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INTEREST FREE BANKING IN INDIA: NEED, CHALLENGES AND ITS
POSSIBILITIES*

BY

Mariya Binth Siraj*
Junior Research Fellow
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Lucknow, Uttar Pradesh
Abstract
The aim of this paper is to know the reasons of adaptation and hurdles of adaptation of Islamic banking
in India. This paper describes the possibilities of Islamic banking in India by considering the fact that
India is home to nearly 204 million Muslims, which is world’s third largest Muslim population. With
the help of available resources on internet and other resources the past literatures have been reviewed
to know the trend and growth of Islamic banking all over the world but not in India. Islamic banking
means a financial system which is based on the Islamic law (or sharia) and guided by Islamic ethics.
The purpose of article is to portray a quick roundup of scenario of Islamic banking and highlights its
potential and need in India and in the accompanied challenges.

'- ds: Islamic banking, sharia, Islamic ethics, Islamic finance, India.
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(Khattak and Re_hman, 2010). On the basis of speedy growth in the past few decades, Islamic banking
tends to be an integral part of global mainstream in banking system (Gilani, 2015; Rammal and
Zurt_J[‘uegg., 2006). Most of Indian Muslims either invest in non-interest bearing investment or donate
the interest as charity. There is an open opportunity for Islamic bank to attract fund that convention
bank are not able to. Normally Indians practice participatory banking by establishing corporative bank,
non- banking financial institute and micro credit facilities the same can facilitate to introduce Islamic
banking.
Initiation of Islamic banking in India can possibly lead to the financial inclusion not just from different
sections of society but it will also attract foreign investors mainly from gulf cooperative council
countries which possibly are the great help in fulfilling the dream of becoming a financial hub. Islamic
banking can also help India to solve insufficiency problem between labour and capital ratio, which can
be a revolutionary step in the field of agriculture and other unorganised sectors. Islamic banking may
also motivate entrepreneurship by providing finance in the basis of sharing of profit and loss (no

interest).

Objective of the Study

e To explore the reason why most of developed and developing countries are interested in adapting

Islamic banking.

s To explore the quality of life of Muslims.
e To explore the reason why Islamic banking is not yet adapted by India.

2. Literature Review
Islamic banking is one of most studied topic in the field of research from last decades almost more
than 65 years old. The first Islamic bank was establish in Egypt in 1963 from there onwards the study
of Islamic banking started many scholar have given their view on the adaptation and growing
popularity of Islamic banking all over the world (Samir Shaikh ). Islamic banking surprise by showing
a new phenomena in the world of banking by the speedy progress (Mohamed Arif 1988). Till 1990
more than 45 countries have already adapted Islamic banking and Islamic investment mostly in
Muslim countries but their subsidiary and holding companies are found mostly non-Muslims countries
(Mohsin S Khan, Abbas Mirakhor 1990) and Islamic banking gaining acceptance not only in Muslim
countries but also in non Muslim countries (Zamir Igbal, Abbas Mirakhor 1999). It improves income
distribution in the country and tends to be suitable for small units that they can obtain finance without
any collateral securities as it is not necessary it will result in emergence of fast economy growth (Abdel
Hamid Abdouli 1991). Captivating the example of Bahrain [slamic Bank (BIB), a research was
conducted to investigate the reality of micro level of claim ( high performance and stability) by
considering different methods like financial analysis and portfolio analysis (Seref Turen 1996), another
research in Bahrain on 300 customer who are well educated 80% of them are between 25-50 age
group they have been the satisfied customer for more than six years of Islamic banking and they

continued (Saad A Metawa, Mohammed Almossawi 1998).
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Th d rooress has been witnessed during 1970 to 1995 not’ only conventional bank byt

e'tre:.nenlous l:emgrbank also started to adapt Islamic banking technique (Munawar Iqbal, Ausaf
IAD;:::;“;;; T:::;unah Khan] 998). A serious empirical study brought a conclusion that Islamic bank
ha‘ve sh10wn fairly well progress in the period of 1990 tf) 98 when 1t was compared with ’th_e cor‘nroi
war Igbal 2001). Besides they have witnessed global crisis suffered

oup’ of conventional bank (Muna | |
ﬁz 15)8 to 1999 but it recovered soon and performed really well after the downfall period and it was

discovered that the downfall was due to diseconomies of scale for small to medium Islamic banks
which demands mergers (Donsyah Yudistira 2004). - , ;
A survey conducted in Singapore revealed that if the Islamic bank is able to give the expef:ted return
so they continue to keep their money in Islamic bank. The result was 62.1 per cgnt of 'Mushms ag_reed
and 66.5 per cent of non-Muslims disagreed. This research concluded that Muslims will support either
it able to share sufficient profit or not (Philip Gerrard, J Barton Cunningham 1997). Islamic banks are
gaining momentum and facing a strong competition not only from other Islamic bank but from
conventional banks as they are also providing services on shariah principles in their branch which they
practice in Islamic countries (Kamal Naser, Ahmad Jamal, Khalid Al-Khatib, Jordan, 1999). Later
Islamic bank experienced the global growth rate of 10-15 per cent per year and no. of countries
amplified to 51 even having consistent growth many conventional system is still unaware with the
process of Islamic banking principles (Mr Juan Sole 2007) and it remained a mystery for many part of
the world especially in the west and (M Kabir Hassan, Mervyn K Lewis 2007).
Islamic bank can create credit and can also control its credit creation activity in a same way as other
banks but still central bank need to find different method to create credit (Zubair Hasan 2008). Islamic
banking have brought a new innovation in the banking industry as transaction can pass by owning real
physical assets and have their own risk and liquidity management tactic (Ben Arab Mounira,
ELMELKI Anas 2008). The performance of Islamic bank and conventional bank should not be
mea?ured in same way as they both have different objectives. Shari member definitely have better
quality of su;':ervision and consultation when it comes to finance and commerce (Racha Ghayad 2008).
E{l US Islamr‘c barllk is growii'{g at 15% p.a and hold more than $700 billion in assets. It is not just
cf;zf;:if;:l ::&?:;:;??:;2‘:?;”1 iSS‘:‘eS th?t make. it more ec.onomically efficient than any
2 Ear g onomic equity and justice (Feisal Khan, 2010).

esearch Methodology
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offer facilities which came under Islamic banking principles. On the basis of slogan “NO FAVOR,
BUT NO DISCRIMINATION” western nations like UK promote Islamic finance introduce by farmer
prime minister who predicted that London will be a future gateway and his prediction turn to be true.
Whenever other banks face closure the Islamic bank come into picture a reason behind its expansion.
» The assets of Islamic banking have increased at an average rate of 15% in last decade.

The principles followed by Islamic banking are been derived from holy Quran and ‘Hadeeth” which
have been narrated by Prophet Mohammad.

Islamic bank closely monitor their investment and insure firms who are investing is managed
properly.
It is also known as ethical banks. As it does not lend or lease any product that they do not

completely own. It does not deal in traditional bond as trading in them is not allowed so they have
their own version of instrument called Sukuk (Islamic bond),

» To spread financial inclusion interest free loans (Qard Hasan) are encouraged.
In Islamic banking unproductive activities such as speculation or gambling are not supported as it
is prohibited and productive activity like trade, commerce, entrepreneurship and societal
development are been supported.
» Itis based on sharing of profit and loss of business but prohibits paying and charging of interest.
» It does not charge any penalty on its borrower for late payment.
» More controlled form of banking due to dual monitoring as it has board of directors and Sharia
Supervision board.
~ It give due respect to public interest. Its primary aim is to ensure inclusive growth by providing
capital socially desirable projects.
4. E ic Condition of Indian Muali
Islam is the second largest religion in India with approx 14.2% of population about 204 million (2019)
Muslims. India is a home to almost 10% of world Muslim population which is third largest in the
world after Indonesia and Pakistan. Almost 47% of the population 1s found in three states Uttar
Pradesh, West Bengal and Bihar. Considering their population major proportion dealing worse off
standard of living than scheduled caste and scheduled tribes. Only 4.4% of Muslim population is
enrolled in higher education and less than 5% held a government job and only 3.2% in countries
security agencies. The quality of life is worst a prime reason behind social and economic degradation
of this community. Muslim always noticed having low share in public (or any formal) like job, school,
university place and seats in politics. As compare to other sections or group of society Muslims eam
less and hardly take part in any sort of bank and other finance activity, spent very few years in school :
that results in lower literacy rate (nearly half of the population 46% cannot read and write). Muslims 78 B
was traditional craftsman in the course of globalisation and mechanization most of craft skills have
taken away and Muslims craftsman left obsolete and lost their traditional livelihood. It a collective
failure as a nation even after 73 years of independence constitutional safeguard and several welfare
measures are not able to empower minority. v .

-
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but some practical survey by using random sample method to the real need in India. Islamic banking
is one of the most studiedtopicsyetithassommhtomalandemmeasitisstillanalienmpic.
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