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Abstract 

This paper is aiming to clarify the concepts of the Islamic Banking and to focus on its 

resources and the ways to invest these resources, trying to nominate its products by 

which they are operating, and to make a comparison between the Islamic Banks versus 

the Commercial and European Banks. 
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1. The Concepts of Islamic Banking 

 

Islamic banks operate within the principles that govern Islamic economics. These 

principles are: 

- Prohibition of usury (Riba) in financial dealings. Not to take or give interest, or 

grant a loan with interest. 

- Prohibition of all forms of monopoly, and all forms of hoarding. 

- Directing financial resources to the channels of economic activities that are 

useful or beneficial to the society. 

- Prohibition of investing financial resources in fields of prohibited activities 

such as trading in liquor or pork, realizing solid society through the revival of Zakat. 

 There are two main concepts of the Islamic Banking: 

- Money is not considered as a commodity that can be dealt with by more than 

its value such like other commodities, as dealing with money is governed by certain 

regulations which point out that money is not an usurious item and therefore it is 

prohibited to sell it at more than its value, and not be returned with more than its value 

in case of lending it. Usury (Riba) is prohibited in Islam in which the function of 

money is to conclude a transaction and to price the products, money in Islam is not a 

commodity that is governed by supply and demand factors, but it is considered as a 

measure of values, and to facilitate the flow of financial dealings without directly 

affecting the value of goods and services. On the other hand, there are the Islamic 

funding instruments applied in the Islamic banking system. 

- Although there are differences in income between different social classes, 

Islam does not take this as a rule of differentiation between people in rights and duties, 

but whenever there are people of limited income that is less than what can fulfil their 

basic needs, the rich people have to help them by paying Zakat. Islamic banks include 

specialized departments for Zakat within their structures. In Islam, the concept of 

Zakat is not that of charity, but the means of purification of the individual assets. 
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There is also another way of supporting the limited income of people by granting them 

the Qard Hassan which is lending money with no interest.  

 

2. The Islamic Banks’ Objectives 

 

Besides carrying out all banking activities; Islamic banks are rendering trade, investment 

activities and financing projects. There are various social services rendered by the Islamic 

banks through the Zakat fund. Islamic banks’ goal is to operate through comprehensive 

banking system based on the rules of Islamic Shari’ah which meets the needs of shareholders; 

clients and society. Islamic banks are rendering trade finance as well as investment activities, 

leasing activities and all retail banking, corporate banking etc. 

 

3. The Resources and Investments in Islamic Banks 

 

 Main resources of the Islamic banks – like the other banks – are depending in the first 

place on their internal resources (capital, reserves and provisions), but the main resources are 

the customers’ deposits which are considered as the backbone of the investment activity. 

Islamic banks accept deposits from their customers using two types of deposits:
1
 

- The deposits which are not committed for investment and take the form of 

current accounts or savings accounts. 

- The deposits which are committed to investment and are called investment 

accounts. 

Islamic banks are accepting very low amounts as deposits in order to attract a very broad 

sector of customers who are not attracted by other banks. These deposits are characterized by 

relative stability given that they are distributed among a very great number of depositors. 

Governed by the rules of Islamic Sharia, the investment policy of the Islamic banks 

depends on distinguished kind of investment products through Musharakah, Mudarabah, 

Murabaha and other Islamic banks’ products.  

 

4. The Investment Products of the Islamic Banks  

                                                                   

Islamic Sharia law prohibits the payment of (Riba) or interest, but does encourage 

entrepreneurial activity. As such, banks wishing to offer Islamic banking services have to 

develop products and services that do not charge or pay interest. Their solution is to offer 

various profit – sharing related products – where depositors share in this risk of the bank’s 

lending.  Depositors earn a return (instead of interest) and borrowers repay loans based on the 

profits generated from the project on which the loan is lent.  

A main concept ruling any investment agreement between any Islamic bank and its 

customer is the concept of “profit-loss-sharing (PLS)” for some products, and “non profits-

loss-sharing (non PLS)” for others. 

Based on this concept, I shall expose the investment products rendered by the Islamic 

banks; finance under Islamic law can be categorized into: 

- Profit-loss-sharing (PLS): Mudarabah and Musharakah which constitute 

approximately 10% of total instruments used by Islamic banks. 

- Non profit-loss-sharing (non-PLS): Murabaha and Ijarah (leasing). 

 These products are: 

Musharakah           Bank as capital partner 

Mudarabah             Partnership 

Murabahah             Mark-up  

                                                 
1 Thesis: “Banking system in Islamic Countries: Saudi Arabia and Egypt”, Albalawi-PhD, p.80 
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Ijarah                      Lease financing 

Besides: “Salam contract”, “manufacturing contract” and “cultivation and irrigation 

contract”. 

 

5. The Islamic Banks versus Commercial Banks and European Banks   

 

Islamic banks are considered as commercial banks, dealing through a principle of not 

taking and not giving interests within the frame of their own products, and in the same time 

they render the same services that commercial banks render, such as opening current and 

savings accounts, accepting deposits, financing commercial, industrial and agricultural 

activities, issuing letters of guarantee, and opening letters of credit. Moreover, they render 

modern services through e-banking, phone-banking, ATMs, plastic cards, private banking etc. 

Islamic Banks are established in Middle Eastern countries, Gulf south and South East Asia 

where the Islamic faith is an integral feature of the socio-economic make-up of the 

population, there has also been a growing interest from Western banks in developing Islamic 

Services for their customers. HSBC, for instance, was the first to offer an Islamic mortgage to 

its U.K. customers and Lloyds TSB has followed suit by introducing a similar Islamic 

product. Islamic retail banks and investment funds now number in the hundreds, and financial 

institutions in non-Muslim countries, including Citigroup, Deutche Bank, HSBC, Lloyd’s 

TSB and UBS, are increasing by choosing to offer products that are compatible with Sharia 

law. 

Islam finance bans the earning and payment of interest and forbids investment in business 

linked to the alcoholic drinks and gambling industries 

Japan will be the first major industrialized country to issue Islamic bonds if the Japan Bank 

for international co-operations goes ahead with a plan aimed at attracting money from oil-rich 

Muslim countries.   

Globally, there are around 100 Islamic banks and financial institutions working the private 

sector.
2
  

As for Faisal Islamic Bank in Egypt, it is operating according to the Islamic way of bank 

dealings with its own Islamic products and services. 

Islamic financing, till now, does not occupy a significant portion of the total banking sector 

in Egypt. In the strict sense of Islamic banking, no Muslim country can claim that a banking 

system in operation is in full conformity with Islamic principles or Sharia  that dictates 

Muslims to be fair and just in every financial transaction either in financial matters or 

otherwise. The lives of modern adults are governed by contractual rights and obligations, and 

so are truer today for Western culture than it is for the Muslim's. During the early centuries of 

Islamic civilization, however, Muslims were governed by religious, civil and financial 

contracts rather than rules of state agencies. That comprehensive Islamic climate of legality 

and morality dictating life from cradle to deathbed has faded during the last few centuries in 

Muslim worlds. Ideas of good and evil, and fairness and unfairness are very distantly related 

to modern secular banking, while for Islamic banking those ideas play key roles in its 

existence and prosperity
3
. That may be applied for Islamic countries, while- and in the same 

time- a trend for establishing Islamic banks in non-Muslim countries. 

 Total financial assets of the Islamic banks reach 500 billion US Dollars, (25% of them are 

existing in the Middle East Region in the shape of projects). Islamic financial products growth 

ratio exceeds the growth ratio of the traditional products, especially after large international 

banks have joined these products in the Arab Gulf zone through management of funds or 

                                                 
2 Casu, Barbara – Girardone, Claudia – Molyneux, Philip.”Introduction to banking”. Essex:FT Prentince Hall Financial Times, 2006, p. 72 
3 Thesis:”banking system in Islamic countries: Saudi Arabia and Egypt”, Albalawi – Ph.D p. 4,5 
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through rendering banking products that comply with Islamic Sharia
4
.  

The executive manager of the International Banking Institution Mark Hanson expected that 

the number of banks which are offering Islamic products will be increased by 50% all-over 

the world because of the high increase of demand for the Islamic products. The deputy 

manager for the creation and development in Dubai International stock of exchange declared 

that City Group, Merril Linch, Morgan Stanly and Deutsche Bank will offer in the stock of 

exchange some products within the Islamic frame
5
. 

 

I am expecting this increase to be realized due to the fact that the Islamic products 

are not a fashion to be disappeared after a while, but the people dealing with are feeling 

more comfort rather than dealing with transitional bank. 
 

                                                 
4 Banking Report – published on 4.10.2007 in U.A.E.”(Al - Rai ) newspaper – Amman ,Jordan” 
5 (Expectation for increase in the number of banks which are presenting Islamic products by 50% in 2009), Al-Rai new-paper-Amman, 
Jordan  6.11.2007 
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