This paper will be useful 
to stakeholders, academicians, students etc.

Sameena Beegum (2014) is of the view that Islamic banking is introduced in Oman because 
of the limitation or drawback of the conventional banking system that functioned there. Thus 
her paper dealt with a comparative study of the financial services provided by the two types of 
banking system by taking the factors such as customer preference, customer level of satisfaction, 
motivational factors towards banking whether conventional or Islamic. To reach her objective, 
she used both primary and secondary data. For primary data, she collected information from 80 
elected samples of two Islamic banks and five conventional banks. T-test is used to analyze the 
data. The study resulted in such a way that customers are satisfied equally with the services from 
both conventional and Islamic banking. The interest-free loan, Islamic teaching and ‘shariah’, 
awareness of Islam, religious upbringing of the population, etc leads to the encouragement of 
Islamic banking, and factors such as financial benefit, tough worldwide competition, mainly 
interest on deposits contribute the progress of conventional banking.
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Shakeela Bhanu (2014) in her paper emphasized the implication, performance of Islamic banking 
in the worldwide scenario. In her article, she revealed that this system is operational in more 
than 75 countries in the world. Her study is fully based on secondary data collected from various 
published sources. She also identifies three acts which act as the obstacle for establishing the 
system in India. Firstly, the Banking Regulation Act 1949, the RBI Act 1934 and the Co-operative 
Society Act 1961. She suggested the idea with a hope that if we have an effective legal law to 
formulate interest-free bank in India, it will flourish and be able to solve a variety of problems still 
faced which make our nation backwards.

Sulaiman Lujia-(2014-16) and a group of people worked hard to publish a paper and that paper 
was accepted by the concerned government to bring drastic changes in that particular economy. 
The work was titled “The Feasibility of adopting Islamic banking system under the existing laws 
in Uganda”. The authors succeeded in hinting the viability and feasibility of the introduction of 
Islamic banking in Uganda by tracing the classical example of Malaysian success. They suggested 
that sound regulatory body comprising an expert from both conventional and Islamic banking is 
needed to regulate both institutions, requires essential amendments in the existing laws of Uganda, 
lastly concluded by stating that to acquire the right objective of the system and to raise confidence 
and trust of public, it needs pro-active support from the part of regulatory body.

Abdul Khader J and Mohamed Idris .p (2016). The authors in their paper mention the feasibility 
and needs of establishing Islamic banking in a diversified country like India. We can undoubtedly 
establish that they succeeded to a large extent to reach their objective in the minds of readers. 
Very interestingly they started the article by defining the Islamic banking, and then dealt with 
the global scenario (success of countries which established Islamic banking not only Muslim 
substantive nation like Pakistan but non-Muslim dominated countries like USA. France etc.) Then 
they invited the readers to enter the case of India, where they are of the view that India can 
flourish in the global market if it adopts Islamic banking like cooperative banks. They added that 
this adoption will strengthen the Indian economy by bringing drastic changes in various aspects 
such as infrastructure, financial inclusion, capital formation etc. They also reminded about the 
challenges for the establishment of Islamic banking in India and provided many suggestions to 
overcome the same, such as changing the name into ethical banking, giving proper awareness to 
people concerning Islamic Banking.

Kevin Newton (2016) in his essay titled “Islamic banking– the antidote to inflation?” reveals 
variability in the concept concerned in the project. Unlike the other articles or papers, he very 
colourfully explained the benefit that the people and government will get if they adopt Islamic 
banking in their economies. He did not simply depict the same but traced the examples of super 
financial forces of the world Jordan and Turkey. His paper remained different because he highlighted 
the significance of Islamic banking in mitigating the problem of inflation by showing Jordan and 
Turkey as examples. He concluded his paper by saying that Islamic banking is capable of leading 
the economy to a condition of financial efficiency and sustainability if the concerned government 
provides sufficient support.

Indian Express (30th January 2018) reported that 2000 self-help groups(SHG) started its operation 
in Kasargod, Kannur, Kozhikode, Malappuram, Wayanad, Thrissur, Ernakulum and Alappuzha. It 
is operating as Islamic microfinance and provides interest-free loans to its members. They offered 
loans to the members after generating sufficient fund. This group’s sanctioned loan after referring 
to the economic background and repayment capacity. Malappuram has registered the highest 
number of such institution with 165 followed by Kozhikode (73) and Ernakulum (32

“Unjustifiable Increase of Capital whether through loan or sale” (Ahmade and Baloche)

It discusses the major reasons why Islam forbids the Riba such as inflation, earning without 
labouring, trading of money (but allows trading of commodity). The core of the essay looks into 
the purity in practising Islamic banking by taking Murabaha, an Islamic product having high 
controversies regarding its features through the analysis of Murabaha contract used by Sudanese. 
She succeeded in stating Murahbahas disadvantages and she is in the view that this particular 
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contract is neither based on Shariah nor the spirit of Islam because it does not follow the rules 
involved in it. And she added that all rules and regulation of pure Islamic law only lies in the 
paper and not in practical level. Finally, she concluded her paper by suggesting that Islamic bank 
has high potentiality for bringing the economy to a better level if and only if it revises its services 
and products especially Murabaha. Practitioners of Islamic banking should comply with the real 
rules rather than complying with the letters of Islamic law and altering the names of different 
transaction. Author tries to convey the message that Islamic banking practitioners should do the 
services or provide interest-free products in the true spirit of Islamic law. 

In a nutshell, we can conclude by saying that there is no much controversy among the experts of 
all over the world regarding the potentiality of Islamic banking to raise the economy’s welfare. But 
everyone criticized the mechanical operation of the Interest-free banking system and suggests for 
effective operation of the banking justifying the true spirit of ‘shariah’ principles. 

Sheriff Menon: His paper mainly tries to study Islamic banking system and its compatibility 
with Indian banking system with three main objectives as firstly, to check the awareness of 
the population regarding Islamic banking with its salient characteristics. Secondly to study the 
progress of Islamic banking which are already established in various countries and lastly to know 
the Shariah principles upon which Islamic bank works. To fulfil his objective, he used both 
primary and secondary data. The method he followed is an explorative research study approach by 
taking samples of 150 investors of different age, income, profession from Ahmadabad. He analysed 
factors which are significant for the investors while depositing in the bank, preference of the 
people towards a system without interest rate and one which is based on profit or loss etc. by using 
chi-square method. Major findings of his study were: majority of the samples are concerned about 
interest as a significant factor while depositing in the bank, awareness level was not that much 
significant because of the absence of this kind of system in India, they are ready to invest without 
interest if the system assure profit and not loss and also provide fund backing projects.

Islamic Finance Made in Germany- A Case Study on Kuveyt Turk (KT Bank ): Germany’s First 
Islamic Bank. Majority of the Muslims in Germany are migrated from Turkey. It was a secularist 
nation, so people of Turkish origin don’t know much about the operation of Islamic banking. They 
started the system by inspired by the experiences of the United Kingdom. German government 
conducted several national and international seminars and conferences for providing awareness 
about the uses, operations and benefits of Islamic banking among the population. The first bank 
which works completely based on Sharia was only started in 2010, but Islamic Windows were 
operating under the supervision of Gulf States before this invention. This article specifically 
implies that any country can operate this system if it operates with an ethical mind. 

Road to Islamic Banking in India (Scholarly article by TASIS) This article focused on the scenario 
for the introduction of Islamic banking in the country by posing the challenges or obstacles for 
the establishment of system and whether the stock of prospects such as mutual fund, cooperative 
banks, venture funds, etc could be alternative approaches to realizing the objectives associated 
with the formation of Islamic banking

Research Gap
Literature reviewed shows that there are both favouring and disfavouring arguments regarding the 
theory and practicability of Islamic Banking. Previous studies revealed that several advantages 
related to the establishment of Islamic banking outweigh the disadvantages. Majority of the 
literature exposed the challenges, requirements for the setup of Islamic Banking in different parts 
of the country. Majority of the study concerned unfolded that Islamic Banking is the best alternative 
to include the financially excluded people if it operates in the true sense of the theory prescribed. 
The research gap founded in the present study is that no comprehensive studies examined the 
feasibility of Islamic Banking Institutions in Kerala. Hence, the present research makes a humble 
request to study on that.
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CHAPTER 3

Evolution and Growth of  
Islamic Banking

This chapter discusses the theoretical aspects of Islamic banking. The need for Islamic bank 
and how different it is from our conventional banking system are explained in the first 
portion. Besides that, the origin, growth, components, principles, products, operations, 

mode of finance, regulatory framework in Indian and Kerala context and RBI response are included 
in this chapter. At last this chapter winds up with the anatomy of the Islamic banking system. 
The central principle of Islamic banking is that everything belongs to God and we are only the 
custodians of him. Islamic banking has the relationship between lender and borrower. Both of 
the parties agree on the profit-sharing agreement. The Islamic bank focuses on equitable share of 
profit between both investors and depositors. Depositors have prosperity of getting high returns 
from their deposit and it leads to overall prosperity. The followers of Islamic bank believe that the 
interest break up the human relationship and it leads to inequality. That is why the rich become 
dominant and the poor become unrest.

3.1 Why Islamic Banking?
The majority of people in unorganized sectors like workers, semi-skilled persons and small farmers 
either don’t have a bank account or they just have an account but no active transactions are done. 
Islamic banking is necessary for easy access to finance by poor and vulnerable groups for poverty 
reduction and social cohesion. Islamic banking promotes productive activities like trade, commerce, 
entrepreneurship and social development. Islamic banking includes the regime of micro-financial 
activities, charity and focus on the upliftment of society and economic growth. It promotes an 
interest-free loan which leads to financial inclusion and reduces the disparity of haves and have-
nots. It arrests the chances of bankrupt to a great extent of indebted financial enterprises. The 
conventional banks do not bother whether the borrower gets profit or loss. The equity finance 
through Islamic banking resolves the labour-capital ratio of workers in informal sectors of the 
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agricultural and manufacturing industries. Besides, it achieves self-sufficiency which never comes 
through grants and subsidies. Our country has a diplomatic advantage to attract equity finance 
from Gulf countries. Instead of the lender-borrower relation in conventional banking, Islamic bank 
has the association of entrepreneur and capital provider.

3.2 Origin 
The concept of Islamic banking primarily derived from the Holy Quran. Between the period of 
7thcentury to mid 13thcentury, Muslims were engaged in ‘Sharia’ based transactions. It has been 
documented that it has been practised before the colonialization of Europe in Muslim nations. 
During 1920-30 few banks started the bank of Misr in Egypt and Arab bank of Palestine based 
on these principles. The modern banks based upon Islamic principles were founded on 1950s in 
Pakistan and efforts were made to have it as an alternative to conventional banks in 20th century. 
There was an institution backed by the rural landlords which gave credit to poor agricultural 
farmers in advance without interest rate for agricultural improvement. The first Islamic bank was 
started in Egypt in 1963 named ‘MitGhamr’ which aimed for the wishes of investors to comply 
with Islamic law. At that year, the pilgrims saving corporation of Malaysia began to incorporate 
basic Islamic banking concept. The modern Islamic finance industry emerged in the 1970s as 
an alternative to conventional western economies. And to encourage economic development,the 
Islamic Development Bank was established in 1975 in Saudi Arabia. It recruits the member 
countries and offered financial products for promoting economic development.It enforces the 
infrastructural projects across the regions through equity capital loan and by granting more funds. 
The first Islamic insurance company started in Sudan in 1979. The first Islamic mutual fund was 
created in 1986 on Indian named Amana Income Fund. The accounting and auditing financial 
institution started in 1990 for monitoring and advising Islamic banks. The Islamic Financial Service 
Board was established in Malaysia in 2002. Now it has been extended to 56 countries all over the 
world. The Islamic bond market emerged in the 1990s and the first tradable ‘sukuk’ (an Islamic 
financial certificate which is similar to a bond) were issued by Shell MDS in Malaysia. There were 
300 interest-free banking/other institution working all over the world, having a total asset of more 
than 250 million US dollar. Besides that, many conventional banks open Islamic windows in their 
branches(Ali K.K,2007)

3.3 The Growth of Islamic Banking
The growth of Islamic banking starts from the oil boom of the early 1970s which led to the economic 
power of oil-rich countries. They were dissatisfied with the western banking system because they 
did not pay attention to the socio-economic development of Muslim countries. This ignorance 
from the part of western conventional banking system leads to the setup of a banking system 
with Islamic principles (Muhammed Afsal,1993). The City Islamic Investment Bank established 
in1990s for offering Islamic banking services in Bahrain. The establishment of the Dow Jones 
Islamic Market Index in 1999 was the first successful benchmark of the performance of Islamic 
investment fund. Islamic Bank of Britain is the first commercial bank based on Islamic principle 
outside the Muslim world. Islamic banking grew 40 per cent faster in Turkey than its global average 
(Newton,2011). The system of Islamic banking gained popularity in London, Pakistan, Gulf, and 
South Asia. The Turkish government permits the state-owned banks to offer Islamic banking 
service. It occupies six per cent of the total marketplace of Turkish retail banking. (Newton, 2016)

Islamic banking in Jordan has a remarkable position. They focus on the needs of their clients 
and direct the route of investment from foreign Muslims. Much of the funds came from Gulf 
countries (Newton,2016). The market share of Islamic banking asset in both the Middle East and 
North African region is 14 per cent and 25 per cent in Gulf countries. According to the IMF report, 
Islamic banking accounts for 17 per cent of asset and 19 per cent of consumer deposits in the UAE. 
Reputed banks like City bank, HBSC have an interest-free window in West Asian countries, Europe 
and Asia.
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Figure 3.1 Growth of Islamic Banking in the World Scenario

Source: Abdulkhader, j (2016)

Thinkers’ View About Interest

3.4 Difference between Islamic Banking and Conventional Banking
Islamic banking is a service-oriented system and they have a‘zakat’ collection centre which also 
pays out their ‘zakat’. But the conventional banks are not dealing with this. Conventional banks 
follow commoditization of money. They lend money and getting it back with compound interest. 
But the partnership business is an essential function of Islamic banking. In Islamic banking, the 
bank cannot impose any additional charge or compound interest on their defaulters. The ultimate 
aim of Islamic banking is to ensure growth with equity. But interest is an essential factor in the 
conventional banking system, and thus they are not ensuring equity. Islamic banking is based on 
‘sharia’ principles but in case of interest base banks, since it does not follow such principles, it 
is easier to borrow money from the money market. Income from the advanced loans is fixed and 
risk is transferable at price in the conventional banking system. But in the case of Islamic banking, 
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it shares both profit and loss. The client has to share the loss if it is a ‘mudarabha’ concept. But 
in a conventional banking system, bank guarantees all its deposits. Within the Islamic banking 
system, the bank has a relation to its client as a partner, investor, trader, buyer and seller but in the 
conventional banking system, there is the only debtor-creditor relationship. In the case of Sudan 
and Iran, they converted their entire banking system to Islamic banking. Conventional banks do 
dominate in some other countries while Islamic banking operates alongside (Agarwal,2003).

3.5 Establishment of the Islamic Bank
Islamic banking has a three-tier system

1. Bank -Depositor

The bank makes a contract with the depositor to give a fixed proportion of their profit to them.

2. Bank - Entrepreneur

Bank- entrepreneur relation means it is a contract between the bank and the entrepreneur. The 
bank provides loans to an entrepreneur and he agrees to repay the principal amount with a fixed 
proportion of their profit to the bank in a fixed period.

3. Bank - Beneficiary

The director board of the bank decides to give a proportion of their profit as loans to poor people 
without interest. The beneficiary agrees to repay the loan at a fixed period. Around 50000 rupees 
are normally allowed under this scheme.

For the establishment of Islamic banking, several persons jointly invest and thereafter called as 
shareholders. They would finance based on partnership and render services without commission 
or fee. The minimum number of shareholders is two. While considering the operation, 
determination of upper limits depends upon the local condition. The number of shares provided 
to each shareholder may be equal or can vary. Each shareholder becomes the owner of the bank, 
proportionately with the level of investment made in the total asset of the bank. The profit of the 
bank is distributed based on the proportion of capital invested. The bank determines how much 
amount is to be paid to each shareholder. If the bank goes into a loss, no one can escape from this 
liability followed by the proportionate share loss.

The bank advances loans and offers monitory investment. The bank has the right to withdraw 
money from its capital for meeting the expenses of the administrative, executive, clerical, staff 
and hire transport. If a bank has large shareholders, the decision making power is shared with 
the representatives. They have the right of appointing as well as removing the salary managers 
while making day-to-day decisions. The profit and loss of the bank is audited annually. If loss is 
incurred, it will be notified by the bank to the shareholder and debits the proportionate amount of 
loss from their share. Then the partnership is renewed for the next year.

Every partner has the right to withdraw their partnership any time from the bank. If so, they should 
give a notice to the bank. After this, the bank returns the capital share along with the profit earned 
to the partner. If the partner dies, the share capital plus profit or minus his loss is returned to his/
her nominee.

3.6 Prohibited Items
Islamic banks operate based on the two concepts of ‘halal’ and ‘haram’. Halal is permissible and 
haram is prohibited. Dealing the financial operation through interest is haram. Islamic banking 
not only prohibits interest but also acts against excessive risk, commoditization of money, trade-
in certain haram activities, oppression, heating, gambling, prostitution, tobacco, weapons, liquor, 
pork, hotel, cinema, music and injustice activities. Sometimes Islamic banking is also known as 
ethical banking.
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3.7 Components of Islamic Financial Service
• Islamic banking industry

• Islamic capital market

• Islamic insurance

• Islamic nonbanking financial service

• Islamic money market

3.8 Principles of Islamic banking
• Absence of Riba(The absence of interest-based transaction)assures the lender guarantee 

return without the borrower’s risk. Interest is an unearned income, which is strictly 
prohibited by Islam. This lead to the overexploitation of earth resources and the destruction 
of the ecological system. It injects the situation of uncertainty and prevents the entrepreneur 
to take long-term investment decision with confidence. 

1. Avoidance of Gharar (Avoidance of speculation) 

‘Gharar’ means risk. Avoidance of speculation provides the satisfaction of parties in the contract. 
It can be achieved through perfect knowledge between contracting parties. The prohibition of 
risk or speculation protects the parties from unexpected losses. It encourages the brotherhood 
relationship between parties. Islam also prohibits any type of gambling, because it deprives others 
right. One’s gain is the cost of others.

2. Avoidance of Zulm (Avoidance of oppression)

‘Zulm’ means injustice, inequity, exploitation or wrongdoing.

3. ‘Zakat’ (Islamic tax)

• is a collection of property tax collected from wealthy and is distributed to poor or needy. It 
allows the balanced distribution of wealth. Islamic banking promotes socially responsible 
distribution of wealth.

4. Discouraging Haram (Discouragement of Production of Goods Which Contradict Islam Value)

• industries in society are prohibited under Islamic banking. These include pornography, 
prostitution, pork, alcohol, drugs etc.

5. The share of Profit and Risk in Business

• share of profit in enterprises is equally distributed to both borrower and lender. It also shares 
the risk of business between both parties equally. The distribution of share depends upon the 
percentage of capital invested in a specific enterprise.

3.9 Products of Islamic Banking
Like the conventional banking, Islamic banks provide different products based upon the Sharia 
principle. These include

1. Sharia check account

• Islamic gold check account

• Islamic platinum check account

• Islamic business account

1. Islamic savings account

• Islamic saving - It provides the pre-agreed profit share payout and a card that can be used to 
access your fund.
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• Islamic target save

• Islamic youth account

• under the age of 18 are allowed the freedom of account and can learn to manage their money.

1. Islamic investment account

• Participation account

• Islamic term deposit

• is an investment account with a fixed term offering a great return throughout the investment

• Monthly investment plan

• Haj investment scheme

• Unit trust

3.10 Operations of Islamic Banking
The operations of Islamic banking can be divided into three 

1. Deposit account

2. Use of fund

3. Other services

• deposited account can be divided into three

• Current account

• Savings account

• Investment account

• Pigmy account

The current account in Islamic banking is the same as in conventional banks. The bank guarantees 
the depositor to return their money when they want. Under the saving account the depositor may 
allow the bank to use their money, but only under the condition that the bank will return the full 
amount when he wants. And here the banks do not give any promise of profit for their deposits. 
The savings account is sometimes treated as an investment account. If so the minimum withdrawal 
level of customer is limited by the bank. Usually, wealthy persons deposit their amount and accept 
the fixed duration of time in an agreement. Pigmy accounts are operating to mobilize savings from 
low-income groups. It operates the same as in the daily collection of cooperative banks.

3.11 Islamic Methods of Finance

1.Mudaraba

Mudarabais a form of partnership where one party provides the funds while the other provides the 
expertise and management. Any profits incurred are shared between the two parties according to 
pre-agreed ratios, whereas any loss is borne only by the provider of the capital(Kettell, Case Studies 
in Islamic banking and finance, 2011).

2. Musharaka

The literal meaning of the word Musharaka is sharing. Under Sharia’a law,Musharaka refers to 
a joint partnership whereby two or more persons combine either their capital or labour, forming 
a business in which all partners share the profit according to a specific ratio, whereas the loss is 
shared according to the ratio of the contribution made.Musharaka is based on a mutual contract and, 
therefore, it needs to have the following features to enable it to be valid under the Sharia(Kettell, 
Case Studies in Islamic banking and finance, 2011)
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3. Murabaha

The Murabahah, or cost-plus sale, contracts help the individual to purchase a product on credit. 
Based on this contract, the financier purchases goods and supplies them to the entrepreneur. In this 
contract, the entrepreneur makes payment of the product after a specific period. For this delayed 
payment, the financier and entrepreneur add an agreed profit margin or mark-up to the cost of the 
product. (Hassanain, 2016)

4. Salam

Salam is a contract in which advance payment is made for goods to be delivered at a future date. 
Profit and loss sharing suggests an equitable sharing of risks and profits between the parts involved 
in a financial transaction. This principle can avoid unlimited risk and unknown loss which are 
suffered in many conventional contracts( Dchieche & Aboulaich, 2016).

5. Ijarah

Ijarais an Islamic mode of finance adopted by Islamic banks. Ijara(leasing) is a medium to long-
term method of financing capital equipment or property. Under this contract, the customer selects 
the capital equipment or property (assets) to be financed by the bank and the bank then purchases 
these assets from the manufacturer or supplier and then leases them to the customer for an agreed 
period. In conformity with the Sharia, the owner of the assets (in this case the bank) must be paid 
rent (fixed or variable, as agreed by the lessor and lessee) and must exercise all the rights and 
obligations(Kettell, Case Studies in Islamic banking and finance, 2011)

6. Baimuajjal

Bai-Muajjal means sale for which payment is made at a future fixed date or within a fixed period. 
In short, it is a sale on credit. Bai-Muajjal may be defined as a contract between a buyer and a seller 
under which the seller sells certain specific goods permissible under Islamic Shariah and law of 
the land to the buyer at an agreed fixed price payable at a fixed future date in lump sum or within 
a fixed period by fixed instalments. The seller may also sell the goods purchased by him as per the 
order and specification of the buyer. In this bank, Bai-Muajjal is treated as a contract between the 
bank and the client under which the bank sells the goods, purchased as per order and specification 
of the client, to the client at an agreed price payable at any fixed future date in lump sum or within 
a fixed period by fixed instalments. Thus, it is a credit sale of goods by which ownership of the 
goods is transferred by the bank to the client but the payment of sale price by the client is deferred 
for a fixed period ( Islamic bank Bangladesh).

7. Takaful

Takaful is a participatory form of insurance based on risk-sharing by customers on co-operative 
principles instead of risk transfer to a third party, the company. The customers participate in the 
technical and investment surplus of insurance and reinsurance funds. The risk pool is managed 
by the company and the company is run on a commercial basis with corporate responsibilities 
towards its stakeholders, i.e., the customers, employees and shareholders. The business operations 
are strictly focused on aspects of social goodness with all its monies and funds invested according 
to certain Shariah principles for the greater good of society and environment at large benefiting 
everyone irrespective of religion(Bhatty, 2010).

8. QardHasana

Qardhasana is defined as a loan that is disbursed for the needy without any interest for its 
mobilization in a certain period. It is a benevolent or easy loan, given on compassionate grounds, 
without interests, profit-sharing, or the like and repayable at ease if and when the borrower can 
pay(Rahman, 2015)in(Obaidullah 2008)
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9. Sukuk

Sukuk are financial instruments similar to bonds and also shares that are compliant with Islamic 
law. Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI) defines 
Sukuk as being: “Certificates of equal value representing undivided shares in the ownership of 
tangible assets, usufructs and services or (in the ownership of) the assets of particular projects or 
special investment activities.”(Zolfaghari, 2012)

10. Tawarruq

Tawarruq means purchasing a commodity on a deferred price either in a form of Musawamahor 
Murabahah (mark up sale), later selling it to a third party to obtain cash. The term Tawarruq used 
in this type of transaction is influenced by the intention of the asset which has no interest in 
utilizing or gaining the benefit of the asset since the main intention is to obtain liquidity(Abdul 
Rahman & Ab Manan, 2014)in (Dusuki, 2010).

11. Wadiah

In Wadiah, a bank is deemed as a keeper and trustee of funds. A person deposits funds in the bank 
and the bank guarantees a refund of the entire amount of the deposit, or any part of the outstanding 
amount when the depositor demands it. The depositor, at the bank’s discretion, may be rewarded 
with Hibah as a form of appreciation for the use of funds by the bank(Oracle financial services, 
2017).

The banking activity can be divided into three categories- service rendered on fee or commission,  
investment of capital based on partnership and  free or uncharged services.

1. Service rendered on fee or commission

a. Safe-deposit

Locker facility is provided by the bank for the deposit of jewellery, important documents etc. It will 
take the responsibility and return it with fixed charges.

b. Transfer of money

Bank transfer money through bank draft, traveller’s cheque, letter of credit and charge a different 
per cent of commission or fee. Further

• The bank does the service of delivery of commercial good on behalf of their client

• Advises businessmen to set up or expand the business. They help to buy machinery, raw 
materials etc. For this, they charge a considerable fee.

• The purchase or sale of immovable property on behalf of a client.

• Bank invest or purchase a commercial share on behalf of their clients.

2. Investment based on partnership

When the bank engages in a partnership contract, the financial liability does not exceed the 
contributed capital. Suppose a businessman invested rupees 1, 00,000 and want the same amount 
from the bank. He agrees on the partnership contract with the bank and runs the business. If bank 
and businessman is in an agreement of sharing the profit equally when it is 20000, the half of the 
profit share (10000) together with the capital will go to the bank and the remaining profit share 
(10000) going to the entrepreneur. To avoid misunderstanding and disputes, valuation can be done 
based on business asset which is agreed by both parties.

The proportion of profit division is determined on the mutual consent of both parties. The profit of 
any quarter against the loss occurred in the past is settled by the bank and divides the remaining 
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profit if any to the parties. The bank informs to its account holder about his quarterly profit or loss. 
The account holder has the right to demand their money at any time. But the bank clears the profit 
or loss account after every quarter and the surplus amount is returned to their account. The new 
deposit accounts(if any) is accepted by the bank only at the beginning of every quarter.

3.12 Loan Account
For starting a loan account, the customer must convince the bank that they will repay the loan 
when the bank demands. The national central bank guarantees the amount of the depositors which 
will be returned when they demand. But it depends upon the sound cash position of the bank 
and insurance of each bank account. Bankhasfull control over the money. If the banks suffer any 
capital loss, it will be taken by the bank and the full amount is returned to the account holder. And 
if the bank earns any profit, it will be taken by the bank and no share is given to the account holder. 
If any loss is suffered in an account, it will be adjusted with the previous reserve profit of the 
account holder before closing the account. The reserve profit helps the bank to make up its losses. 

The banks save the number of account holders without any losses and offer the highest profit with 
efficient services and the lowest charges. It will thus attract people to deposit their money in the 
bank.

Banks offer short-term loans to business parties without any interest or remuneration. Bank invests 
the remaining capital on profitable economic activities. The bank should not pay any interest 
against their deposits. Banks keep a small fraction of their total amount as reserves for meeting 
the daily withdrawal from loan account. The volume of bank credit or deposits depends upon 
the volume of cash under bank custody. The cash reserve expands when the volume of deposits 
increases and vice versa. When the demand for cash is higher, the cash reserve will decrease.

3.13 Securities Against the Loan
Finished and semi-finished goods, ready crops, commercial share, certificates of ownership, plant 
or immovable properties and securities deposited in the bank, etc are produced to the bank as 
security against the loan. However, the bank has the power to make advance loan even on personal 
security. The bank provides a loan for partnership business on the basis of agreements. Bank has 
the power to recover the loans if it is unpaid, by selling the properties or business asset which is 
produced as securities by the debtor. It is the responsibility of the bank to hand over the money to 
the depositor (Siddiqi, 2008).

3.14 Islamic Banking and Inflation
Some admirers argue that Islamic banking reduce inflation in terms of limiting the speculation and 
excessive risk which act as the safeguard of inflation. Price will always be less in the interest-free 
economy because the interest is also included in the price. While considering the inflation, Jordan 
stands in the 16thposition in the world which is a model (Newton, 2016). The mechanism adopted 
by the authorities for controlling inflation leads to depression and the mechanism for escaping 
depression leads to inflation. But there is no scope for inflation or deflation in Islamic banking.

3.15 Monetary Policy Through PLS (Profit and Loss Sharing)
The central bank can control economic imbalance through PLS instead of using the interest rate 
as an instrument. If the inflation is high the central bank increases, it’s PLS. Hence the share of 
the profit decreases. As a result, inflation falls. Similarly, the central bank determines it’s PLS at 
a low level while in depression. It leads to have a high level of profit and thus it leads to a fall in 
depression. Economic stability can be achieved from debt-based transaction to the equity-based 
transaction

3.16 Global View of Islamic Banking
Developed counties like the UK, US, Singapore and France are having Islamic banking system. 
Besides China, Germany, Denmark, Switzerland and Luxembourg follow this system. Islamic 
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banking has attracted several nations while facing economic crises.TheUKfollow this system 
with the principle of ‘No favour but No discrimination’. In the past decades, the total asset of 
Islamic banks has grown at an average of 15 per cent in the world. The legal accommodations of 
Islamic banking are invariance with countries. Countries like Iran, Saudi Arabia, and Sudan follow 
banking system with Islamic compliance. But countries like Egypt, Jordan,Malaysia follow a dual 
approach. Sharia-based banking system is legally recognized by South Africa since 2010. They 
follow musharaka,mudaraba,and Murabaha to collect taxes. Islamic banking can not limit any 
permitted trade activities but eliminate riba to develop community. Most of the countries follow 
Islamic banking as a private initiative. The restrictions on consumption based upon the ethical 
perception eliminate over consumption and elimination of waste. It prohibits only some uncertain 
and risky transactions which create the fair play balance.

3.17  Regulatory Framework of Islamic Banking
The central bank controls Islamic banking just as conventional banking. Central bank executes and 
supervises the financial and monetary affairs of Islamic banking with foreign countries. Central 
bank monitors the general trends of business, employment, income, price and takes necessary steps 
to maintain its standard. With the general interest of the public, central bank directs the investment 
activities for economic development. On behalf of the public, the central bank provides necessary 
capital to the banks based on partnership or mudaraba for the stability of the state against inflation 
or deflation. Central bank is an apex authority of solving disputes related to Islamic banking. 
Confidence and cooperation is essential for creating a principled relation between the central bank 
and Islamic banks. (Siddiqi, 2008).

Accounting and Auditing Organisation for Islamic Financial Institution (AAOIFI) (1991), Islamic 
Financial Service Board (2002) are functioning for regulating Islamic banking institutions all over 
the world. Generally, Islamic banking is controlled by both the central bank and ‘shariah’ board 
of the particular nation. Islamic banking can not operate under the existing banking regulation of 
India. In India, Islamic financial institutions are working as a Non-Banking Financial companies 
operating under the guidance of RBI and SEBI Act.

3.18 Islamic Banking in Indian Context
Islamic banking may be of a great step participating Muslim community into the mainstream 
banking system which will enforce financial inclusion in India.

As per the census report of India 2011, India has 14.2 per cent of the Muslim population which 
is the second-largest non-Islamic nation after Indonesia. While considering risk sharing and 
investment, Islamic banking is a workable model in India. Muslim population in India can invest 
their cash in interest-free schemes or donate their interest for charity purposes (Khader,2016).

3.18.1 Proposals

Raghuram Rajan, head of the high-level committee on financial sector reform, recommended 
interest-free banking on 7th April 2008. Based on the instruction from the central government 
RBIexamines the legal, regulatory and technical issues of Islamic banking it is to be started in India 
and submits the report to the government. Later RBI sent a copy of the report to the Ministry of 
Finance. And this report says India has no prior experience of Islamic banking and it also involves 
some regulatory and supervisory challenges while introducing it in India. So it is possible only 
in a gradual manner. Besides, they suggest opening an Islamic window and offeringsomeIslamic 
products through conventional banks.

Unfortunately, the proposal of Islamic banking was dropped by RBI. Critics said that the political 
pressure rather than financial reasons are involved while considering this matter. The reply of 
RBI regarding the issue is,‘taking the consideration of wider and equal opportunity available to all 
citizens to access the banking and financial services’ so it decides not to pursue further.

Again in the year of 2015-16 annual report of RBI raised the opinion of interest-free banking with 
the consideration of the absence of some sections in part of the banking sector. A committee on 
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the medium-term path on financial inclusion recommended the need for opening interest-free 
windows on simple products like demand deposit, participation securities, offering products 
based on cost-plus financing, deferred payment and deferred contract. The observation indicates 
the financial exclusion of Indian society due to religious reason.

The major reasons pointed out by the authorities for disallowing Islamic banking in India are that 
we already have programmes for financial inclusion like Jan Dhan Yojana. That’s why we do not 
need a new bank. The second one is that Islamic banking and its financial products are mainly 
aimed at a particular community of the society. As a secular state, India cannot follow this. If it 
allows, it will lead to another demand of Hindu bank which may create unrest in the society. The 
fear of using Islamic finance for terrorist activities is another reason for the prohibition of Islamic 
banking in India.

3.18.2 Indian Banking Laws

Some provisions of Indian banking acts make Islamic banking not viable in India. The banks in 
India are governed through the Banking Regulation Act 1949, Reserve Bank of India Act 1934, 
Cooperative society Act 1961 and Negotiable Instruments Act 1881. Certain provisions of the 
banking act in India which stands against Islamic banking are mentioned below.

1. Section 8 of the Banking Regulation Act 1949 says “No banking system shall directly or 
indirectly deal in buying or selling or bartering of goods.”

2. Section 5(b) and 5(c) of the Banking Regulation Act 1949 prohibit the bank to invest in the 
profit-loss sharing basis

3. Section 9 of the Banking Regulation Act prohibit bank to use any sort of immovable property 
apart from private use.

4. Section 21 of the Banking Regulation Act requires payment of interest.

Another concern about the rejection of Islamic banking is that, it would require changing the 
existing laws and rewriting the laws of RBI etc.

In 2016, Maharashtra launched a sharia-compliant transaction window called ‘Lokmangal 
cooperative Bank limited’.Islamic friendly products can be found in India in the form of chit funds, 
cooperative societies, nonbanking financial companies which are not regulated by the central bank.

Out of the 6000 BSE listed companies, approximately 4200 are sharia-compliant(Team Y.S,2009).

3.19 Guidelines on Fair Practices Code for NBFCs
Monetary Authority of India, RBI, vide it’s circular dated on 28th September 2016, issued certain 
guidelines on Fair Practice Code (FPC) for all Non-Banking Financial Companies(NBFCs).RBI 
reframed the same on 26th March 2012 by considering the dynamic elements of the sector. They 
categorized the guidelines into three head called A, B and C.8th and 9thrule of the first section 
is very significant as far as Islamic banking is concerned. Rules were directed to all NBFCs that 
each NBFC shall adopt an interest rate model taking into account relevant factors such as the 
cost of funds, margin, risk premium and determine the rate of interest to be charged for loans and 
advances. This is against the true spirit of Islamic banking.

3.20 Potentials of Islamic Banking in India
1. It is an effective alternative to the conventional banking system

2. It enforces the financially excluded people into the mainstream of the society

3. It helps in pooling the NRI funds and Muslim deposits

4. It can attract fund from GCC countries

5. Labour capital inadequacy can be resolved by equity financing
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6. Job opportunities can be created

7. Saving can be increased

3.21 Kerala Scenario
Later the half of the 20th century, many Islamic financial institutions emerged in Kerala. Interest-
free institutions were started in Kerala from the 1970s with 6 institutions and now it reached to 
more than 390. The first interest-free venture was started in Santhapuram village (Malappuram in 
Kerala) under Jamaat-e-Islami Hind(JIH) in 1973.

More than 500 institutions are providing interest-free services under the organized and unorganized 
sector in Kerala(Beegam, 2017). As an alternative of interest-based banking system, the Islamic 
movement of Kerala took an initiative of establishing Alternative Investment and Credit Limited 
(AICL) in Kerala on 22 December 2001, inaugurated by former chief minister A K Antony in 
Ernakulum. The company was incorporated with 250 plus Islamic financial institution engaged 
worldwide.It was the first interest-free venture in India. The company was approved by RBI as a 
Non-Banking Financial Company on 9th January 2002. It also opened its branch in Kozhikode on 
April 2003. The main source of fund is share capital; out of this 75 per cent of share, capital came 
from NRIs. The business area is of 50 venture including general trading, commercial building 
on rent, ice cream making, bakery, hospital, pharmaceutical, ready-made textiles, education 
institution, steel industry, fish industry, infrastructural development etc. Below table shows the 
three-month statement of this company (table 3.2)

Table 3.1Financial Statement of AICL in Kerala (2004-06) (in Lakhs)

Category As of 31.3.2006 As of 31.3.2005 As of 31.3.2004

Capital employed 629 614 573

Gross revenue 85 83 75

Net profit before tax 72 70 65

Profit after tax 48 45 41

Dividends declared 34 30 30

Source: Ali, K.K(2009)

Former Chief Minister V S Achuthanandan had proposed the Islamic bank in 2009 under the 
aegis of Kerala State Industrial Development Corporation (KSIDC) with the objective of attracting 
investment. But the actual brain behind this idea is Thomas Isaac, the finance minister of Kerala, 
who is also an advocate of Islamic banking. He targets the Muslims from Kerala, working in the 
Middle East, who are familiar with Islamic banking. KSIDC is incorporated with the company of 
Al Huda with the 11 percent share.

But there was a case filed against this government action in Honourable High Court of Kerala. 
The petitioner argued that, the government action is against the secular nature of the state as well 
as it createsa similar demand for opening banks in other religious communities.The petitioner 
also argues that the state activity is antithetical to equal treatment of all religion. (The Hindu,17 
September 2010). RBI issued a stop memo to an institution in Ernakulum with the explanation that 
it works under the hidden agenda of keeping black money, funding terrorist activities etc.

Table 3.2 The Growth of Interest-Free Institutions in Kerala

Year No. of institutions Working capital (in lakhs)

1970-75 6 4.05

1975-80 4 11.05
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1980-85 12 12.49

1985-90 15 9.73

1990-95 22 19.93

1995-2000 130 199.27

2000-05 120 761.79

2005-10 82 98

Total 391 1116.31

Source: Yaqoob, 2009

The first Islamic non-bankingfinancialcompany opened in Kerala in 2013 known as Cheraman 
Financial Services Limited in Kochi. It has also taken the clearance from RBI and SEBI. It began 
in 2009 but after tackling the obstacles it started its operations fully in 2013.Kerala moved to open 
the sharia-compliant cooperative bank register under the Company Act and the Reserve bank of 
India Act known as ‘Halal Faidah’ in Kannur.The promoters claimed that it is not only for any 
particular religion. It was inaugurated by the chief minister of Kerala but the opposition parties 
criticize its movement by the point of communal appeasement.The movement of take-off of Islamic 
bankinghasseveralobjections,especially from RBI. Central bank initially opposed the movement by 
stating it is against the current banking law.But they bypassed the law by launching it as a primary 
cooperate society which is not governed by RBI. Keralahas a large number of cooperative banks 
which function as banks and receive deposit and lends money. These societies work under State 
Cooperative Society Act, 1969.Islamic bankingprohibits any investment in the businesses which 
are haram,so it only focuses venture which is permissible under Islamic law.

Kerala have a large potential for opening Islamic bank i.e.; 27 percent of the population belongs to 
the Muslim community. As per the study of Centre for Development Studies, Muslims accounted 
for over 40 percent of the estimated 2.4 million non-residentsKeralite and about 45 percent of over 
Rs.1 lakh foreign remittances per year is received by state.

3.22 Issues Regarding Taxes on Dividends and Nontax on Interest.
Taxation occurs at the company’s year-end when it must pay taxes on its earnings. The second 
taxation occurs when the shareholders receive the dividends. When we connect dividends with 
Islamic Finance, it’s pretty clear that interest-free finance operates basically on PLS (Profit sharing 
and Loss bearing system). In order to avoid this double taxation, the institution can reinvest the 
amount than sharing the profit.

3.23 Anatomy of Islamic Banking
The critics also say thatmajority of Muslim countries follow the interest-based banking system 
rather than Islamic banking. Even if a person deals with Islamic banking, he may have a number 
of interest based accounts.23 percent of the global Muslim population contributes onlyone percent 
of the global financial asset.A possibility of channelizing fund to terrorist activities through 
Islamic banking is another major criticism made by the critics.Islamic banks need transparent 
account standards. To evaluate the profit and loss sharing it demands trained professionals and 
the imparting of professional training is costly.Therehas been a concern that it might form to be a 
platform for black money.The interest and profit have some similarities but interest is the reward 
of risk and profit is the reward of uncertainty (Uzair, 1980).Another view is that the elimination 
of interest reduces the saving in an Islamic system. Due to the faith issue, it is very difficult to 
open it in the private sector. ‘shariah’ principle does not allow the bank to take strong recovery 
action against defaulters especially in the case of a benevolent loan. The taxation policy of the 
government adversely affects the mudarabha and musharaha investments since interest amount 
is exempted from tax but not exempted from profit. It leads to reduction of dividend on the share 
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of the depositor. Effective implementation of external and internal auditing is another problem. 
The success of Islamic bankingdepends upon trust, worthiness and themoral and ethical standard 
of partners. Cheating, false accounting, bribing of officials, auditors are limits to its success. The 
outlook of savers plays an important role in the success of Islamic banking.

Table 3.3 Problems of Islamic Institutions in Kerala

SL.No Problems Percentage

1 Attitude of government 11.7

2 The response to the public 5.2

3 Default 11.7

4 Recovery problem 18.2

5 Profit sharing 1.3

6 Recurring expenses 6.5

7 Guarantee and pledging 5.2

8 Administrative problems 2.6

9 Lack of deposits and shares 33.8

10 Supervisory/monitoring 2.

11 Any other 1.3

Total 100

Source: Yakoob (2009)

In a nutshell, this chapter tries to provide a theoretical framework regarding the history, remarkable 
growth from the 1990s to present status, developmental concern of both Muslim dominated and 
non-Muslim dominated countries, regulation, and operational realm of Interest-free Banking 
in international, national, state and local levels. This also focused the need and requirement of 
such a financial system in a state like Kerala which is currently facing acute problem of resource 
inadequacy. First page of the history of Islamic banking starts from Egypt when an Islamic banking 
institution started in 1963 named Mitghamr. Global Islamic finance has grown from 990 US dollars 
in 2009 to almost 2500 dollars in 2014. This banks system is established in a structure called three-
tier, bank- depositor, depositor – entrepreneur and banks with beneficiary or needy customers. 
Absence of usury, avoidance of speculation, oppression, discourage of haram and presence of 
Islamic tax or zakath, encouragement of halal is considered to be the major principles of Islamic 
Banking. Mudarabah Musharakah, Murahbaha, salam, Ijarah, Baijumal, Qurd Hassan, Sukuk, 
Tawaruk and Wadiah are the methods used in this type of financing.

No favour or No discrimination is the reason for almost all international countries to establish 
Islamic Banking in their nations. Legalaccommodations of the countries were invariant. when 
entering into the regulatory framework of Islamic Banking in the foreign Countries it is done by 
their own central Bank as they did in the case of conventional one. Confidence and cooperation is 
essential for creating a principled relation between the central bank and Islamic banks. (Siddiqi, 
2008).Accounting and Auditing Organisation for Islamic Financial Institution (AAOIFI) (1991), 
Islamic Financial Service Board (2002) are functioning for regulating Islamic banking institutions 
in all over the world. Generally, Islamic banking is controlled by both the central bank and 
‘shariah’ board of the particular nation. Islamic banking cannot operate under the existing banking 
regulation of India. In India, Islamic financial institutions are working as a Non-Banking Financial 
companies operating under the guidance of RBI and SEBI Act.
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Islamic banking plays a crucial role in participating Muslim community into the mainstream of 
banking system which will lead India to the path of financial equality. While considering risk 
sharing and investment, Islamic banking is a workable model in India. Muslim population in 
India can invest their cash in interest-free schemes or donate their interest for charity purposes 
(Khader,2016). Several proposals came from the monetary authority of the nation. In Raghuram 
Rajan recommended the setting up of Interest-Free Banking in India, RBI rejected the report on 
the ground that India does not have prior experience in this field and involvement of political 
pressure is more than financial need in the establishment of this concerned system. 2015- 16 
annual report of RBI raised its interest on the establishment of Islamic Banking in India and set up 
a committee for having a study on it. The committee submitted its report by stating two reasons 
for disallowing this system in India, they are existence of other welfare scheme aims at financial 
inclusion like Jandhan Yojana and the second reason is that it will against the secularist concept of 
India, they are of the view that if we establish a Banking system on the name of any religion, will 
raise demand from other religious communities of the nation. Section 8 of the Banking Regulation 
Act 1949 says “No banking system shall directly or indirectly deal in buying or selling or bartering 
of goods. “Section 5(b) and 5(c) of the Banking Regulation Act 1949 prohibit the bank to invest in 
the profit-loss sharing bases section 9 of the Banking Regulation Act prohibit bank to use any sort 
of immovable property apart from private use are stand as hindrance for starting such a Banking 
system in India. Presently we have a Non-Banking Financial system. But that possibility also 
banned by the Guidelines for fair Practice Code from NBFCs which state that Section 21 of the 
Banking Regulation Act requires payment of interest8th and 9th rule of the first section is very 
significant as far as Islamic banking is concerned. Rules were directed to all NBFCs that each NBFC 
shall adopt an interest rate model taking into account relevant factors such as the cost of funds, 
margin, risk premium and determine the rate of interest to be charged for loans and advances. This 
is against the true spirit of Islamic banking. Pooling of NRI funds, attraction of investment from 
GCC countries, solution to labour capital inadequacy, job opportunities and effective alternative 
for financial inclusions are the potential spheres of Islamic banking in India.

By tracing the pages of Kerala history, it started the establishment of Islamic Banking within the 
half of 20thcentury. First one was in Malappuram under Jamamth Islami. Initially, Kerala had only 
6 financial institutions and now it reached 500 including both organised and unorganised ones. 
Later the system was set up in Alternative Investment and Credit Limited (AICL) in Kerala on 22 
December in Ernakulam, Later Halal faida in Kannur and Former Chief Minister V S Achuthanandan 
had proposed the Islamic bank in 2009 under the aegis of Kerala State Industrial Development 
Corporation (KSIDC) with the objective of attracting investment. KSIDC is incorporated with the 
company of Al Huda with the 11 per cent share. But all of them not reached the effective function 
due to the critical argument such as these institutions functioning against the peace of society, 
emerging black money and communal violence and channelizing funds to terrorist activities etc. 
Effective implementation of external and internal auditing is another problem. The success of 
Islamic banking depends upon trust, worthiness and the moral and ethical standard of partners. 
Cheating, false accounting, bribing of officials, auditors are limits to its success. The outlook of 
savers plays an important role in the success of Islamic banking.
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CHAPTER IV

Feasibility of Islamic  
Financial Institutions 

The present chapter is divided into two parts. The first part discusses the features, operations, 
products and customer reviews of Islamic financial institutions and the latter one analyses 
the feasibility of Islamic banking in Kerala. The institutions which have adopted the Islamic 

principles or the same in their transactions were analysed for understanding the feasibility of 
Islamic banking in Kerala. Majority of such institutions are located in Kozhikode, Malappuram, 
and Ernakulum districts. For this study, the active and inactive non-banking financial institutions, 
Mahals, micro chits, and cooperative societies in Trivandrum, Ernakulum, Kozhikode, Kannur, and 
Malappuram were visited and some experts in this field were interviewed.

Part –I

Case Studies

In this study, nine Islamic financial institutions like Al-furkan in Trivandrum, INFACC sustainable 
development society in Kozhikode, Progressive Investment and Service Activities (PISSA) in 
Ernakulam, Sangamam multi-state cooperative society in Kozhikode, AICL in Kozhikode, Bisfill 
development in Trivandrum, Thanal in Trivandrum, Halal faida in Kannur and welfare association 
in Malappuram were studied and both active and inactive institutions were focused. Snowball 
sampling is used for identifying the Islamic financial institutions. The characteristics, operational 
level, products and services, customer reviews of each institution were examined.

4.1 Case Studies of Active Institutions

Case 1 

Progressive Investment and Service Activities (PISA) 

PISA (progressive investment and service activities), institution, has been in operation since 2002 
at Peringala in Ernakulum with wealth status of Rs.1 crore in 2018. The motivational factor behind 
this institution is to acts as an alternative to exploitative economic transactions with high interest. 
This institution bends its hands to the poor people’s which are troubled in the web of money 
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lenders for their immediate needs. The customers need to pay only Rs 25 for getting a passbook 
and there are no other hidden charges collected by the bank for giving their services. The services 
of this institution are limited to the registered members. They work to create saving habits of the 
people. However, they are not able to follow the sharia principle strictly, but they try to follow 
ethical principles.

Products and Loans

Savings Account

There are four schemes under-savings account namely A, B, C, and K. Under these schemes, 
customers are required to deposit rupees 100,200,300 respectively every month but, scheme K 
has no limitation for deposit. The institution sends a collection agent to the houses so that the 
members need not visit there except for scheme K which works as a chit. The period of the deposit 
in saving account ranging from 12 months to 48 months. 

Fixed Deposit

The institution accepts a minimum of Rs. 5000 or its multiples as fixed deposits. The collected 
amount is used mainly for profitable investments. At the end of the financial year, 75 per cent of 
profit would be given to the depositor and the remaining 25 per cent to PISA for meeting their 
expenses like the salary of employees, electricity bill, etc. The deposit level of the clients ranges 
in between Rs.5000 to 10 lakhs. About 99 clients are having fixed deposit under various schemes 
in this institution.

Investment Account

The institution utilizes its deposits funds to invest in a profitable one. The dividends will be given 
to the depositors.

Recurred Deposit

This is a type of deposit scheme for customers who have a small amount of deposit. Maximum of 
50000 is allowed as loans to each customer out of their deposits. But there has a condition to repay 
the loan within two years. There are 1000 clients registered under this recurred deposit schemes.

Loans

The institution provides loans up to four times of the amount deposited. For this, the customers 
need to fill an application form and submit this to the institution. Besides that, he has to produce 
two witnesses who do not have any due to that institution for getting the loan. For security reason, 
they demand a cheque from the customer, which have the value of the loan’s principal amount. 
The institution allows maximum 2years for the repayment of the loan. The burden of the loan is 
divided into four. Out of the total loan amount ¼ fraction will be taken by PISA and ¼ taken by 
the beneficiary and the remaining 2/4 goes to the two witnesses. The institution also allows the 
loan of maximum 10,000rupees to the outside customer with the promise of a member from the 
executive committee in case of contingency situation. If the customer fails to repay the money, it 
will be debited from the witness account.

Table No.4.1 Investment and Profit of PISA in Last Two Years

Year Total investment Profit of the institution

2016-17 92 lakhs 6.89 lakhs

2017-18 82 lakhs 10.53 lakhs

Source: Primary Data (2018)
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Customers’ Review

To know the real benefit of a scheme like these, words of beneficiaries are relevant. It is understood 
that PISA, one of the most momentous institutions functioning in Kerala as an interest-free financial 
institution operates successfully operating for providing immense help to the common backward 
communities. All of them expressed that PISA should grow up as a large institution in the future 
and render its service to a large extent. Customers are more satisfied with the services rendered by 
the institution. It gives loans maximum of 50000 rupees to its members for satisfying a wide variety 
of their needs including marriage assistance, house construction, etc. In spite of that, it makes 
them calm, happy and rescue from the hands of high interest.

Challenges

Current banking laws do not allow the institution to perform with perfect Islamic principles. At 
present, the working hours are limited to a few hours in the evening. It may be more profitable 
if it works with full time. At the time of the interview, the officers of this institution requested to 
change the word ‘interest’ from the banking law of RBI when providing loans and accept deposits. 
One of the major issues that they face is the threat from the surrounding blade mafia.

Case -2   INFACC Sustainable Development Society (Kozhikode)

INFACC Sustainable development society is a NGO model microfinance institution which started 
its operations in 2012. The main reason for the beginning of this organization is the dissatisfaction 
of the service of our conventional banking system. As per the authorities’ view, current banking 
services are only accessible to high and middle-class people. The backward and vulnerable sections 
are excluded from our current banking services. The vulnerable sections can’t access the banking 
services due to the lack of sufficient land or property as a mortgage. Hence 40 percent of people are 
excluded from our current banking services. This exclusion is the main factor leading to poverty. 
INFACC sustainable development society is a persistent example for interest-free microfinance in 
Kerala. It organizes interest-free microfinance in an ‘Ayalkoottam’ basis. It tries to help the people 
from the exploitative interest based financial services. Microfinance projects improve productivity 
and efficiency of the vulnerable section by allowing interest-free fund.

Aims

1. Organize and direct the interest-free microfinance system.

2. Leading an alternative framework against exploitative economic transactions.

3. Make plans for socially and economically backward peoples.

4. To ensure women’s participation in the economic field.

5. To promote self-employment and leadership

Figure 4.1Plans of INFACC Sustainable Development Society

Source: INFACC Sustainable development society (2018)
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Figure 4.2 Achievements of INFACC Sustainable Development Society

Source: INFACC Sustainable development society (2018)

Figure 4.3 Organizational Structure

Source: INFACC Sustainable development society (2018)

Operations

For organizing NGO, the first step is to select 7 to 21 members from Gramapanchayat for creating 
an executive committee. The members of the committee include the president, vice president, 
secretary, assistant secretary, and financial officer. This society registers in a District Registrar 
office with the memorandum of understanding. The society has to keep a minute’s book, account 
book, voucher, office seal and letterhead. The main income sources are savings of the members, 
‘zakat’ fund, donations, wakffund, registration fees from members and service charges, etc. The 
services of the Ayalkoottams are free irrespective of religion, caste, and any organizational bias. 
This Ayalkoottams are commonly named as ‘Sangamam’. The weekly savings and amount of loan 
repayments are major deposits of this society.

Loan Procedure
All types of loans are provided throughAyalkoottam. The loan holder needs to submit the application 
with the mortgage of two people for sanctioning loans. The consent of the Ayalkoottam members is 
essential for sanctioning the loan. Society has got wide power among sanctioning and disbursesof 
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loans. The Ayalkoottam members can withdraw their money from society at any time. It creates 
confidence among its members. The whole accounts are audited by INFACC after the auditing of 
society itself at the end of each financial.

Challenges

License from the government is also a hindrance for providing loans and accepting deposits. 
Unfortunately, our system does not allow an institution to operate with interest-free loans. At the 
same time, it supports an Ayalkoottam or microfinance to undertake the financial activities with a 
maximum of 20 peoples.

Case: 3  Sangamam Multi-State Cooperative Credit Society 

Sangamam multi-state cooperative credit society in Kozhikode was established as a nonbanking 
financial institution for uplifting the marginalized sections of the society. It was registered as a 
multi-state cooperative society in 2012 but started its operation in 2013. They follow ‘shariah’ 
principles for its operations. It has many branches covered in Kerala, Tamilnadu, and Puducherry 
in India. At the beginning of 2017, it had 8231members with a total share capital of Rs. 2, 93, 
80,000. The membership and share capital has increased to13614 and Rs4,09,91,600 respectively 
in 2018. At present, it has 6 branches(4 in Kerala and 3 in Tamilnadu). The authorities have 
submitted a proposal for opening 6 more branches to the central registrar of cooperative society. For 
strengthening women members in socially and economically, it launched Sangamam Neighbouring 
Groups (SNG) in it. Only the members can avail the services provided by the society. It is an 
essential criterion for a member to have at least two shares for getting a membership in this society. 
The cost of a share is 100 rupees. The minimum share value of 200 rupees is essential for getting 
services from society and it allows the member to purchase shares up to a maximum of 1 crore 
rupees. There has a field collector who collects the deposit from each house.The society organizes 
263 self-help groups which have the beneficiaries of 3333 women in it. The society offers 10 
different savings schemes and 9 loan products to its members. There are 28 employees work here 
for managing the transactions. Salary of the employees is fixed which is determined by the director 
board of the society. They also follow the profit and loss sharing method for their transactions. Out 
of the seven branches, 3 are facing loss but these losses are covered with the profit of the other four 
branches. There is no religious concern for accepting deposit or lending loan. 

Branches 

1. Vaniyambadi, Tamilnadu - Since 9th septemper2013

2. Aluva,Kerala-Since 7th February2014

3. Kozhikode, Kerala -Since 13th March2014

4. Virudhunagar, Tamilnadu- Since 25th May2014

5. Erattupetta, Kerala- Since 21st June2014

6. Trichy, Tamilnadu-Since 1stMay2016

7. Kuttiady, Kerala -Since 15th September2016

Products 

Deposit products

1. Sambadya:Sanghamam Savings Scheme

2. MoneyBee:Sanghamam Daily Deposit Scheme

3. Suraksha:Sanghamam Fixed Deposit Scheme

4. Sanghamam Group Recurring Deposit Scheme- A group hasa maximum of 20 members. It 
operates as a chit. Average 3 percent considered as a commission.
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5. AishwaryaBhavan:Home safe deposit scheme

6. Daily savings depositscheme

7. Homely depositscheme

8. Education support depositscheme

9. Marriage support depositscheme

10. Pilgrimage&toursupportdepositscheme

Loan products

1. Samridhi: Sanghamam Short Term Business Loan Scheme

2. Swabhiman1: Loan Scheme for self-employment and productive purposes

3. Swabhiman2: Loan schemes for vehicles for self-employment and for consumer durables and 
household items

4. Seasonal Business loan scheme

5. Nirman:Loan Scheme to increase the existing income from rental buildings and godowns.

6. OrdinaryLoan:To meet emergent needs and other contingencies of the member.

7. Special cash credit for the vegetable, fruits and fish vendors.

8. Specialcashcreditforscrapcollectorsanddealers.

9. Loan againstdeposits

10. Fixed deposit

Operations

The members of the society can deposit here under various schemes. Society sanctions interest-
free loans to its members for starting a business out of its deposits. Generally, loans are granted 
for starting micro-enterprises, buying Auto rickshaw, starting clinics, agricultural purposes and 
for stationery shops, etc. Besides that, they also provide short-term loans in seasonal times, for 
example: school admission season. The net profit of the society is kept in a separate account called 
Deposit Service Fund. The society divides net profit to its depositors based on the proportion of 
deposit at the end of the financial year. In 2018, 5.5 percent of profit credited to the fixed deposit 
holders account.

Loan Procedure

For a business loan, society demands the project proposal and expected profit of their business 
plan from the member. The society sanctions loans to its member on the basis of this plan report. 
The members in society are eligible for getting a loan up to ten times of his share value which they 
invest in society. Maximum of 5 lakh rupees can be sanction by the Society as a loan to its members. 
The society also examines the genuine and viability of the loan proposal submitted by the member 
and it also monitors the projects. Usually, society takes the decision over the proposal submitted 
by a member for a loan, within one month. Sangamam demands the balance sheet of each branch 
at the end of the season. The society offers finance to its members for buying commercial vehicles 
based upon cost plus profit method. For example, the society buys an auto rickshaw for their client 
at the cost of 3 lakh rupees, but they give it to the client with 3, l50000 rupees. The interest of 
the member will be considered while determining the loan repayment of society. Repayments are 
made by way of monthly, Weekly, and Daily collections methods from the debtor. The society has 
a right to block the service to a particular customer up to 3 years as a punishment when he makes 
any default in their loan. The profit of society is considered as Rs. 50000. It is not like a flexible 
interest rate. Land document, gold, etc are considered as a mortgage for approving a loan. On the 
basis of the promise of shareholders, this society can sanction a maximum of 5 lakhs rupees as a 
loan. Business loans are limited up to a maximum of 5 lakhs rupees from this institution.
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Table 4.2 Tentative Position on the Working of Sangamam Branches as on30-6-2018 
(in Rupees)

Branches vaniyambadi Aluva Kozhikode Virudhu-
Nagar Erattupetta Trichy Kuttiady

No of mem-
bers from the 
service area

1698 1553 3102 529 4678 1021 1907

Share capital 
from the 
members in the 
service area

23,03,600 45,79,000 1,04,05,050 18,22,300 1,23,10,300 49,05,200 58,08,900

Total deposit 
out standing at 
the end of the 
period

1,16,63,682 6,23,79,798 1,51,91,796 43,03,609 7,71,49,177 1,13,12,186 3,24,85,378

Total loan 
outstanding at 
the end of the 
period

98,83,416 6,03,02,858 1,16,74,702 47,38,135 7,04,74,263 1,22,90,804 2,72,38,320

Tentative net 
profit / loss at 
the end of the 
period

1,39,225 1,68,898 −43,840 −28,434 2,39,627 89,466 69,100

Source: Sangamam budget report 2017-18

Risk

Credit risk is the major threat that the society faces now. Around 19 lakhs rupees were estimated 
as a default loan account in 2018 from this society. 

Table 4.3 Membership and Share Capital (in Rupees)

Items 2018-2019
2017-2018

Budget Actual Excess/Deficit

1. Increase in no of members 5,850 3,400 5,383 1,983

2. Increase in share capital 7,900,000 8,750,000 11,611,600 2,861,600

Source: Sangamam budget report 2017-18

Table 4.4 Deposit level of Sangamam ( in Rupees)

Items 2018-2019
2017-2018

Budget Actual Excess/Deficit

Increase in Deposit

A. Fixed 11,300,000 6,400,000 12,617,402 6,217,402

B. Savings 194,050,000 170,500,000 238,417,925 67,917,925

C. Group recurring 
(SANGAMITRA) 69,220,000 38,140,000 60,640,590 22,500,590

D. Daily Deposit(MONEYBEE) 83,050,000 44,550,000 47,007,905 2,457,905

E. Daily Saving Deposit 81,300,000 4,300,000 67,623,541 63,323,541

F. Home Safe 
(AISWARYABHAVAN) 2,350,000 3,150,000 1,399,088 −1,750,912
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G. Homely savings Deposit 70,060,000 3,050,000 44,941,331 41,891,331

H. Education Deposit 670,000 570,000 −570,000

I. Pilgrim Deposit 600,000 600,000 300,000 −300,000

J. Marriage Deposit 1,450,000 650,000 23,500 −626,500

K. Other Deposit (Recurring) 1,600,000 350,000 24,811,760 24,461,760

L. Mahila Sanghamithra 1840000 −

TOTAL 517,490,000 272,260,000 497,783,042 225,523,042

Source: Sangamam Budget Report 2017-18

Table 4.5 Loans ( in Rupees)

Items 2018-2019
2017-2018

Budget Actual ExcessƒDeficit

A. Self Employment Loans 
(Swabhiman−1&2) 66,200,000 65,000,000 17,832,077 −47,167,923

B. Short-term business loans 
(Samridhi−1) 45,600,000 51,500,000 25,675,731 −25,824,269

C. Loans for seasonal business
(Samridhi−2) 8,100,000 5,500,000 3,007,000 −2,493,000

D.Loans for renovation/modification to 
existing rented buildings (Nirman) 8,300,000 6,000,000 700,000 −5,300,000

E. Loans for consumer durables (Gruha 
Shobha) 3,100,000 3,500,000 742,920 −2,757,080

F. Loans against gold security 108,000,000 87,000,000 97,094,800 10,094,800

G. CC for vegetables, fruits, fish
vendors, etc. 2,570,000 2,650,000 −2,650,000

H.CCforscrapcollectorsanddealers 1,475,000 2,050,000 −2,050,000

I. Loans on security of deposits 135,640,000 89,870,000 68,550,625 −21,319,375

J. Ordinary loans 30,500,000 16,500,000 41,825,700 25,325,700

Total 409,485,000 329,570,000 255,428,853 -74,141,147

Source: Sangamam budget report 2017-18

Table 4.6 Income and Expenditure Account for The Year Ended March 31, 2018

In Rupees 

Schedule
For the year ended march 31,

2018 2017

INCOME

Income From Operation 12 80,50,326.00 60,37,779.00

Other Income 13 11,10,603.00 9,93,192.00

Total Income 91,60,929.00 70,30,971.00

EXPENSES
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Depreciation and Amortization Expense 14 4,46,728.00 2,35,312.00

Operating Expenses 15 78,43,549.00 72,54,164.00

Total Expenses 82,90,277.00 74,89,476.00

Profit Before Tax 8,70,652.00 (4,58,505.00)

Tax Expense: - -

Net Profit After Tax 8,70,652.00 (4,58,505.00)

SIGNIFICANT ACCOUNTING POLICIES 1

Source: Sangamam budget report 2017-18

Tailoring Unit under Sanghamam Neighborhood Groups at Kuttiady Branch

Cheque issued to the young farmers from the service area of  

Aluva Branch under self-employment scheme

Case 4   THANAL (Kaniyapuram,Trivandrum)

Thanal, is a micro-financial setup, doing interest-free financial services for the vulnerable section 
of the society since 2004 at Kaniyapuram in Trivandrum District. It acts as a mediator of both 
depositors and entrepreneurs or shadow for several people from exploitative interest-based 
loans. It provides finance to the needy persons irrespective of colour, religion, caste and all other 
discrimination created by a human being. This system mainly stands for the upliftment of the 
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miserable people by aiming remuneration from the part of God. They are functioning by keeping 
the Sharia principles in their mind than any other guidance. Earlier they had only 30000 rupees 
as their deposits but now it reached more than ten lakhs. The very interesting and notable thing 
concerning this institution is its operational head is a woman. The inspirational factor behind her 
for this kind of work is Sayf, who was the professor in Attingal College and her teacher of Quran 
for 12 years. In addition to the duty of providing the interest-free loan, it does a lot of charitable 
works such as assisting students, medical help for the needy persons.

1. Source of Fund
Thanal has been functioning for the last 14 years with success and taking its fuel from two sources, 
firstly, money deposited by the depositors, and secondly, donations given by certain people from 
the public. Merely 10 to 11 people are there for doing these kinds of activities. The deposited 
amount should give back to the depositors when they demand. Depositors cooperate with the 
purpose and objective of this system. All existing depositors come from the Muslim community; 
however, concerned authority always welcomes deposits from Non-Muslims communities also.  

2. Products

Quard Hassan (Benevolent Loan)

The major product offered by Thanal is an interest-free loan to the needy one. They do not have 
any fixed rule and regulation for lending, repayment procedure, etc., and they are philanthropic 
while providing loans to the genuinely needed persons. They do not ask any mortgage as security 
of loan and the only requirement is a well-known confident person by the concerned authority. 
Repayment tenure is fixed by the borrower and if the borrower needs a little more time for the 
payment, they will agree that. The authority needs a promise from the borrowers which ensure 
on-time repayment and no default payment. Investors are completely from Muslims community 
but beneficiaries include both Muslims and Non-Muslims communities. Around 35 customers are 
now utilizing their services. The loans provided by them can range from 10000 to 100000 rupees.

3. Challenges

a. Highly Risk

Head of the institution have a view that this involves high risk while providing benevolent loans 
without a strong mortgage. But she is happy to take this risk because she considers it as a service 
to the poor section to the society.

b. Lack of Awareness

Awareness regarding Islamic Banking is very low among the communities in general especially 
among non-Muslims is a problem faced by them.

c. Low level of Deposits

Everyone is ready for asking loan, but the richest section of the society is not willing to deposit 
money without interest. 

d. Political Scenario and Banking Rules

Vibrant amendments in the present fiscal and monetary policies are essential for the feasibility of 
Islamic Banking in India and Kerala. 

4. Customer Review
For tracing deep knowledge about the operational success of the framework, customers were 
interviewed. For a direct interview, they revealed that this scheme is highly beneficial for relieving 
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their debt, meeting their monetary needs and for leading a better life, etc. Large beneficiaries are 
middle-income families and people belong to below poverty line. Conventional banking systems 
which charge high-interest-rate deepen their problems. Here institution demands a mortgage 
from a person at the time of credit creation. Customers do not have much knowledge regarding 
the investment pattern of the fund. Beneficiaries are highly satisfied with the behaviour of the 
responsible persons in this institution. They opined that the government should take initiative to 
overcome the hurdles and promote and establish Islamic Banking in India.

Halal-faida is a nonbanking financial institution in Kannur, Kerala which started its operations on 
2017 based on the Kerala state cooperative Act 1969. The operations of the society are incorporated 
with the communist party of Kerala. Now it is at its infancy stage. Pooling the investment with 
interest-free was the first step taken by them in 2018. At present they do not provide any type 
of loans to its members. The company aims to do business with the share capital and provides 
a dividend to each shareholder. It welcomes Interest-free savings although not started lending 
services. There are only two staffs working there to manage the transactions of the company. There 
is no shortage of expert employees faced by them in this institution. Due to the infancy stage and 
competition, the authorities are not ready to reveal more information regarding the details of the 
products, information about investors, expenses, etc.

Case 5  Halal-faida cooperative Society (Kannur)

Imam of masjidurahma said that “if everyone understands and acts according to the real spirit 
of Islamic Banking, it will definitely improve the socio-economic conditions of people” 

Case 6  Al Furkhan (Trivandrum)

Al furkhan is a sub-centre of Masjid Rahma, a Muslim mosque, situated in Medical College of 
Trivandrum district. It offers interest-free financial services since 2012. This particular centre 
works under the intention of the wellbeing of the human being irrespective of any diversity such 
as caste, creed, religion, etc. It also tries to halt the tears of many peoples through their ‘zakat’ 
cell. Moreover, it provides loans to the public without interest rate. More than 185 people have 
benefited the services rendered by the centre

1. Source of Fund
• Donations 

• Fund from Mahal 

• ‘Zakat ‘cell

2. Schemes
 The institution provides loans to needy people depending on trustworthiness and purpose or 
demand for the loan by a person. Sanctioning of loan is determined by the mahal committee after 
checking the field report only.
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a. Gold Loan: Loan procedure

Authorities of Al furkhan tries to follow the ‘shariah’ principles or the rules and regulations 
enshrined in the Islamic religion as much as possible, and they do not take religion as a criterion 
for giving loans. The criteria that they follow is simple and attractive because those who need 
loans should produce any one of the identity card, generally Aadhar card, with gold or equalling 
valuable mortgage to the institution for sanctioning loans. The application form is freely available 
from the institution. The centre provides maximum loan amount up to 25000 and if someone needs 
more than 25000, they should submit another application and move up to the same procedures. 
The institution does not impose any kind of charges or interest for sanctioning various loans. The 
quantum of the loan can be sanctioned only after the detailed study by the mahal committee. The 
loan amount is disbursed through cheque and the institution allows repayment on the instalment 
basis. The profit earned from the business need not necessarily shared with the institution. 
However, if the consumer is unable to pay the principal amount in the true sense, the mahal 
committee will take the liability.

b. Saving Deposit

People from any religious community can invest in savings deposits schemes. But the gloomy 
thing concerning investment is that the number of people depositing is comparatively low. Most 
of the depositors are the members of the mosque committee. Due to the lack of information, then 
the services offered by this institution, especially investment of non-Muslims is comparatively 
low. Professionals in this field are also not available for the smooth functioning of these kinds of 
benevolent activities.

c. Medical Help

Al furkhan not only provides loans but also engages medical assistance to the poor people when 
they need money for medical treatment, purchase of medicines, etc. For availing this assistance, 
the patients should produce their detailed address with the details of medicines prescribed by 
the doctor to this institution. After the scrutiny, the authorities of the institution will forward the 
patient to a medical shop for buying the medicines. Finally, the patient should submit the medical 
bill to this institution for getting financial assistance. 

d. Dependence Centre: 

Al furkhan also operates a dependence centre near this institution. Those people who do not get 
any assistance from any part of society will get the help of this institution. They treat different 
categories of people irrespective of their age, caste, class, and religion with mercifully. 

e. House Construction:

 In addition to the above schemes, Al furkhan lends money without interest for helping the poor 
for housing. 

3. Challenges
One of the most significant and implicated challenges faces by this institution is the lack of 
awareness among the schemes to a certain section of Muslims and a large part of non- Muslims. 
So it’s essential to conduct classes, seminars, and workshop for spreading information about the 
operations of Islamic Banking. Most of the people from the society think that it is related to Islamic 
religion and no need for involving in it without a proper understanding of the essence. Low savings 
in these schemes are another challenge faced by them.

4. Customer Review
Above sections discussed the opinions and views of authority who conduct Islamic finance, it 
helps to understand the operational level. The result of the work or operation is very important. 
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To know about the result of this operation, definitely, the satisfaction level, assessment, etc. from 
the consumers who avail these services were examined. For comprehending their condition 10 
samples from this institution were studied. The samples were from different religions. Majority 
of them earn an average income between 5000 to 10000. When we speak about the satisfaction 
level of customers, they are of the opinion that it is very much helpful for them in every sense. It 
definitely acts as an alternative to the commercial bank’s high-interest rate. It definitely saves them 
from the hands of blade mafia. If these schemes come forward and expand in its full potential, it 
will definitely help poor people like them

Field survey
One of them said: “If government come forward as a regulatory body with a system named 
Interest-free banking rather than Islamic Banking, it will be more successful

4.2 Inactive Institutions

4.2.1 CASE: 7 Alternative Investment and Credit Limited(AICL)(Kozhikode)

Alternative Investment and Credit Limited (AICL) is a Nonbanking Islamic finance company in 
Kerala registered with Reserve bank of India. The main intention for the beginning of this institution 
is to act as an alternative against the exploitive nature of interest-based banking system and 
implement the financial system with equity and justice and on its growth trajectory to transform 
into an Islamic bank when the government of India sanctions Islamic banking. It was established on 
23rd June 2000 as an investment company and it was approved by RBI as a Non-Banking Financial 
Company. However, it started its operations in 2002 in a full-fledged manner. It is a venue to invest 
savings for interest-free returns. This institution is a source of finance for the entrepreneur based 
on profit/loss sharing (PLS). The company has a continuous dividend track record from 2003 and 
it provides a secure and profitable investment opportunity to all. The professional managers are 
experienced with Islamic finance. Unfortunately, the license of this company is cancelled by RBI 
due to the fair practice code (2014) implemented by them which was unable to follow by this 
institution. The fair practice code of RBI strictly suggests that all NBFCs shall adopt an interest 
rate while making transactions. But AICL challenged this order of RBI into the Mumbai High 
Court. Now they are consulting the experts to find out the ways to overcome the RBI rule. It was 
a company which did the transactions between 25 lakhs to 1 crore until getting the stop memo 
from RBI. There are four staffs’ works in this company with a fixed salary. It is different from other 
similar institutions in terms of charging no additional fee or penalty when the customer delays 
their repayment. This institution gave a maximum of 3 to 6 per cent dividend to the investors 
when the peak time. It would organize seminars for spreading knowledge and awareness towards 
the public. It offers business consultancy services via AICL consultancy division.

Operations

Profit and loss sharing method is followed by AICL throughout their transactions. They provide 
interest-free loans to their customers. They did the participatory finance through PLS basis. They 
share their profit or loss after accounting their business each year. As per the agreement with the 
company, the borrower needs to submit the audit report to the company on a yearly or monthly 
basis. The company visit and follow up on the progress of business that they financed earlier. 
They start its operations with the initial capital of 2 crores and now it reached 7.93 crores in 2018. 
The present value of a share is rupees 11.20 and the minimum investment is limited to 28000 
and maximum 11, 20,000. They had a total of 817 shareholders and the average share value of 
each investor is 30000. Generally, it finances for real estate, infrastructural development, home 
appliances and expansion of existing business, etc. There is no deficiency in the case of skilled 
professionals in their institution because there have a less demand for interest-free finance system 
in Kerala. There is no entry or processing fee charged by the institution for its customers.



52

Figure 4.4 Operations of AICL

Source: AICL (2018)

Loan Procedure

AICL provide loans to the public with the agreement of participatory finance. The loan for self-
employment schemes is a major one provided by the company. The director board analyses the 
project proposal which submitted by the needed one. The loan repayment is a monthly or yearly 
basis. The loan will sanction by the company only after the approval of the director board. The 
company takes the loss of the borrower only if it would arise from market risk. The loan sanctioned 
by the company on the basis of the mortgage which is fixed immovable property; i.e.,land. The 
average repayment period of loans in between 3 to 5 years. The benevolent loan approved by them 
which had the maturity period of 2 to 3 years. There are no disparities of sanctioning loan to the 
public.

It also providesijra(vehicle-based finance scheme) to its customers. This scheme allows by the 
companyon the basis of cost plus margin. The company directly buy the vehicle and give tothe 
customer. But the ownership of the vehicle goes on the company until when the customer pays the 
full amount to the company. The 70 percent cost of the vehicle undertaken by the company and 
the remaining 30 will take the customer. Under this scheme,vehicle is considered as mortgage. The 
total cost plus margin should repay by the customer on the basis of equated monthlyinstalment. 
It will diminish month after month. The total maturity period of the vehicle finance is limited to 
3 to 5 years.
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Table 4.7 The Consolidated Balance Sheet of AICL at 31.03.2018 (In Rupees)

Particulars Current year Previous year

I. Equity and liabilities
1.Shareholders fund
a.Share capital
b.Reserves and surpluses
2.Noncurrent liabilities
a. Deferred tax liabilities
3.Current Liabilities
a. Trade payables 
b.Other current liabilities
c.Short-term provisions
Total 
II ASSETS
1.Noncurrent Assets
a. Fixed asset
i.Tangible asset
ii.Intangible assets
b.Noncurrent investments
c.Deferred Tax Asset
d.Long-term loans and advances
e. Other noncurrent address
2. Current Assets
a.Current investments
b.Inventories
c.Cash and cash equivalents
d.Trade receivables
e.Short-term loan and advances
f.Other current assets

Total 

73,116,850
4,745,148

-

11,583
856,494
148,490
69,388,269

7,902,677
518,049
14,475,333
175,379
3,995,237
604,612

7,208,000
11,385,040
17,487,792
1,071,067
202,500
4,362,582
69,388,269

73,116,850
575,968

-

188,018
3,927,487
541,922
77,198,309

8,145,882
521,649
17,976,557
141,906
7,612,609
599,4690

11,500,000
13,942,992
9,005,459
1,960,300
292,500
5,498,996
77,198,309

Source:18th annual report of AICL in 2018

The company was unable to give the dividend to the shareholders in 2018 due to the loss incurred 
by the firm.

Management of Defaulters

The company extends the loan period for normal defaulters or convert the old loan to a new one 
subjected to the condition. It will not apply under the case of wilful defaulters. Instead of this they 
move another step of recovery of the mortgaged property or sue with a check. The wilful defaulters 
will be enlisted to the blacklist of the company and these customers will be permanently barred 
for getting services from this company. At present, the restrictions from RBI have seriously affected 
the growth of the company. Even though, out of its whole profit, 2.5 per cent would utilize for 
charity purpose (‘zakat’ fund).

4.2.2 Case 8 Welfare Association (Malappuram)

Welfare association or ‘PalisharahithaNidhi’ is a micro-financial interest-free scheme which 
was operated from 1973 and stopped its operation in 2014 under the Santhapurammahal in 
Malappuram. There had been more than 3400 beneficiaries under this scheme from 1973 to 2014. 
It started schemes with 2 lakhs rupees and ended with 30 lakhs. It worked under a religious 
institution, though it provided interest-free loans to public irrespective of any religion, caste, etc. 
And they strictly follow Sharia rules when they provide loans.

Loan Procedure

Under the infancy stage, it provided the loan amount of 200 rupees and it increased up to 50000 at 
the end. Under this scheme 50000 rupees allowed for a customer as a loan. Loan repayment period 
was limited to a maximum of six months. The loan was allowed to who sought it only after getting 
the consent of directors. In the case of default payment, the institution inhibits the accessibility of 
financial services to them for the next six months to one year as penance.
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Schemes

1. Loan for the business of Clay roof tile, textiles, uniform business, electronic shops, and crackers 
business

2. Leasing of the table, chair to the needed person.

3. Investment in real estate business

Source of Fund

1. School fund

2. Fund of mahal committee

3. ‘zakat’ fund

4. Individual deposits

The minimum deposit amount under this scheme was rupees 100. There were 3000 people 
deposited under this scheme and the average deposits were around 50000 rupees. There were no 
hidden charges incurred by the institution from the customers for their services except the initial 
registration fee of rupees 10. They built 32 houses for poor peoples in Kerala at the cost of 4 lakhs 
per house. The institutions tried to return whole deposits to their owners, but they did not ready 
to accept their deposited amount. 

Reason for Failure 
Around 5 per cent of peoples always showed dishonesty and misbehaved to repay the loan. Some 
people created lags to repay the loans. Under the microfinance schemes, the customers should 
deposit into the scheme but under Islamic banking, there is no provision to invest forcefully. That’s 
why the depositors were comparatively low in Islamic finance. Income tax from the dividend is the 
main hindrance of Islamic finance which prevents investors to come into the field. The absence 
of professionals for managing this system systematically is the main menace of this field. In their 
views, the current political situation is not satisfactory in India, at the same time Kerala shows 
satisfactory behaviour. The current Indian laws do not allow performing full-fledged Islamic 
banking in India. But there is no legal provision to take back allowed loans from peoples. But in 
extreme cases, the ‘zakat’ fund is used to compensate the losses. It worked with the help of AICL, 
interest-free non-banking financial institutions in Ernakulum, due to a stop memo getting from 
the Supreme Court, it was closed now. There is no permission under our law for issuing notices of 
which have the details of Islamic banking products

Customer Review
People were dissatisfied with the closing of this institution. Most of them took loans from this 
institution with the witness of two or three people and get a loan up to one lakh fifty thousand 
rupees for marriage and medical purposes. When it was closed, people started to depend on 
commercial banks to settle the loan repayment of this institution. They didn’t know the Islamic 
terms like ijra, mudaraba, musharaha, etc but they know its operations

4.2.3 Case 9 Bisfill Development(Trivandrum)

‘Bisfill development’ was an institution which functioned under the supervision of a person named 
Kamal Haji. His office was situated in Kallattumukku, Trivandrum and started its operation in 
1995. But this institution operated only for a short period. This institution closed its operations in 
2001. It was registered with RBI as a microfinance company. The prime reason behind the collapse 
of this institution is his blind belief towards the customers when he rendered the services.

1. Products

• Saving Deposit major portion of the fund invested by Kamal haji in this institution. Only a 
meagre portion is invested, by 15 persons from the Muslims community. The average deposits 
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of others range between one lakh to fifty lakhs. Its operation narrowed with the local area of 
Kallattmukku.

1. Providing Loans

• development provide loans to needy people without having any mortgage. Loans are mainly 
demanded by the public for vehicles related purpose. Loan for marriage, home loans are the 
other demands by customers.

1. Leasing

• activity of this particular institution is mainly done by Kamal Haji, in spite of saving deposit and 
loans, he also hires vehicles, mainly Auto rickshaw for the needy persons. The customer can 
have got the ownership of the vehicle only after paying the full amount through instalments.

2. Reasons for Failure

The primary reason for the collapse of this institution is providing loans to the needed persons 
without any security. He gave loans to every people who approach him. He did not use religion as 
criteria for giving loans. Most of the beneficiaries were from the Muslim community. Briefly said, 
the services of this institution were restricted to a particular region. The main cause behind its 
failure within five years is the ineffective management so that customers did not repay the loan 
resulted in a high loss to Kamal Haji Sahib. He also had a charitable trust. When the institution 
faced a shortage of the fund for investment due to dues made by customers, he used trust’s money 
for repaying to the investors. There were three staffs worked in that institution. Presently, he is no 
more in this world, but his institution still has a loss of 29 lakhs as the principal amount. Bisfill 
development had no structured institutional setup. It was a one-man show with high liberal and 
merciful mind resulted in pedestal lose and breakdown of the institution. 

“Success of these Kind of schemes are based on mutual trust and effectiveness of managing 
authority”- Son of Kamal Haji

This institution failed mainly because of two reasons; the first one is the cause for another. First is 
the ineffective management which resulted in laziness’ among the customers to repay the amount. 
So, the authority would not provide customer details.

PART - II

FACTORS DETERMINING FEASIBILITY OF ISLAMIC BANKING

Islamic Financial Institutions are functioning against the scrupulous authorities, which are raising 
the unnatural interest rate. Thus, Islamic bankingis highly significant in a state like Kerala due 
to its objective of improvement in the socio-economic conditions of the people specifically the 
most downward sections of the society. Present study aims in understanding the feasibility of 
Islamic banking in Kerala. For the deep understanding of the schemes and operations of Islamic 
financial institutions, a case studyhas been done on the concerned authority of nine Islamic 
financial institutions namely PISA (Ernakulam),INFAC(Kozhikode), Sangamam(Kozhikode), 
Thanal (Trivandrum), Halal faida(Kannur), Al furkhan (Trivandrum),Welfare Association 
(Malappuram),Bisfill Development(Trivandrum) and AICL(Kozhikode). Among these nine 
institutions, the first six are successfully functioning, and the rest three were failed due to certain 
reason such as ineffective management, hurdles of existing rules and regulation, defaults of loan 
accounts etc. Islamic banking has a clear difference between lending and investment. Lending 
can be done only on the basis of zero interest with capital guarantee and invests only on the basis 
of profit and loss sharing. The depositor is the lender to the bank and the bank assures to pay 
back the amount in full when they demand. The bank lends to the borrower who should pay the 
remuneration (profit) for receiving these services. In this chapter, generalization of the information 
received from the institutional authorities which are functioning similarly to Islamic banking are 
made.
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Table 4.8 Operational Framework

Institutions Status
Level of 
investment 
(in 2018)

Organizational 
structure

Expe-
rienc-
es 

Employ-
ees 

Benefi-
ciaries

Fee or 
charges(in 
rupees)

PISSA
Running 
success-
fully

82 lakhs Cooperative 
society

16 
years 4 1110 25 

INFACC
Running 
success-
fully

Not given Kudumbasree 6 
years

Not 
given 27000 No fee

Sangamam
Running 
success-
fully

4,09,91,600
Multi state 
cooperative 
society

5 
years 28 13614 200

Thanal
Running 
success-
fully

10 lakhs Unorganized
self-financing

14 
years 2 35 10

Al furkhan
Running 
success-
fully

Around 
1,5000000

Unorganized
self-financing

6 
years 1 More 

than 185 No fee

Halal faida Infancy 
stage Not given Cooperative 

society 1 year 2 Nill Not given

Bisfill De-
velopment Collapsed 50 lakhs Unorganized

self-financing
6 
years 3 Not given No fee

AICL Moderate 
stage 7.93 crore

Organized
nonbanking 
financial com-
pany

17 
years 4

817 
share-
holders

No fee

Welfare As-
sociation collapsed 30 lakhs Unorganized

microfinance
41 
years 3 More 

than3400 10

Source: primary survey (2018)

4.3 Operational Framework
The nine interest-free institutions work either in organized or unorganized nature. But the 
organized institutions comparatively show a better position in its operation and profit level. 
Another feature identified with the organized institutions is that they have an indirect link among 
them, but it was invisible under unorganized setups. Successful financial institutions have a 
strong monitoring system with strict rules and regulations for rendering their services which is 
absent in the failed ones. Due to the existence of prohibition from RBI, most of them operate as 
a cooperative model or micro chits. Mutual faith between the institution and investors as well as 
institution and beneficiaries are essential for the smooth functioning of Islamic finance. Under 
the non-banking setup, the employees working in the interest-free system are comparatively less. 
There are no hidden charges included in this system. In Kerala, there is a provision of opening 
an Islamic window in the cooperative banking sector. Because the cooperative banks in Kerala 
operates under the cooperative Act. It does not force on any compulsory interest for each deposit. 
Due to the adverse law existing in our country, most of the Islamic finance undertaken through 
cooperative societies benefits only its members and not outsiders. Lending activities taken by 
the institutions based on mortgages and debtor can repay the loan on instalment. If the customer 
defaults their loan account, the institution restricts the services to them for a fixed period or enlists 
the customer in blacklist for denying the services. Different products offered by the institutions 
depends upon their capacity, customer’s interest, profitability etc
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Figure 4.5 Source of Funds

Source: Primary data (2018)

Sakath –A Source of Islamic fund

According to the Holy Quran, each individual should give 2.5 per cent of their wealth to the 
deserving peoples. There are eight types of people who are eligible to receive ‘zakat’. These are;

1. The poor (al-fuqarâ’), meaning low-income or indigent.

2. The needy (al-masâkîn), meaning someone who is in difficulty.

3.  ‘zakat’ administrators.

4. Those whose hearts are to be reconciled, meaning new Muslims and friends of the Muslim 
community.

5. Those in bondage (slaves and captives).

6. The debt-ridden.

7. In the cause of God.

8. The wayfarer, meaning those who are stranded or travelling with few resources.

Indeed, [prescribed] charitable offerings are only [to be given] to the poor and the indigent, and to 
those who work on [administering] it, and to those whose hearts are to be reconciled, and to [free] 
those in bondage, and to the debt-ridden, and for the cause of God, and to the wayfarer. [This is] an 
obligation from God. And God is all-knowing, all-wise. – Al-Tawbah, 9:60

Now it has become a trend in each Muslim community that they should pay a part of their wealth 
to an institution (institution considered as an Islamic nation or Mahals). But a specific part of 
the Muslim community (Sunni) says it should be directly given to the eligible persons. But the 
obverse says if they act like that, it will create a sense of obligation and courtesy within the receiver 
towards the giver. A ‘zakat cell’ is a new idea created by them for collecting ‘zakat’ from the Muslim 
community. This is because the principles of ‘let not thy left hand know what thy right hand doeth’.

The banking system in Islam is a new one. As per the ‘zakat’ system, those who collect the ‘zakat’ 
are eligible for getting the part of that ‘zakat’. From that point of view whether the ‘zakat’ is collected 
as a source of the fund in Islamic banking, the bank employees are eligible for getting their salary 
from ‘zakat’ fund. Many Islamic nonbanking financial institutions are using zakat as a source of 
fund for sanctioning loans.



58

The successful institutions have successfully used the various sources of funds but it cannot be 
seen in the case of failed ones. For example, in the case of Bissfill development, instead of taking 
action for raising fund from the public, they try to invest their funds.

4.4 Entrepreneurs
The criteria fixed by the institutions for investment are only desire or readiness to invest than any 
other elements such as caste, religion, creed etc. Both successful and failed institutions provide 
funds to entrepreneurs. The successful ones have efficient management to take back the loan but 
the failed ones are miscarried in satisfying this function.

4.5 Products and Services
1. Savings account

2. Deposit products

3. Investment account

4. Recurred deposit

5. Benevolent loan

6. Ordinary loans

7. Seasonal loans

8. Business loans

9. Leasing

The successful institutions offer diversified products to their customers and make a profit. But the 
failed one does not.

4.6 Profitability
Out of the nine institutions, five are profitable and the remaining four face some strains for getting 
profit. The failed ones have no strong coordination or regulatory base. The profitability of the 
strong institutions shows an increasing trend except for AICL which face some legal issues from 
RBI. PISA has a profit of Rs. 10.53 lakh (2017-18) and Sangamam has Rs. 8, 70,652(2018). They 
upgrade their capital base out of their profit. It will help them to finance more for investment as 
well as a loan.

4.7 Regulation
Organized non-banking financial institutions have to keep an account which submits its report 
to the RBI at the end of the financial year. The general public can access the report as part of the 
regulation by RBI. Likewise, the Reserve Bank of India can control the banks for rendering interest-
free product and services by making necessary changes in their rules. The successful institutions 
work with cooperative society or Kudumbasree model. The failed ones faced a threat from RBI due 
to the violation of their rule.

4.8 Economic Stability
Criticisms came from many grounds that Islamic finance steered inflation in our economy. But the 
advocates of Islamic banking counter this argument by two senses. First one that Islamic finance 
makes asset creation and not debt creation. The second one is related to economic instability. 
It is argued that inflation and deflation can be managed through sharing profit and loss of their 
business. If the economy experiences inflation, the monitoring authority can increase its PLS. 
Hence the share of profit decreases leading to a fall in inflation. Successful institutions invest their 
fund in diversified schemes or secure their loan with strong mortgage. But the failed ones were not 
following these in their investment.
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4.9 Benefits 
Islamic banking can help in satisfying our developmental needs instead of approaching international 
institutions like World Bank. As a result, the profit of our economy will concentrate on our nation 
rather than outside. It can also help the poor people for satisfying their basic needs without interest 
burden and it enforces financial inclusion in our state.

Work as an Alternative 

Islamic finance is a helping hand to the vulnerable sections of our society because it helps them to 
relieve their life from the hands of scrupulous money lenders and other conventional banks who 
charge high interest. It also enhances asset creation instead of debt creation.

Generation of Self-Employment Opportunities

Islamic finance promotes self-employment opportunities in our society. It financially assists the 
shop owners for expanding their business. eg. short term business, seasonal business etc. This 
also includes Housing finance, Medical assistance, Vehicle loan, Marriage assistance, Educational 
assistance, Pilgrimage support schemes, Credits for meeting emergencies, Public infrastructural 
development through a joint venture etc. Both of the successful and failed institutions perform as 
an alternative banking system and it benefited both of the customers and investors.

4.10 Governing Issues
Compared to the democratic nations like India, Muslim dominated countries do not need a 
discussion about implementing a new idea to their parliament or no need to get consent from 
people or opposition. The law can be changed according to their situation. As per the Indian 
scenario, according to the argument said by the banking authority of India, it is not allowed for the 
establishment of a bank with the name of any religion, caste etc because it is against our secular 
nature. At the same time Catholic Syrian bank, Lord Krishna bank, Vaishya bank work here with 
the name of religion and caste. 

We are the enemy of what we don’t know.

The followers argue that the spreading of Islamic banking adversely affects the banking corporate 
of India. The government stands for corporate and are not allowing this system in India. India 
copies some laws from the UK. But the UK changes its policy in favour of Islamic finance but India 
does not do so. In 2017, Deepak Mohanthi, the Deputy Governor of Reserve bank, said that we 
can solve the issue of financial exclusion with the opening of Islamic window in our conventional 
banks.

4.11 Religious Aspects
The inspiration from religion is a major factor for starting an initiative of interest-free finance; 
especially Jamaat-Islami groups give support for its promotion. Most of the investors are coming 
from the Muslim community and only a meagre portion is from other communities even though 
beneficiaries are included from both Muslims and non-Muslims communities. The institutions 
follow ‘shariah’ principles of their services. Only the concerned authorities know Islamic principles 
of the finance in one hand but utmost customers are unaware of that. There is no religious factor 
found for their success or failure.

4.12 Level of Risk
Financial risk is also incurred in Islamic finance when it provides financing to its customers due 
to the possibility that customers may default on payment. The successful institutions demand 
mortgage while they lend their services. Besides that, they demand a project proposal for 
sanctioning a loan and a monthly or weekly followup carried by the institutions for reducing their 
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credit risk.The failed institutions like Welfare association and Bisfill development did not demand 
the mortgage while lending loan. The faith of owners towards their customer is identified as a 
factor while considering risk.

4.13 Skilled Professionals 
Since Islamic finance is yet to be developed in Kerala, the institutions which follow Islamic 
financed to their daily activities with less skilled professionals at present and they do not have 
in-depth involvement but requires high professionalism in this area of finance. The negligence of 
appointing skilled professionals is a factor for the failure of some institutions. At the same time, 
successful institutions have experienced professionals in their institutions.

4.14 Criteria for Making Credit
The finance for investment or benevolent loan depends upon the capital level of the particular 
institution. The mortgage is the main source of security used against their finance. Otherwise, with 
the promise of the members of the director board or depositor, the institution can finance. The 
institution ensures the fund is used for productive and profitable one through demanding project 
proposal. The ‘shariah’ committee or equivalent body check the genuineness of the proposal and 
confirm whether the borrower follows ‘shariah’ principle or not. The maturity period is fixed by 
the institution after the discussion and agreement between lender and borrower. If the borrower 
has failed to repay the loan, the institution has the right to recover the mortgaged property for 
securing the amount of depositor and keeping the promise between depositor and institution. But 
it has less scope in Islamic finance because it follows ethical principles and usually they extend 
the maturity period of the loan. The successful institutions follow these rules for their finance; at 
the same time, failed ones have not followed these rules.

4.15 Experiences 
The successful Islamic financial institutions in Kerala has more than 14 years of working experience. 
The rigid rules and regulations, effective monitoring, continuous follow up are the key factors 
behind their success. It raises the spirit of feasibility atmosphere for commencing Islamic banking 
in Kerala. The failed ones have less than 4 years of experience except for AICL.

4.16 Management of Losses
The losses of one branch will overcome with the excess profit of another one (Sangamam multi-
state financial limited is an example). Precautions are taken by the institutions for reducing the 
depth of their losses. Analytical study of the project proposal is done by the authority before 
granting a loan. If loss occurs, as per the ‘shariah’ principle, the depositors are also ready to bear 
it. The institutions always keep a portion of their excess profit for meeting future losses. The failed 
institutions do not have more than one branch which could not compensate the losses of one 
branch with a profit of another one. They also failed to take an analytical study or precautions 
before lending loan.

4.17 Management of Expenses
Compared to conventional banks, less number of employees work in Islamic financial institutions. 
Most of the institutions have two or three employees. The average employees of these institutions 
are around 6. The investment returns and fees or other charges are used by the institutions for 
meeting their expenses. Both successful and failed institutions distributed their dividends only 
after deducting the expenses.

4.18 Awareness of Islamic Banking
Only customers accepting these services have sufficient knowledge about Islamic finance in Kerala 
but not others. But new customers have no sufficient information about the transaction or product 
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details of Islamic finance. It ascertains that the society has no sufficient knowledge towards Islamic 
finance.The institutions have less legal provision for canvassing people through advertising. The 
least number of non-Muslims accompany with the deposits schemes of Islamic finance in Kerala. 
It is clear evidence that non-Muslims have less knowledge about the benefits of Islamic finance.

4.19 Customer Reviews
Both depositors and customers have a positive reply towards Islamic finance in Kerala. Because 
they are the beneficiaries of a wide variety of schemes delivered by these institutions and satisfies 
their needs like marriage, house construction, etc. It rescues them from the hands of money lenders. 
Most of the beneficiaries from the middle-income group have benefited from Islamic finance 
through relieving their old debts and are leading a better life. They opined that the government 
should take the initiative of removing the hurdles of establishing Islamic finance in Kerala. It is the 
same opinion of customers in both successful and failed institutions.

4.20 Reasons for Collapse
Some of the institutions which follow Islamic finance drop out their services due to several reasons.

1. Finance without any mortgage

2. Limited within a particular community

3. Ineffective management

4. The unfair attitude of customers

4.21 Thinking of Restricted Items
As per the principles of Islamic banking, it prohibits finance for certain businesses. This prohibition 
is mainly based on some ethical aspect. If the purpose is ethical, the institutions can allow the 
loan. There is no difference found in the views of both successful and failed institutions.

4.22 Mutual Fund Vs Islamic Banking
Ethics is the core difference between Islamic banking and mutual funds. In a mutual fund, it has a 
provision to invest anywhere. But in the case of Islamic banking, it will be limited to ethical ones.

4.23 Islamic Banking Vs Conventional Banking
The followers of Islamic banking did not argue to break the current conventional banking system 
and replace it with Islamic banking. But they suggest that there should be a system for those people 
who can deposit their money without interest and avail money interest-free.

4.24 Controversy of the Name 
Islamic banking is also known as interest-free banking, Alternative banking, Ethical banking, and 
Participatory banking all over the world. Some peoples argue that the word Islam in Islamic banking 
stand as a hindrance for the establishment of Islamic banking. Hence they suggest replacing the 
name of Islamic banking with interest-free banking. But the advocates of Islamic banking counter 
this argument with the point that the credit of many innovations goes to the others in future evens 
its origin is in our country or religion. The critic says if it is allowed in India, it will create another 
demand for Hindu bank. But the Islamic admirers answer this issue alike if the Hindu religion 
has this type of alternative thinking, the government should allow them. The name Islam is a 
philosophy, and this philosophy directs the Islamic banking. The word Islamic banking not only 
means interest-free but it is free from exploitation.

4.25 Favourable Conditions
1. Cooperative banks have a provision for providing interest-free finance to its members. Because 

the Cooperative Society Act does not mention any interest while accepting deposit or lending. 
So it can be implemented in our state under the cooperative sector.
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2. Muslim and non-Muslim community are ready to finance in Islamic financial institutions.

3. There is support from the head of the monetary authority of India (Former RBI governor 
Raghuram Rajan) and fiscal financial head of the state (Thomas Issac) for the establishment of 
Interest-free finance in Kerala.

4. Both beneficiaries and authorities of existing interest-free finance institutions are highly 
satisfied with this system and have a plea of essential amendments under the present laws 
which are hindering Islamic finance.

5. Successful examples of effective functioning of Islamic Finance in Muslim and non-Muslim 
countries.

This chapter tries to give a wide analysis of the problem, whether Islamic banking is feasible or 
not in Kerala, by conducting a comprehensive direct examination of nine non-banking financial 
institutions which are functioning mainly based on interest-free finance system. Majority of the 
institution are selected were succeeding and having more than fourteen years of experience hinting 
to the feasibility of Sharia-based finance in Kerala. Unfair attitude of the customers, finance without 
mortgage, ineffective management and improper awareness among the people are considered to be 
the major reason for the failure. It also discussed various proposals of various authorities of various 
levels of government regarding the establishment of interest-free financial service to India and 
Kerala. Highlighted the challenges and favourable conditions for the setup of the system. 

Nine Islamic financial institutions like Al-furkan in Trivandrum, INFACC sustainable development 
society in Kozhikode, Progressive Investment and Service Activities (PISSA) in Ernakulam, 
Sangamam multi-state cooperative society in Kozhikode, AICL in Kozhikode, Bisfill development in 
Trivandrum, Thanal in Trivandrum, Halal faida in Kannur and welfare association in Malappuram 
were studied and both active and inactive institutions were focused. Snowball sampling is used 
for identifying the Islamic financial institutions. The characteristics, operational level, products 
and services, customer reviews of each institution were examined. Bisfill development, Halal faida 
and AICL were the collapsed ones. First part of the chapter discusses analytical elements of nine 
institutions separately and a general description is given in the second part.

The nine interest-free institutions work either in organized or unorganized nature. But the 
organized institutions comparatively show a better position in its operation and profit level. 
Successful financial institutions have a strong monitoring system with strict rules and regulations 
for rendering their services which is absent in the failed ones. Mutual faith between the institution 
and investors as well as institution and beneficiaries are essential for the smooth functioning of 
Islamic finance. There are no hidden charges included in this system. Lending activities taken by 
the institutions based on mortgages and debtor can repay the loan on instalment. If the customer 
defaults their loan account, the institution restricts the services to them for a fixed period or enlists 
the customer in blacklist for denying the services. Different products offered by the institutions 
depends upon their capacity, customer’s interest, profitability etc.

Savings, contributions from donations, contribution from beneficiaries, contribution from NRI, 
contribution from Zakat etc. are the primary source of fund for the institutions; saving account, 
deposit products, benevolent loans and leasing are the major products. The criteria fixed by the 
institutions for investment are only desire or readiness to invest than any other elements such as 
caste, religion, creed etc. Both successful and failed institutions provide funds to entrepreneurs. The 
successful ones have efficient management to take back the loan but the failed ones are miscarried 
in satisfying this function. Organized non-banking financial institutions have to keep an account 
which submits its report to the RBI at the end of the financial year. The general public can access 
the report as part of the regulation by RBI. Likewise, the Reserve Bank of India can control the 
banks for rendering interest-free product and services by making necessary changes in their rules. 
The successful institutions work with cooperative society or Kudumbasree model. The failed ones 
faced a threat from RBI due to the violation of their rule. Analysis of the interview of the concerned 
authorities revealed that the system of interest-free finance is a way for the economic stability due 
to two things; the first thing it makes asset creation and not debt creation and secondly, it can 
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manage the instability situation of inflation and deflation. Islamic banking can help with satisfying 
our developmental needs instead of approaching international institutions like the World Bank. 
As a result, the profit of our economy will concentrate on our nation rather than outside. It can 
also help the poor people for satisfying their basic needs without interest burden and it enforces 
financial inclusion in our state.

There are certain governing issues associated with the system that it is functioning against the 
secularist concept of India, but the present study revealed that customers those availing the 
services of Islamic Banking involves both Muslims and Non-Muslims, proved the argument was 
a myth. But the investors are completely from Muslim community. The negligence of appointing 
skilled professionals is a factor for the failure of some institutions. At the same time, successful 
institutions have experienced professionals in their institutions. The finance for investment or 
benevolent loan depends upon the capital level of the particular institution. The mortgage is the 
main source of security used against their finance. Otherwise, with the promise of the members of 
the director board or depositor, the institution can finance. The institution ensures the fund is used 
for productive and profitable one through demanding project proposal. The ‘shariah’ committee or 
equivalent body check the genuineness of the proposal and confirm whether the borrower follows 
‘shariah’ principle or not. The successful Islamic financial institutions in Kerala has more than 
14 years of working experience. The rigid rules and regulations, effective monitoring, continuous 
follow up are the key factors behind their success. It raises the spirit of feasibility atmosphere for 
commencing Islamic banking in Kerala. The failed ones have less than 4 years of experience except 
for AICL.

Precautions are taken by the institutions for reducing the depth of their losses. The institutions 
always keep a portion of their excess profit for meeting future losses. Compared to conventional 
banks, less number of employees work in Islamic financial institutions. Both successful and 
failed institutions distributed their dividends only after deducting the expenses. Only customers 
accepting these services have sufficient knowledge about Islamic finance in Kerala but not others; 
institutions have less legal provision for canvassing people through advertising. Study have 
already mentioned beneficiaries of the service include both Muslims and Non-Muslims. Both 
depositors and customers have a positive reply towards Islamic finance in Kerala. Because they 
are the beneficiaries of a wide variety of schemes delivered by these institutions and satisfies their 
needs. They opined that the government should take the initiative of removing the hurdles of 
establishing Islamic finance in Kerala. It is the same opinion of customers in both successful and 
failed institutions.

Delay of payment, denial of certain financial paper such as draft and letter of credit to interest 
free financial systems by the Indian government, lack of confidence, information asymmetry, 
unorganised structure of these institutions, inadequacy of common procedure, lack of expert 
for auditing, existing fiscal & monetary policies, low level of deposits, income tax on dividends, 
present political scenario and risk associated with the functioning of the system are considered as 
the challenges for the feasibility of Islamic Banking in Kerala.
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CHAPTER 5

Summary and Conclusion

Despite the seventy years of independence, India still faces acute unemployment and poverty. 
Concentration of income in the hands of a few people remains the major problem for both 
Indian and Kerala economies. Obviously, it is the hour to rethink our developmental path 

and make solutions to rescue India from these social evils. Our existing conventional banking 
systems are significantly known for the financial exclusion of certain community. This study 
intends to suggest Islamic banking a strategy to improve the present financial condition of the 
state, as well as the nation and thereby improving the overall equal and inclusive development of 
the economies. 

Due to the existing inefficiencies in the conventional banking system, Islamic banking can be 
considered as an alternative source for the Kerala government to mobilise resources for rescuing 
from its debt trap. Islamic banking mainly functions based on Sharia principles, which strictly 
follows the Holy Quran, Sunnah, and consensus of legal scholars. The major difference between 
Islamic banking and the conventional Banking system are; it prohibits the payment of interest or 
usury, prohibits the business on anti-social activities such as alcohol, pornography, pork, lottery, 
prostitution etc. to ensure the overall well-being of the society and it works on PLS system (Profit 
& Loss sharing).

 Literature review of the present study revealed that there is not that many controversies among 
the experts of the world regarding the potentiality of Islamic banking to raise the economy’s 
welfare. But everyone criticized the mechanical operation of the Interest-free banking system and 
suggests for effective operation of Islamic banking by keeping a tight convergence between theory 
and practices and also operates as the best model for the rest of economies. Most of the studies 
conducted in this field looked specifically into the feasibility of Interest free financial system in 
wide areas; some investigated the issues between theory and practices, effectiveness of system etc. 
Unlike the previous studies, present study is a humble attempt to analyse the feasibility of Islamic 
banking in a specific area with a wide view.

Developed counties like the UK, US, Singapore and France are operating Islamic bankingsystem. 
Besidesthat,China,Germany, Denmark, Switzerland and Luxembourg also follows this system. 
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Islamic banking as attracted by several nations while they were facing economic crises. Legal 
accommodations of Islamic banking vary with countries. Countries like Iran, Saudi Arabia, and 
Sudan followed banking system with Islamic compliance, but countries like Egypt, Jordan and 
Malaysia follow a dual approach(Sharia-based banking system). The central bank controls Islamic 
backing just as conventional banking. Central bank executes and supervises the financial and 
monetary affairs of Islamic banking with foreign countries. It monitors the general trend of business, 
employment, income, price and also take necessary step to maintain its standard. With the general 
interest of the public, central bank direct the investment activities for economic development. 
Confidence and cooperation are essential for creating a principled relation between the central 
bank and Islamic banks. (Siddiqi,2008).

Islamic banking can not operate under the existing banking regulation of India. Banking regulation 
act-1949, RBI Act 1934, stands as a hindrance for the establishment of Islamic banking in India. 
Therefore, in India, Islamic financial institutions are working as Non-Banking Financial companies 
under the guidance of RBI and SEBI Act. As per the census report of India 2011, India has 
14.2percent of Muslim population which is the second-largest non-Islamic nation after Indonesia. 
While considering risk sharing and investment, Islamic banking is a workable model in India. 
Muslim population in India invest their cash in interest-free schemes or donate their interest for 
charity purposes (Khader,2016).Raghuram Rajan, head of the high-level committee on financial 
sector reform, recommended interest-free banking on 7th April 2008 and 2015-16 annual report 
of RBI raised the opinion of interest-free banking with the consideration of the excludable people 
from the banking sector. All these proposals and recommendations were ignored from the part 
of the concerned authority by hinting the reasons such as it is against the secularist view of the 
country, presence of financial inclusion schemes like Jandhan Yojana and fear of using the fund 
for terrorist activities. What we are suggesting in this ground is that if we consider the applicability 
of Islamic banking beyond its religious norm it plays a vital role in the development of economies. 

During the latter half of the 20th century, many Islamic financial institutions emerged in Kerala. 
Interest-free financial institutions started in 1970s with 6 in Kerala and now it has reached more 
than 390. Now, more than 500 institutions provide interest-free services under the organized and 
unorganized sectors in Kerala (Beegam,2017). Former Chief Minister V S Achuthanandan proposed 
the Islamic bank in 2009 under the aegis of Kerala State Industrial Development Corporation 
(KSIDC) to attract investment; but the actual brain behind this idea was Thomas Isaac, the finance 
minister of Kerala, is also an advocate of Islamic banking. He targeted the Muslims from Kerala, 
working in the Middle East, who are familiar with Islamic banking. KSIDC incorporated with the 
company of Al Huda with 11 per cent share, but there was a case filed against this government 
action in Honourable High Court of Kerala. The petitioner argued that the government action is 
against the secular nature of the state as well as it will create a similar demand for opening banks 
in other religious communities.

Both secondary and primary sources for attaining the objective. The study conducted online Islamic 
financial institutions namely PISA(Ernakulum), INFACC (Kozhikode), Sangamam(Kozhikode), 
Thanal(Trivandrum), Halal Faida (Kannur), Al furkhan (Trivandrum), Welfare Association 
(Malappuram) Bisfill Development (Trivandrum) and AICL(Kozhikode). Among these, the first 
six are successfully functioning and the rest failed due to certain reasons such as ineffective 
management, hurdles of existing rules and regulation and defaults of loan accounts, etc. Case study 
approach and snowball sampling are used for analysis because there are not that many financial 
institutions based on Sharia principles spread across Kerala economy. Also, the statistical data of 
different institution vary and some are reluctant to give away their information. For reaching a 
valued conclusion with regard to the feasibility of Islamic banking,the study observed and studied 
the opinions and views of both customers and investors or entrepreneurs of the institutions, 
conducted personal interviews with the selected authorities of these institutions for understanding 
the working conditions, operations, products, services offering, level of investment, profitability, 
growth, risk, adequacy of skilled professionals, criteria for making credits,experiences, mode of 
repayment, monitoring of utilisations of funds,secular aspects, ‘shariah’ principles, alternative 
framework, management of losses and challenges, etc. Telephonic interviews were conducted 
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to the selected customers or beneficiaries of these institutions for understanding the customer 
satisfaction, perceptions, interest of customers, religious aspects, ‘shariah principle, liquidity, need 
for banking set up, pattern of utilisation of funds, socio-economic changes, preference, awareness, 
saving habits and problems of clients, etc.

Savings, contribution from trust members, contribution from well-wishers, donations from NRIs, 
from beneficiaries, from zakat committee, from other sources, and deposits are considered as the 
major source of fund for the institutions. Products and services of the different institutions are 
different and they are generally saving account, deposit products, investment account, recurring 
deposit, benevolent loan, ordinary loans, seasonal loans, business loans and leasing.

Out of the nine institutions, five are profitable and the remaining four face some strains for getting 
profit. The failed ones have no strong coordination or regulatory base. The profitability of strong 
institutions shows an increasing trend except for AICL which face some legal issues from RBI. 
PISA have a profit of 10.53 lakh (2017-18) and Sangamam have 8, 70,652(2018). At present, the 
organized non-banking financial institutions have to keep an account at the end of the year and 
submit a report to RBI and make it accessible to the public as part of the regulation of RBI. Likewise, 
the Reserve Bank of India can control the banks with rendering interest-free product and services 
by making necessary changes in the rules.

The criticisms came from many grounds as Islamic finance steered inflation in the economy, but 
it can be countered in two grounds. First one is that Islamic finance is for asset creation and to 
avoid debt-trap. The second one is that the economic instability of the economy like inflation and 
deflation can be managed through the sharing of profit and loss.Mortgage is the main source of 
security used against their finance. Otherwise, the institution can finance with the promise of the 
members of the director board or depositor. The institution ensures the fund goes for productive and 
profitable purposes through demanding project proposal. The ‘shariah’ committee or equivalent 
body check the genuineness of the proposal and confirm whether the borrower follows ‘shariah’ 
principle or not. 

The successful Islamic finance in Kerala has more than 14 years of working experience. The rigid 
rules and regulations, effective monitoring, continuous follow up are the key factors behind this 
successful experiences. It raises the spirits of feasibility atmosphere for commencing Islamic 
banking in Kerala. The failed ones have less than 4 years of experience except for AICL. Both 
depositors and customers have a positive reply towards Islamic finance in Kerala. Because they are 
the beneficiaries of wide varieties of the schemes delivered by these institutions and it satisfied 
their needs like marriage, house construction, etc. It rescues them from the hands of money lenders. 
Most of the beneficiaries are from the middle-income group who got relieved from their debts and 
are leading a better life. They opined the government should take the initiative of removing the 
hurdles of establishing Islamic finance in Kerala. It’s same for customers of both successful and 
failed institutions.

In 2017, Deepak Mohanthi, the Deputy Governor of Reserve bank said that we can solve the issue 
of financial exclusion with opening the window of Islamic finance in our conventional banks. 
Therefore, effective alternative to the conventional banking system, track to include financially 
excludable people, pooling of NRI funds from Muslim countries, attraction of fund from GCC 
countries, solution for labour capital inadequacy through equity financing, generation of job 
opportunities and enhancement of saving habits are considered as the potentials of Islamic Banking.

Like a coin, Islamic Finance has both positive and negative sides when analysing its feasibility 
in Kerala economy. Delay of payment, denial of certain financial paper such as draft and letter of 
credit to interest free financial systems by the Indian government, lack of confidence, information 
asymmetry, unorganised structure of these institutions, inadequacy of common procedure, lack of 
expert for auditing, existing fiscal & monetary policies, low level of deposits, income tax on dividends, 
present political scenario and risk associated with the functioning of the system are considered 
as the challenges for the feasibility of Islamic banking in Kerala; Whereas we could be able to see 
favourable condition such as provision of corporative banks to provide interest free finance to its 
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members, existence of Islamic financial institutions in Muslim &Non-Muslim community, support 
from the head of monetary authority (RBI governor)and financial head of the state Thomas Isaac 
for the establishment of interest free finance, both beneficiaries and authorities of existing interest 
free financing system are highly satisfied and longing for the essential amendments of the existing 
law which stand as hindrance to Islamic finance and successive examples of effective functioning 
of Islamic banking in Muslim and Non-Muslim countries.  

Suggestions
1. The government of Kerala set up a committee with experts from Banking and financial fields 

for doing an intensive study regarding the feasibility of Islamic banking in Kerala, and how its 
utilize for Kerala economy and should submit its report to RBI, Central Finance Ministry, Prime 
Minister with the proposal of amending the following laws

2. Section 5(b) and 5(c) of the Banking Regulation Act 1949 prohibit the bank to invest in the 
profit-loss sharing basis

3. Section 9 of the Banking Regulation Act prohibit bank to use any sort of property apart from 
private use.

1. Section 21 of the Banking Regulation Act requires payment of interest.

2. A team with the ministry of finance can visit foreign countries and examine the transactions, 
operations, benefits, and management of Islamic finance in their country and try to follow here.

3. There are many controversies concerning the name of Islamic banking for interest-free services. 
So by changing its name can reduce some controversies like interest-free banking, ethical 
banking, participatory banking etc.
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Appendix -1

List of Islamic Financial Institutions in Kerala

Unorganized sectors

Kasaragod

I. Assam, IMG Trust Building, Chemmanadu, Kasargode, P. 0

2. Interest-Free Movement, Railway Station Road, Kanjhangad, P. O.

3. Wafa Palisha Rahitha Nidhi, Kolangara Complex, Kumbala 

4. Ihsan ‘zakat’ h & Relief Cell, Padanna, Kasaragodu, 671312 

Kannur

I. Palisha Rahitha Paraspara Sahayasangam, Islamic Center, Kakkad, P. O. 

2. Ideal Association of Persons, Medilab Building, Narangaapuram, Thalassery. 

3. Palisharahitha Vaaippaanidhi, Parral, JIH Parral, Kaarkulvilkha, P. O. 

4. Ideal Association of Persons, Ideal English School, Kuruchiyil, Thellichery. 

5. Baithunnasar Charitable Trust, Santhinagar, Chctumloor Road, Thalassery. 

6. Rahma Charitable Society, Mattoor, Kannur. 

7. Palisha Rahitha Nidhi, Ulliyi P. O., Kannur. 

8. Hira Palisha Rahitha Nidhi, Near Ansar Masjid, Thalipparambu Market.

9. Hira Welfare Association, Pazhayangadi, Vaadihuda, Kannur.

10. Muttam welfare Association, Islamic Center, Muttom P. O. Vengara, Kannur 

11. Palisha Rahitha Vaipaa Nidhi, Koyappaka, Kunjimangalam P.O., 

12. Jamaath-e- Islami welfare Committee. P. O. Kanjirodu, Koodali (via). 

13. Chaaladu welfare Society, Hira Center, Challadu, Kannur.

14. Ideal Association of Persons, C/o Santhinikethan, Peringathur.

15. Ihsan Palisha Rahitha Nidhi, Masjithul Ihsan, Chengalai, 670731 

16. Palisha Rahitha Vaippa Nidhi, P. O. Parral 

17. Masjith Rahman Relief Fund, Kadavathur, Kannur — 670676 

Wayanad

I. Welfare Society (Palisha Rahitha Vaipaa Sahhaya Nidhi), MasjidMubarak, Kalpatta 

2. Ideal Charitable Trust. Meppadi- 673577 

Kozhikode

I. Chakkum Kadavu Welfare Society, JIH Office, Chakkumkadavu, Kallai 

2. Palisha Rahitha Nidhi, Puthur, P. O. Puthur, Koduvalli — 673572 

3. Kodiyathor Area Islamic Sahaaya Nidhi. P.O. Kodiyathur 

4. Association of Persons, Kudambur, Punnassery

5. Palisha Rahitha Nidhi, 1ST Buildings, Vellimadukunnu.

6. Akshaya Nidhi Kaarassery, P.O. Kaarassery, Mukkam. 

7. Palisha Rahitha Sahaaya Nidhi, Koduvalli — 673572

8. Islamic Service Society, Kakkadu, Kaarassery, Mukkam

9. Palisha Rahith Sahaaya Nidhi, P. O. Paalath, 673611 
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10. Calicut City Palisha Rahitha Vaipa Society, SIO Office, Kundungal. 

11. Welfare Society, Vattoli Bazar P. 0, Kozhikkode

12. Panniyamkara Welfare Society, Uriyams, Panniyamkara, Kozhikkode

13. Palisha Rahitha Sahaaya Nidhi, Islamic Center, Kirtaassery, Pokkunnu 

14. Islamic Study Circle Interest-Free Fund, Mathottam, P. O. Arakkinur 

15. Palazhi Palisha Rahitha Nidhi, lira Masjid, Palazhi 

16. Palisha Rahitha Nidhi, Kuttikkattoor P. O. 

17. Palisha Rahitha Nidhi, Masjidul ihsan Kallurutti

18. Anwarul Islam Juma Masjid Palisha Rahitha Nidhi, Omessery 

19. Palisha Rahitha Nidhi, Murambathi

20. Kinaloor Welfare Society, Kinaloor

21. Welfare Society, P. O. Nanminda 

22. Elattil Palisha Rahitha Sahaya Nidhi, P. O. Elattil, Koduvalli 

23. Darussalcm Palisharahitha Nidhi. Vanimel, P. O. Kodiyera

24. Palisha Rahitha Sahaya Nidhi, Nellikkaparambu, Gothamb Road 

25. Shifas Charities Kakkodi 

26. Association of Persons, Aayanchery P. O.

27. Islamic Charitable Trust Noruth, Mangad P. 0., Unnikulam 

28. Masjidunnoor Paraspara Sahaya Nidhi, Thamarassery 

29. Association of Persons, Narikkunni- 673585 

30. Darul Aman Investment Welfare fund, Islamic Cultural Centre, Thalakkulathur 

31. Vaipa Sahaya Nidhi, Uteri Juma Masjid 

32. Ideal Welfare Association, P. O. Vengalam 

33. Chendamangallur Paraspardsahaya Nidhi, P. O. Chendamangallur

34. Ansar Paraspara Sahaya Nidhi, West Chendamangallur 

35. Edavannappara Welfare Society, P. O. Cheruvayur, Vazhakkadu 

36. Darusalarn Palisha Rahitha Vaipa Nidhi, Cheruvannur, Ferok 

37. Irshaadiya Paraspara Saha, Nidhi, Masjidul Irshad, Peta, Ferok 

38. ISB Palisha Rahitha Nidhi, Karuvanpoyil, Koduvalli 

39. Anwarul Islam Juma Masjid Palisha Rahitha Nidhi, P. O. Ornassery

40. Muzhikkal Welfare Society, P. O. Chelavoor

41. Palisha Rahitha Nidhi, JIH Office, Kundhamangalam 

42. Daarul Amanath. JIH Office, Areakodu 

43. Anugraha Association of Persons Meladi Islamic Centre, Meladi, Calicut

44. Daarul Amaana. Raamanaatukara 

45. Help Pctlisha Rahitha Nidhi, Hira Centre, Calicut

46. Ideal Welfare Association, Ambalathukulangara, Chelannur

47. Kulanthodu Paraspara Sahaya Nidhi, Kulanthodu, REC 

48. Ideal Paraspara Sahaya Nidhi. Kulangarappadam. P. O. Farook College
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49. Parambil Bazar Palisha Rahitha Nidhi, Parambil Bazar 

50.Hira Palisha Rahitha Nidhi, Kuttikkattur

51. Sahaayam, Kannassery Road, Kallai

52. Kizhakkummuri Palisha Rahitha Nidhi, Kizhakkummuri

53. Marhama Palisha Rahitha Nidhi, Muringumpura, Mukkam

54, Palisha Rahitha Nidhi, Kundungal, Calicut.

55, Cheruvannur Palisha Rahitha Nidhi, Cheruvannur

56. Farook College Palisha Rahitha Nidhi

Malappuram

I. Thuvoor Welfare Association, Islamic Centre, Thuvoor

2. Masjidhul Huda Welfare Comminee, Pandikkadu

3. Irshad Islamic Finance Corporation, MasjidulHuda, Melattoor

4. Karuvarakundu Welfare association, Masjidussalam, Karuvarakundu 

5. Local Body Kizhuparambu, Areacode

6. Kodoor Muslim Samskarika Samithi, Chemmakadavu, Kodoor 

7. Malappuram Islamic Service Society, Masjidul Falah, Down Hill, Malappurm

8. Sandwanam, Palisha Rahitha Nidhi, Masjithul Ihsan, Chungathara 

9. Santhigram Welfare Society, Vazhayoor, Malappuram 

10. Mundukuzhi Welfare Society, Mundukuzhi, Vazhakkadu 

I I. Palisha Rahitha Nidhi, Vazhakkadu

12. Olippuzha Palisha Rahitha Nidhi, Edayatoor, Malayatoor via

13. Islamic Centre Trust, Hajiyar Palli, Malappuram 

14. Daya Charitable trust, Palisha Rahitha Nidhi, C. V. Road. Ponnani 

15. Melangadi Welfare Society, Melangadi, Malappurarn

16. Palisha Rahitha Nidhi Kundoti, Masjidul Ihsan 

17. Darul Arnanath Morayoor, P. O. Morayoor

18. Welfare Society Karippoor, Islamic Centre, Kummini Parambu 

19. Welfare Society, Salamath Nagar, Puthoor, Pallikkal 

20. Kooriyad Welfare Society, Kooriyad, P.O.

21. Klary Welfare Society, Mammalippadi, Edarikkodu

22. AI Irshad Palisha Rahitha Nidhi, Ayiroor P.O., Perumbadappu 

23. Pandalingal Welfare Fund, Pandalingal, Meeppadam

24. Kadannamanna Islamic Service Society, P.O. Kadannamanna, Mankada

25. Thiroorkadu Palisha Rahitha Nidhi, P.O. Thiroorkadu 

26. Vadakkangara Welfare Society, P.O. Vadakkangara, Mangada 

27. Arimbra Islamic Service Society, P.O. Arimbra- 679321 

28. Thanikkal Welfare Association, Thanikkal, Chettipparambu

29. Pookarathara Palisha Rahitha Sahaya Nidhi, Kolalamba, Edappal 

30. Islamic Service Society, Mankada 
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31. Makkaraparambu Palisha Rahitha Nidhi, P.O. Makkaraparambu

32. Islamic Welfare Trust, Payyanadu, Manjery 

33. Chandakkunnu Welfare society. P.O. Chandakkunnu, Nilambur 

34. Thirunavaya Welfare society, Thazhathala, Thirunavaya

35. Kodinji Welfare Society, Farook Nagar, Kodinji 

36. Hilal Palisha Rahitha Nidhi, Cheroor, Malappuram 

37. Hira Palisha Rahitha Nidhi, Vengara, 

38. Mangatupalam Islamic Centre, P.O. 

39. Kutoor Palisha Rahitha Nidhi, Paakadappuraya, Kooriyad 

40. Hira Welfare Society, Padinjattummuri P.O.

41. Islamic Welfare Society, Changaramkulam, P.O. Nannammukku 

42. Islamic Welfare Society, Palisha Rahitha Nidhi, Kalachal, P.O. Aalancode

43. Peoples Public Welfare Fund Kootil, Mankada

44. Kurumbadi Palisha Rahitha Nidhi, Kurumbadi, P.O. Mattannur, Mangalam 

45. Hira Palisha Rahitha Nidhi, Perundiruthy 

46. ISS Trust Cherukodu, P.O. Chathankodupuram, Vandoor 

47. Islamic Relief Fund, Niramaruthoor, Thiroor

48. Palisharahitha Paraspara Sahaya Nidhi, Poovathani, Thazekodu 

49. Welfare Society, Kunnumal, Malappuram

50. Salamathu Nagar Paraspara Sahaya Nidhi, Salamathu Nagar, P.O. Meppadam

51. Thiroor Welfare Society, Masjidussafa Thiroor

52. Irumbiliyam Palisha Rahitha Nidhi, P.O. Irumbiliyam 

53. Pullur Interest-free Fund, P.O. South Kultoor, Malappuram 

54. Thalakkadathur Welfare Committee, Thalakkadathur North, Thiroor

55. AI-Aqaba Interest-free Credit Society, AR Nagar 

56. Thanaloor Palisharahithanidhi, Masjidulhuda, Thanaloor

57. Human Charitable Trust, Islamic Centre, Palappetti

58. Islamic Guidance Trust, Palisha Rahitha Nidhi, Masjidul Baraka, P.O. Perumbadappu 

59. Masjidul Marva Palisha Rahitha Nidhi, AI-Ameen Grama Kendram, Thiroor.

60. Islamic Service Society, Islamic Centre, Ponnani

61. Welfare society, Kotta, P.O. Thiroor

62. Cherukulamba Charitable Society, Cherukulamba, Vattallur P.O. 

63. Karuna Palisha Rahitha Nidhi, Masjidussalam, Edakkara 

64. Ponmundam Welfare Society, P.O. Ponmundam

65. Abhaya Palisha Rahitha Nidhi, Kaalikkavu 

66. Welfare Society Thottasseryara, Kannamangalam West 

67. Calicut University Area Kshemanidhi, Pallikkal 

68. Welfare society, Devathiyal 

69. Valanchery Welfare Society, Pattambi Road, Valanchery
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70. Dharmagiri Welfare Society, Dharmagiri. AR Nagar 

71. Hira Welfare Society, Kolappuram North, A.R Nagar

72. Islamic Relief Society, Ansar English School, Kululomba P.O. 

73. Islamic welfare Trust, Masjidul Ameen. Cholakkal, Payyanadu

74. Islamic Centre, Kanjirukku

75. AI-Ruda Paraspara Sahaya Sangam, Kattuppara, Chelakkadu

76. Maythri Charitable Trust, Palisha Rahitha Nidhi, Mookuthala, Vadakkumuuri

77. Islamic Service Trust, Palisha Rahitha Nidhi, Kokoor

78. Salva Welfare Fund, Al Farook masjid, Wandoor, 

79. Santhapuram Welfare Association, Pattikkadu 

80. AI Islahu Charitable Society, Vaniyambalam 

81. Palisha Rahitha Nidhi, BP Angadi, Parassery

82. Hira Welfare Society, Padinjarummuri 

83. Thanal welfare society. Pookkattiri, Edayoor

84. Palisha Rahitha Nidhi, Manjeri 

Palakkad

I. Palisha Rahitha Nidhi, C/o Islamic School, Puthunagaram 

2. Ishaathul Islam Charitable society, Isaat Masjid, Alathur -678541

3. Interest-free Fund, Mannarkadu, Jamiyathul lrshad Trust, P B No 17 

4. Interest-free Fund, City masjid, Metro Bazar., Palakkad

5. Kaarakkadu Welfare society, Kaarakkadu P.O., Kondookara 

6. Palisha Rahitha Nidhi. Masjid Huda, Vettukadu, Puthukode 

Trissur

I. Hira Palisha Rahitha Nidhi, Chemparambu, P.O. Eriyad, Kodungallur 

2. Marhama Welfare Society, P.O.Eriyad 

3. Palisha Rahitha Paraspara Sahaya Nidhi, P.O. Kara, Kathiyalam 

4. Udayam Palisha Rahitha Nidhi, Pavaratti P.O.

5. Palisha Rahitha Vaipaa Nidhi, Blangadu, Chavakkadu

6. Ideal welfare society, Edavilangu

7.‘Samsam’ U bazar Juma Masjid, Maadavana

8. Kodungallur Islamic Finance Corporation, Eriyad

9. Palisha Rahitha Paraspara Sahaya Nidhi, Kochannur 1ST, Kochannur 

10. Vadakkekadu Welfare Society, Masjid Thaqva, Nayarangadi, Njamaneenjadu 

11. Karuna Palisha Rahitha Sahaya Nidhi, Vinayam Padana Vedi. Orumanayoor, Chavakkadu 

12. Infak Interest-free Fund, Iiidayath Nagar, Kalathodu, ollukara

13. Paraspara sahaya Nidhi, Islamic Centre, Perumbilavu

14. Marva Charities, Pay Bazar, Eriyad. 

15. ‘Message’, Mathilakam 

Ernakulam 

I. Darussalam Welfare society. Darussalam, Thaikkattukara 
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2. Sahodara Sahaya Sahakarana Sangam, Ivlasjidul Phalah, Kumbalam 

3. Ideal Welfare Society, Edathala, Islamic centre

4. Cochin Interest-free Fund, Islamic Centre, Ekm

5. Palisha Rahitha parasparasahaya Nidhi, Manjappetti, Marampalli 

6. Palisha Rahitha Paraspara sahaya Nidhi, Kunjunnikkara, Uliyathur, Aluva 

7. Palisha Rahitha Nidhi, Najathul Islam Trust, Illathupadi, Edavanakkadu

8. Paraspara Sahaya Nidhi, Chalakkal Islamic Centtre, P.O. Chalakkal

9. Social welfare Society, Pookkattupady, Edathala 

10. Islamic Welfare Finance, Maaliyekkapady, Edathala

11. PIFI Investment Trust, Al Huda masjid, Pannaikulam

12. Palisha Rahitha Paraspara Sahaya Nidni, Vanitha IC, Moovatupuzha 

13. Social Welfare Society, Vadakkekkadu, P.O. Kangarappady

14. Progressive Investment and Service Activities (PISA), Perinjala. Kumarapuram

15. Palisha Rahitha Nidhi, ACT Centre, Indira Junction, Kochi-682005

16. Islamic Welfare Forum (IWF), Edavanakad 

Alappuzha 

1. Huda Trust, Palisha Rahitha Paraspara Sahaya Nidhi, Kumaarapuram P.O. 

2. Palisha Rahitha Niksepa Vaipaa Paddhathi, Islamic Centre. Alleppy 

3. Athani, Parayakkadu, P.O. Alappuzha

4. Palisha rahitha Paraspara sahaya Nidhi, Masjidul Huda, Neerkunnam 

Kottayam

1. Mutual aid Society, Kanjirappalli, Islamic Centre,Kanjirappalli

2. Ideal Welfare Association, Masjid Daawa, P.O. Knmanam 

3. Ansar Kshema Nidhi, Almanar, Earattupetta 

4. Palisha Rahitha Nidhi, Ilikkal, Kambakklungal Building, Kilinoor North

5. Fousia College Palisha Rahitha Nidhi, Earattupetta 

Kollam 

I. Kollam Welfare Society, Umayanallur P. O.

2. Rosevila Palisha Rahitha Society, Islamic Centre, Cheriyaveliyanellur P. O.

3. Palisha Rahitha Sahaya Nidhi, Aakal P.O. Kollam 

Thiruvananthapuram

I. Darul Amanath Islamic Centre, Paalayam. 

2. Kizhakkethala Palisha Rahitha Nidhi, Vettiyara P.O. , Naavaayikulam

3. Palisha Rahitha Society, Njaarayikonam, Madvoor

4. Azhiokodu Charitable Society, IEC Building, Azhikodu 

5. Ihsan Welfare association, C/o IWA Trade Links, Chala 

6. Raathikkal Palisha Rahitha Sahaya Nidhi, MS Corner, Raathi, Vetoor, Varkala

Source: Yakoob (2009)
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Appendix- 2

Islamic financial institutions in different countries

Countries Islamic Financial Institutions

Albania Arab Albanian Islamic Bank, Tirana

Algeria BanqueAlbarakaD‘Algerie, Algiers

Australia Muslim Community Co-operative Muslim Community Credit Union

Bahrain

ABC Investment & Services Co EC
Al Amin Co. for Securities and Investment Funds 
Albaraka Islamic Investment Bank
Arab Islamic Bank E.C. 
Bahrain Islamic Bank 
Bsc.
Bahrain Institute of Banking & Finance Chase Manhattan Bank N.A
Citi Islamic Investment Bank (Citicorp) DallahAlbaraka (Europe) Ltd.
DallahAlbarakah (Ireland) Ltd.

Bangladesh
Albaraka Bangladesh Ltd
Islamic Bank Bangladesh Ltd,
Dhaka Faisal Islamic Bank

Canada Islamic Co-operative Housing Corporation Ltd. Toronto

Denmark Faisal Finance A/S

Egypt

Alwatany Bank of Egypt, Cairo
Egyptian Company for Business and Trade S.A.E 
Egyptian Saudi Finance Bank (Dallah Al Baraka), Cairo 
Gulf Company for Financial Investment
Faisal Islamic Bank of Egypt, Cairo
Islamic Bank International for Investment and Development, Cairo 
Islamic Investment and Development Co., Cairo
National Bank for Development, Cairo

France
Algerian Saudi Leasing Holding Co. (Dallah Al Baraka Group) 
Capital Guidance
BNP Paribas

Germany Commerz Bank 
Deutsche Bank

India
Al Ameen Islamic Financial & Investment Corp. (India) Ltd., Karnataka Bank 
Muscat International (SOAG)
Al-Falah Investment Ltd

Indonesia

Al Barakah Islamic Investment Bank 
Bank Muamalat Indonesia, Jakarta 
Dar Al-Maal Al-Islami Trust
PT Danareksa Fund Management, Jakarta

Iran

Bank Keshavarzi (Agricultural Bank), Tehran 
Bank Maskan Iran (Housing Bank), Tehran 
Bank Mellat, Tehran
Bank Melli Iran, Tehran 
Bank Saderat Iran, Tehran
Bank SanatVaMaadan (Bank of Industry and Mines), Tehran Bank 
Sepah, Tehran
Bank Tejarat, Tehran

Iraq Iraqi Islamic Bank for Investment and Development

Ivory Coast International Trading Co. of Africa
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Jordon Jordan Islamic Bank (Subsidiary of Dallah Al Barka Group) Jordan 
Islamic Bank for Finance and Investment, Amman

Kuwait

Gulf InvestmentCorporation
The International Investment Group 
The International Investor, Safat 
Kuwait Finance House, Safat
Kuwait Investment Co - Dar Al-Isethmar Securities House

Lebanon

Al Barakah Bank of Lebanon S.A.L
Arab Finance House S.A.L. (Islamic Bank) 
Lebanese Islamic Bank S.A.L.
Blom Development Bank S.A.L.

Luxembourg
Faisal Finance (Luxembourg) S.A 
Faisal Holding, Luxembourg Takafol S.A
Islamic Finance House Universal Holding S.A

Malaysia

Adil Islamic Growth Fund (Innosabah Securities SdnBhd), Labuan Arab Malaysian 
Merchant Bank Berhad, Kuala Lumpur
Bank Bumiputra Malaysia Berhad, Kuala Lumpur Bank Islam Malaysia Berhad, 
Kuala Lumpur
Bank Kerjasama Rakyat Malaysia Berhad, Kuala Lumpur Dallah Al Baraka 
(Malaysia) Holding SdnBhd
LembagaUrusan Dan Tabung Haji (Fund), Kuala Lumpur Malayan Banking Berhad 
(Maybank), Kuala Lumpur Multi-Purpose Bank Berhad, Kuala Lumpur
United Malayan Banking Corp. Berhad, Kuala Lumpur Bank MuamalatBerhad, 
Malaysia
Securities Commission
Labuan Offshore Financial Services Authority (LOFSA) Islamic banking& Takaful 
Dept, Bank Negara Malaysia

Morocco
Faisal Finance Maroc S.A The Netherlands
Faisal Finance (Netherlands ) B.V
Faisal Finance (Netherlands Antilles) N.V

Nigeria Habib Nigeria Bank Ltd
Ahmed Zakari& Co

Oman Bank Muscat International Bank Saderat Iran, Muscat
Oman Arab Bank

Pakistan

Al Faysal Investment Bank Ltd, Islamabad
Al Towfeek Investment Bank Ltd (Dallah Al Baraka Group), 
Lahore Faysal Bank Ltd, Pakistan
National Investment Trust Ltd., 
Karachi Shamil Bank
Meezan Bank Limited

Palestine
Arab Islamic Bank
Arab Islamic International Bank (AIIB) Plc Cairo Amman Bank
Palestine International Bank The Palestine Islamic Bank

Dubai MaalIslami Trust National Bank of Sharjah HSBC, Dubai
National Bank of Dubai

UK

Albaraka International Ltd, London Albaraka Investment Co. Ltd, London
Al Rajhi Investment Corporation, London Al Safa Investment Fund
Bank Sepah, Iran
Dallah Al Baraka (UK) Ltd., London Takaful (UK) Ltd, London
Barclays Capital
HSBC Amanah Finance
ABCIB Islamic Asset Management, Arab Banking Corp

Ireland
Al Meezan Commodity Fund Plc, Dublin Jersey, UK (+534)
The Islamic Investment Company, St Helier.
MFAI (Jersey) Limited (formerly - MassrafFaysal Al-Islami Ltd, Jersey)
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USA

Abrar Investments, Inc., Stamford CT 
Al-Baraka Bancorp Inc. Chicago
Al-Madina Realty, Inc., Englewood NJ 
Al-Manzil Islamic Financial Services
Amana Mutual Funds Trust, State St. Bellingham WA 
Ameen Housing Co-operative, San Francisco 
American Finance House
Bank Sepah, Iran
BMI Finance & Investment Group, New Jersey
Dow Jones Islamic Index Fund of the Allied Asset Advisors Funds 
Failaka Investments, Inc., Chicago IL
Floors Incorporated, Toledo OH 
Hudson Investors Fund, Inc., Clifton NJ
MSI Finance Corporation, Inc., Houston TX 
Samad Group, Inc., Dayton OH
Shared Equities Homes, Indianapolis IN 
HSBC, USA
MEF Money, USA
Islamic Credit Union of Minnesota, (ICUM) 
United Mortgage

Yemen

Islamic Bank of Yemen for Finance and Investment, Sana 
Saba Islamic Bank, Sana
Faisal Islamic Bank 
Yemen Islamic Bank,Sana
Yemen National Investment Co., Sana

Source: Jeet Singh,(Islamic banking in India; growth and potential)
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Appendix- 3

Interview schedule

1. Institution name

2. Established year

3. Total asset/liability

4. The growth of your institution 

5. Circumstances for the creation of this institutions

6. Offering products

7. Number of clients (investors and borrowers)

8. Can you explain the operational level of this institution?

9. What are the criteria followed by your institution while receiving investment and making 
credit?

10. An average investment level of your clients

11. Can you trace your profit or loss from the beginning of your institution?

12. Do you feel any kind of risk involved in transactions?

13. The demand and supply of skilled professionals in your institutions

14. Mode of repayment of loans 

15. How can you divide your profit or loss to your investors?

16. How can you monitor the utilization of allotted funds?

17. Whether you follow any religious aspects for your transactions

18. Do you really uphold the true ‘shariah’ principles in your functioning?

19. How it works as an alternative framework from the conventional banking system

20. Do you feel this kind of institutions promote social welfare and development? if yes, how

21. Your opinion and experience regarding interest-free banking

22. What are the difficulties or hindrance your institutionfaces while operating this model of 
finance?





SL NO CATEGORY TITLE AUTHOR

1 Short Term Project
Pilgrim Tourism and Ecological 
Sustainability: Case Study of Pamba  River 
in Kerala 

Dr .Anitha V

2 Short Term Project
Life- Cycle Assessment of Primary Sector: A 
Case Study of Tea Plantation in Kerala  

 Dr. Syamlal G S

3 Short Term Project
Rationality, Uncertainty and Cognition 
in Financial Markets: An Experimental 
Approach

Dr. Anoop S Kumar

4 Associateship
Strategies in Health Care Promotion and 
Subjective Well-Being: A Study Based on 
National Rural Health Mission

Dr. Deepa B

5 Associateship
Islamic Model of Finance- A Case Study of  
Islamic Investment Management Company, 
Calicut, Kerala 

Dr. Sunija Beegum. N

6 Associateship Analyzing State of Indian Economy From an 
Ambedkarian Perspective? Dr. Godwin S K

7 Internship
Youth Entrepreneurship in Kerala: Problems 
and Prospects Vijayasree  R M

8 Internship
Use and Non-use Value of  Backwaters in 
Kerala: A Case Study Ancy John

9 Internship
Gandhian Approach To  Rural Development: A 
Study of Sustainable Farming by GSGSK

Anamika Dinesh & 
Arya Devi R

10 Internship
Exploitation of In-Migrant Construction 
Workers in Kerala: A Case Study Anish .N Chandran. 

11 Internship
Civil Society and Social Capital : Case Study on 
JCI Tanita Eloo Philip

12 Internship Neoliberalism and Inequalities: An Analysis Aabid Firdausi M S

13 Internship
Role of Institutional Governance in Economic 
Development-With Special  Reference to 
Marginalized Slum Dwellers in Kerala

Reshma Rajeevan

Studies Already Undertaken by IUCAE




