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Abstract 

This study examines the similarities and differences between Islamic and conventional banking through 

theoretical analysis and surveys of bankers and customers. It aims to clarify common misconceptions about 

Islamic banking, which often arise from misinformation in civil society. By raising awareness of the unique 

advantages of Islamic banking, its adoption could increase in many Muslim countries, as there is a strong 

desire to shift from the interest-based financial system to a robust interest-free framework. Surveys reveal 

that confusion among bankers and customers regarding Islamic practices is largely due to insufficient 

knowledge and a focus on short-term trade financing. With 80 to 90 percent of investments geared towards 

short-term trade, the risk of instability rises. Many borrowers prefer short-term loans over profit-loss sharing, 

weakening bank portfolios and leading to lower returns compared to conventional banks. Although Islamic 

banks have mobilized deposits, they have struggled to fund socially beneficial projects or job creation, 

particularly in rural areas. Addressing misconceptions through increased awareness, research, and training on 

compliant Islamic banking products is essential. 

 

Keywords: Islamic and Conventional Banking, Comparative Performance, Customers and Professional 

Bankers' Perception.   

 

1. INTRODUCTION 

An Islamic bank is a financial institution that operates according to the economic and financial 

principles of Islam. It is defined as a “financial and social institution whose objectives and practices 

must conform to Islamic Shariah and must avoid interest in any operations.” Islamic banking is distinct 

from traditional Western banking by prohibiting interest (riba) in transactions, ensuring justice and 

welfare. Islamic banks direct investments into Shariah-approved (Halal) sectors through various methods 

such as mudarabah, musharakah, and ijarah, focusing on profit and loss sharing rather than fixed interest 

rates. The concept of Islamic banking dates back to the time of the Prophet Muhammad, but the first 

modern Islamic interest-free bank was established in 1963 in Mit Ghamar. Since then, Islamic banking 

has grown significantly, attracting traditional banks to explore partnerships for Shariah-compliant 

financial transactions. Despite its growth, debates persist among scholars about whether Islamic banking 

is genuinely different from conventional banking. Many question the rapid expansion of Islamic banking 

if it resembles traditional practices. The paper is thoughtfully structured into six sections to enhance 

understanding. Following this introduction, section two offers a comprehensive overview of the key 

features of Islamic banking and finance. Section three details the survey methodology employed in this 
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study, providing clarity on how data was collected. In section four, a thorough analysis of the deposit 

and financing techniques used by both Islamic and conventional banks is presented. Section five delves 

into the perspectives of bankers and customers, highlighting their opinions on both banking systems. 

Finally, section six summarizes the findings and draws meaningful conclusions from the study.  

 

Principles of Islamic Banking and Finance: 

The most defining characteristic of Islamic banking is its strict prohibition of interest, a principle deeply 

rooted in Islamic teachings. The Qur'an clearly categorizes the charging of ribā—commonly interpreted 

as interest on borrowed funds—as forbidden. To truly understand the intricacies of Islamic finance, it is 

crucial to appreciate various foundational principles inherent in Islam. The Shari'ah, which comprises 

the guidelines dispensed in the Holy Qur'an alongside the teachings of the Prophet Muhammad (s.a.w.), 

firmly prohibits ribā. Islamic economists generally agree that the term ribā extends beyond mere usury to 

encapsulate any form of interest. This is underscored by several Qur'anic verses that highlight the 

importance of avoiding interest altogether. For instance, one notable verse admonishes believers, stating, 

“O you who believe! Fear Allah and give up that which remains of your demand for usury, if you are 

indeed believers.” This reinforces the idea that any guaranteed interest payments on cash advances or 

deposits fall under the umbrella of ribā. In understanding Islamic finance, it is also essential to consider 

the conceptualization and role of money, crucial elements of any financial ecosystem. Within the Islamic 

framework, money transcends its function as a commodity; it is fundamentally perceived as a measure of 

value, a medium for exchange, and a standard for future payments. Unlike Western economic principles 

that often treat money as something that can be bought, sold, or used to generate profit, Islamic 

philosophy regards money merely as a facilitator for genuine economic activities and services. In this 

context, money functions as an intermediary, rather than an independent entity capable of creating 

wealth on its own. As such, capital is viewed in a productive light; it serves as a tool to stimulate growth 

through creative entrepreneurial ventures. Real economic progress is characterized not just by financial 

gain, but by the enhancement of both physical assets and human resources. This comprehensive 

approach to wealth creation emphasizes the importance of generating tangible assets, innovative 

products, and valuable services, thereby nurturing overall well-being and fostering a harmonious balance 

between the monetary sector and the wider physical economy. The principles governing Islamic finance 

are straightforward and can be succinctly summarized as follows:  

• Any payment that is predetermined and exceeds the original principal amount of a loan is strictly 

prohibited.  

• It is obligatory for the lender to share in the profits or losses resulting from the enterprise that 

received the financing.  

• The practice of earning profit solely through the act of lending money, without any involvement in 

the actual business operations or activities, is considered unacceptable according to Islamic 

principles.  

• Gharar, which represents uncertainty, risk, or speculation in financial dealings, is also prohibited 

within Islamic finance.  

• All investment activities must be strictly limited to practices or products that align with Islamic 

teachings, avoiding those that are forbidden or discouraged.  
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Methodology of the Study: 

A purposive random sampling methodology was used to collect data on Islamic banking practices 

through a structured questionnaire. The data for this study were obtained from both primary and 

secondary sources. The survey included two sets of approved questionnaires that were administered 

through interviews targeting both customers and bankers from selected Islamic and conventional banks 

located in Dhaka City. The study focused on five Islamic banks: Islami Bank Bangladesh PLC, Al-Arafa 

Islami Bank PLC, Shahjalal Islami Bank PLC, First Security Islami Bank PLC and EXIM Bank PLC. It 

also examined five conventional banks: Brac Bank PLC, International Finance and Investment 

Corporation PLC, Jamuna Bank PLC, City Bank PLC, Bank Asia PLC and Dhaka Bank PLC. Since 

these banks have been established since 1983, it was assumed that both the officers and customers would 

have a comprehensive understanding of the similarities and differences in banking practices between 

Islamic and conventional banks. Before the main data collection, ten questionnaires were pre-tested with 

five bank officers and five customers to ensure clarity and relevance. The final sample included 20 bank 

officers and 20 customers from each bank, resulting in a total of 200 bankers and 200 customers 

interviewed to gather their insights on the notable similarities between Islamic and conventional banking 

practices. The findings of this study were cross-validated with existing literature and discussed with 

bank executives to ensure their reliability and acceptability. 

 

Islamic vs. Conventional Bank Deposit Services: 

Table-1 compares various deposit services offered by Islamic and conventional banks. While they may 

seem similar at first glance, significant differences are noteworthy. Conventional banks primarily accept 

deposits to finance income-generating activities, paying a fixed interest rate. This creates a debtor-

creditor relationship where depositors lend money to the bank, which is obligated to return both the 

principal and interest regardless of its financial performance. In contrast, Islamic banks engage 

depositors as partners, managing their funds in a way that shares risks and rewards. Depositors receive 

their principal plus a share of profits after the investment period, fostering a collaborative relationship. 

This partnership model ensures that depositors are directly affected by the bank's financial health. 

Fluctuations in the bank’s assets are transparently reflected in the value of deposits. Unlike conventional 

banks, which guarantee fixed returns, Islamic banks provide variable payments, aligning the interests of 

depositors with the bank’s performance. Overall, the Islamic banking model promotes a fairer, more 

collaborative approach to finance, benefiting both individuals and communities.  

 

Table-1: A Comparison of Deposit Mechanism between Islamic and Conventional Banks 

Deposit Mechanism of Islamic Banks Deposit Mechanism of Conventional Banks 

Islamic banks offer various types of accounts, 

including Al-Wadī‘ah (Trust) Current Accounts, 

Muḍārabah Savings Accounts, and Muḍārabah 

Term Deposits. Here are the common practices 

observed regarding these accounts: 

Conventional banks accept three main types of 

deposits: Current, Savings, and Fixed Deposits. 

The characteristics of these deposits are outlined 

below: 
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Islamic banks earn profits from trading and leasing, directly engaging in trade and industry. However, 

due to a lack of expertise in assessing various industries and the complexities of recovering bad loans, 

they prefer short-term financing methods over long-term muḍārabah or mushārakah. Consequently, bay‘ 

and lease modes dominate Islamic banks' financing. 

 

Islamic and Conventional Banks Lending Services: 

Table-2 presents comparative financing techniques used by Islamic and conventional banks. Islamic 

short-term trade financing methods such as bay‘-murābaḥah, bay‘-muajjal, bay‘-salam, and ijārah are 

considered similar to interest-bearing loans from conventional banks for several reasons:  

• Fixed charges increase over time for breaches of repayment agreements.  

• Payment schedules may misalign with a firm’s cash flow.  

• Borrowers must make payments regardless of business success.  

Al-Wadī‘ah Current Deposit: 

In this financing mode, one or more entrepreneurs 

seek funding from an Islamic bank, which provides 

full financing and can participate in the project. 

Profits and losses are shared according to an 

agreed ratio or in proportion to capital 

contributions. 

Current Deposit:  

The characteristics of current deposits are similar 

to those of Al-Wadīah current deposits offered by 

Islamic banks.  

Muḍārabah Savings Deposit: 

All Islamic banks offer Al-Wadī‘ah current 

accounts, also known as call or demand deposits. 

These accounts guarantee the full return of 

deposits, but depositors do not earn any profit. Al-

Wadī‘ah deposits can be classified as *Amānah* 

(entrusted deposits that the bank cannot use 

without depositor permission) or as *qarḍ Ḥasan* 

(interest-free loans allowing the bank to use the 

funds at its own risk without returning anything). 

Savings Deposit:  

The bank accepts deposits from customers as a 

safe custody of their money. The bank pays a 

declared rate of interest on the deposited amount.  

The bank uses these deposits at a higher rate of 

interest.  Depositors can withdraw their balance at 

any time. 

 Muḍārabah Term Deposit: 

Muḍārabah Term Deposits, also known as Profit 

Loss Sharing (PLS) Accounts, allow individuals or 

companies to open accounts in domestic or foreign 

currencies where permitted. Instead of earning 

interest, deposit holders share in the bank's profits 

or losses, with returns based on actual profits from 

investments. Profit distribution is determined by a 

mutually agreed proportion relative to the deposit 

amount and duration. Unlike conventional 

accounts, withdrawals are restricted and may 

forfeit profit shares. A minimum deposit amount is 

often required, and banks typically issue an 

investment certificate detailing the terms. 

Fixed or Term Deposit: 

These accounts are typically opened for a specific 

period, such as three months, six months, one year, 

or more. Deposit holders receive interest at varying 

rates depending on the term of the fixed deposit. 

Generally, depositors cannot withdraw funds from 

these accounts without special arrangements, 

which may involve forfeiting the interest earned on 

the amount withdrawn. 
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• Security or a mortgage is required for investment.  

• Returns are often based on interest benchmarks. 

 

Table-2: A Comparison of Investment Mechanism between Islamic and Conventional Banks 

Investment Mechanism of Islamic Banks Investment Mechanism of Conventional Banks 

There are seven Islamic financing modes 

commonly practiced by Islamic banks around the 

world:  

Conventional banks provide financing using the 

following techniques: 

Bay' Murābaḥah:  

The client approaches the Islamic bank for 

financing to purchase items like machinery or raw 

materials, providing specifications and pricing. 

After assessing the proposal, the bank shares its 

profit margin on the original price. The final price, 

which includes the bank's purchase cost and 

profit, is paid in installments. The bank holds the 

item before selling it to the client. 

Loans: 

A loan is an advance sanctioned in a lump sum. The 

borrower can draw the amount in full or in pre-

agreed installments. The bank debits the money to a 

loan account opened in the name of the borrower. 

Interest is usually calculated and charged quarterly.  

 

Bay' Mu’ajjal:  

This sale contract allows for immediate delivery 

of goods with deferred payment. The client 

requests financing from the bank, which buys the 

items and resells them at an agreed price that 

includes the bank's costs and profit margin. The 

customer must pay the total by the due date. 

Cash Credits:  

Cash credit is made through a separate cash credit 

account. The bank allows the borrower to withdraw 

cash up to the limit of the credit by issuing checks. 

Interest is charged on the daily balance of the 

account. This is a revolving credit facility. 

Ijārah:  

The bank maintains a variety of assets with a high 

degree of marketability to cater to the needs of 

different customers. The bank leases these assets 

to any party for an agreed-upon term. After the 

lease period ends, the assets are returned to the 

bank, which then seeks a new lessee.  

Overdrafts: 

An overdraft arrangement allows a borrower to 

withdraw more than their available balance in a 

current account, up to a set limit, using a 

checkbook. These facilities are often secured 

against items like share certificates and government 

promissory notes. 

Bay' Salam:  

Bay’s Salam is a sale where a commodity is paid 

for in cash upfront, with delivery set for a future 

date. This method is often used to finance 

agricultural products in advance, ensuring 

production continues smoothly without funding 

issues. 

Purchase or Discount of Bills: 

When a customer opens a letter of credit, they agree 

with the bank to pay bills on a specified date at an 

agreed interest rate. If the bill arrives early, the 

bank may purchase it at a discount, earning revenue 

from both interest charges and the discount on the 

bill. 
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Qarḍ Ḥasanah: 

This is an interest-free loan that serves a socially 

beneficial purpose by supporting income-

generating activities. It plays a significant role in 

alleviating financial distress that arises from a 

lack of sufficient funds in times of urgent need.  

Advances for Hire-Purchase: 

Advances are provided to the client with the 

condition that repayment of the principal amount 

will be made in installments along with interest 

charged. Immovable properties may be kept as 

security. 

Muḍārabah:  

This is a contract between two parties, where one 

party provides capital to the other party, who 

conducts a trade. The profits are distributed 

according to a mutually agreed ratio, while all 

losses are borne by the capital provider.  

 

 Mushārakah: 

In this financing mode, entrepreneurs seek 

funding from an Islamic bank for a project. The 

bank provides full financing and can participate in 

the project, with profits and losses shared 

according to an agreed ratio or in proportion to 

capital contributions. 

 

Questionnaire Survey Analysis:  

(Banker and Customer Perception of Islamic and Conventional Banks) 

The survey reveals that a significant majority of customers are businessmen, accounting for 61.5 percent 

of the sample. The other groups include self-employed individuals at 11 percent, service holders at 15 

percent, housewives at 7.5 percent, and others at 5 percent (see Table 4). All respondents are from the 

age group of 30 to 60 years (refer to Table 6), with 82 percent of them being male (see Table 7). In terms 

of education, most respondents hold a graduate degree (65.5%), followed by those with a postgraduate 

degree (20.5%) and undergraduates (14%) (reference Table 8). The characteristics of these respondent 

customers appear to be distinct within the context of the social fabric of Dhaka City. 

The majority of bankers in the sample are officers, accounting for 75%. Only 5% of the participants are 

senior executives, likely due to their busier schedules compared to the officers. Additionally, it has been 

noted that the age, gender, and education levels of the bankers are similar to those of the customers 

being studied. 

The essence of the profit and loss sharing system in Islamic finance reveals some interesting insights. 

According to Table 9, bankers are generally more aware of these concepts than customers. Specifically, 

49% of bankers believe that Islamic finance encompasses both profit and loss sharing, while only 38% 

of customers share this understanding. Most customers, about 34%, believe that Islam permits profit but 

forbids ribā (usury). This discrepancy in opinions can be attributed to the formal training that Islamic 

bankers receive in Islamic Economics and Banking, whereas conventional bankers have a general 

awareness due to their professional experience. Nevertheless, both bankers and customers understand the 

relationship between profit, as an alternative to interest, and Islamic finance. This understanding has 

emerged since the launch of Islamic banking in the country in 1983. Additionally, only 11.5% of both 

bankers and customers believe that Islamic finance always refers to investment in real assets, while 12%  
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think that Islamic finance cannot involve ribā in any form. 

A majority of bankers and customers (68.5%) believe that zakat has been effectively mobilized through 

the Islamic banking system (see Table 10). Eleven percent of respondents reported that welfare activities 

are organized through this system, while 10.5% feel that the Islamic banking system has introduced new 

products. Additionally, 7% of respondents believe that the concepts of Halal and Haram are applied in 

investment, buying, and selling practices. Conversely, only 3% mentioned that the mobilization of 

financial resources to the real sector of the economy is well developed. Overall, these findings suggest 

that the lives and society of Bangladesh have benefited from Islamic banking, further affirming the 

unique role of the Islamic banking system in the country's economy. 

The development of the Islamic banking system in Bangladesh is primarily driven by the faith in Islam, 

with 57% of bankers and 65% of customers believing this to be the main reason, reflecting the country's 

predominantly Muslim population. In contrast, only 15% of bankers and 26% of customers view profit 

motivation as a key factor. Other reasons include avoiding interest (16% of bankers, 3% of customers), 

supporting economic welfare (8% of bankers, 3% of customers), and ensuring justice in financial 

transactions (5% for both bankers and customers). 

All respondents believe that there are several reasons for the existence of a potential backdoor in Islamic 

banking (see Table 12). The primary reason, identified by 67% of customers and 63% of bankers, is that 

the trading and rental investment modes of Islamic banks do not significantly differ from the 

transactions of interest-based banks. The requirement to make timely installment payments and the 

added cost for extending the repayment period under the trading and rental modes create similar 

financial burdens for customers of investment. Additionally, the processes involved in securing an 

investment loan from Islamic banks—such as mortgage, security, and registration—are similar to those 

of conventional banks. Conversely, 14% of respondents feel that the current risk level in Islamic banking 

is insufficient to justify this type of banking. The smallest percentage, 8.5%, think that the products 

offered by current Islamic banks serve the same purpose as those of interest-based banks.Meanwhile, 

12.5% of respondents believe that Islamic banks operate alongside interest-based banks.  

In response to the question regarding the causes of interest creeping into the Islamic banking system, 

47.5% of respondents indicated that exploitation is occurring through Islamic banking (see Table 13). 

Alternatively, 18.5% mentioned that the products offered by Islamic banks have failed to eliminate the 

issue of interest-based banking. Additionally, 17.5% of respondents expressed that bankers have led the 

Islamic banking system into the realm of interest. Furthermore, 16.5% believe that Islamic banking has 

been introduced in a society that is not fully aligned with Islamic principles. It appears that both bankers 

and customers are concerned about the interest factor, which tends to make Islamic banks resemble 

conventional banks. 

In response to the question about why Islamic banks do not operate in accordance with the true spirit of 

Islamic Shariah, the majority of respondents (33%) indicated that profit alone should not be the sole 

criterion for the success of an Islamic bank. This comes despite Islamic banks being registered as 

scheduled commercial banks with the goal of earning profit (see Table 14). Furthermore, 34.5% of 

participants believe that the Shariah Council or Department has an advisory role rather than a 

supervisory one within the Islamic banking system. Additionally, 20% of respondents feel that Islamic 

banks do not promote justice and welfare in financial transactions. A minority, 12.5%, believe that 

exploitation still exists within the Islamic banking framework. Consequently, many Muslim 

businessmen and industrialists are hesitant to fully engage with Islamic banks. 
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About 73% of respondents believe that there are no significant differences between Islamic and 

conventional banks, indicating a lack of understanding among potential patrons (see Table 15). The two 

main reasons for this perspective, each cited by 20% of respondents, are: (i) a lack of awareness about 

Islamic banking and (ii) confusion regarding its principles. Additionally, 7% of respondents feel that 

insufficient motivation exists for choosing Islamic banking over conventional options. The issue of risk 

management in business also emerged as a key factor in profitability, highlighting challenges that 

Islamic banks face in attracting customers and the need for better education on their offerings. 

The data presented in Table 16 shows that many respondents believe that the Islamic modes of 

investment used by Islamic banks do not effectively share risks for several reasons. A majority, 

specifically 66%, think that the risks are covered by insurance companies. Additionally, 17% indicated 

that Islamic banks do not engage in practical buying and selling. Twelve percent observed that the 

buying and selling arrangements of Islamic banks tend to be nearly risk-free. Only 5% of respondents 

believe that Islamic banks conduct business using depositors' money, suggesting that if any risk does 

exist, it is primarily borne by the depositors. This indicates that respondents are aware of the relationship 

between risk factors and Islamic banking. 

The respondents indicate that many customers are hesitant to engage with Islamic banks because they 

believe that only the name has changed, while the practice of charging interest remains. Table 17 

outlines some reasons for these sentiments. For instance, a significant majority of respondents (75.5%) 

feel that the profit markup has created a financial burden similar to the interest burden found in 

conventional banks. Other reasons include: (i) the obligation to repay the bank’s funds in installments 

(10%), and (ii) the additional liability incurred from failing to make installment payments (8%). A 

smaller group of respondents (6.5%) believe that Islamic banks often do not take into account the 

business losses of entrepreneurs when adjusting repayment terms. 

The possibility of losing deposit value due to bank losses is a characteristic of the Islamic banking 

system; however, it may negatively impact deposit mobilization. To understand this better, respondents 

were asked whether they believed that the risk of deposit loss is harmful to mobilizing deposits. The 

feedback indicated that many do not see the possibility of loss as detrimental. Specifically, 42% of 

respondents (See Table 18) believe that the profit and loss sharing system in banking ultimately protects 

deposits from losses. Additionally, 21% of respondents contend that the condition of deposit loss does 

not equate to a total loss of funds. Meanwhile, 23% view this risk as an essential element of investment, 

making the profits from Islamic bank deposits lawful (halal) and therefore acceptable. Lastly, 14% of 

respondents believe that the issue of deposit loss is insignificant to a true Muslim, who looks forward to 

a reward in the afterlife. This highlights a strong positive sentiment among respondents in favor of 

Islamic banking. 

In relation to the current investment methods used by Islamic banks, both bankers and customers feel 

that these practices are compromised by the interest factors present in conventional banks. For instance, 

respondents indicated that the bayʿ-murābaḥah and bayʿ-mu’ajjal investment modes are influenced by 

the pledge and hypothecation techniques typically found in interest-bearing banking. It was observed 

that 68% of respondents believe that financing from both banking systems yields similar effects on 

business outcomes. Meanwhile, the remaining 32% argue that both types of banks are (i) free from 

justice (‘adl) and welfare (iḥsān), (ii) operating alongside each other, and (iii) functioning within the 

same value-laden society (see Table 19). 

Finally, a question was raised about how to address the current situation. Participants discussed the need  
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for government reform measures aimed at fostering moral values and eliminating false values in society, 

which would create a conducive environment for Islamic banking. They presented several arguments to 

support their views (see Table 20). A majority of respondents (59%) believe that Islamic banks cannot 

thrive in an immoral society. Meanwhile, 17% indicated that governmental power could change social 

values, and 14% are of the opinion that government reform measures are effective in creating a moral 

society. About 10% expressed that false values contribute to a harmful environment for Islamic banking. 

This suggests that both bankers and customers strongly support the idea of governmental measures for 

reform. 

The analysis of the misleading similarities between Islamic and conventional banks, along with the 

understandings, values, and attitudes of the bankers and customers towards the Islamic banking system, 

indicates the level of commitment to Islamic banks in Bangladesh. 

 

Summary and Conclusion 

The prohibition of ribā (interest) is a key difference between Islamic and conventional banking. 

Investments in Islamic banks must comply with Shari'ah guidelines, contributing to their rapid growth, 

which has garnered attention from various stakeholders. Despite the similarities between the two 

systems, such as deposit mechanisms, the nature of returns is fundamentally different—Islamic banks 

offer profit, which carries risk, while conventional banks provide interest without it. The study involved 

interviews with 200 bankers and 200 customers from both Islamic and conventional banks in Dhaka 

City. Findings reveal misconceptions about Islamic banking practices due to incomplete knowledge and 

an over-reliance on short-term trade financing. Islamic banks primarily engage in trade-related activities, 

resulting in vulnerabilities and lower real rates of return compared to conventional banks. While Islamic 

banks have been somewhat successful in deposit mobilization, they have not sufficiently directed 

resources toward socially beneficial projects, particularly in rural areas. To address misconceptions 

among bankers and customers, more publicity, research, and training on Islamic banking practices are 

essential. 

In terms of financing techniques, the prevalence of short-term financing in Islamic banks raises 

questions about the efficiency, equity, and fairness of these institutions. Additionally, it prompts 

inquiries such as: Do Islamic banks pay profit, or do they charge interest under the guise of profit? We 

have demonstrated that the financing mechanisms employed by Islamic banks are distinct from those of 

conventional banks. The misleading similarities between Islamic and conventional banking products can 

be attributed to several factors: First, there are fixed charges expressed as a percentage that increases 

over time as compensation for violating the repayment schedule of investments taken by entrepreneurs 

from the bank. Second, the timing of payment obligations may not align with the firm's cash flow. Third, 

payment obligations are mandatory, regardless of whether the business is profitable. Fourth, a security or 

mortgage is essential for investment. Finally, returns are often based on benchmarks from interest-based 

banks. Survey analysis indicates that both bankers and customers have confused notions about Islamic 

banking practices. We argue that this misconception is partly due to incomplete knowledge of the 

fundamentals of Islamic finance and an overreliance on short-term trade financing. The investment 

portfolio of Islamic banks has generally favored trade-related activities over production-related ones, 

emphasizing short-term profitability over long-term gains and private profitability over social benefit. 

Approximately 80 to 90 percent of investments have been directed toward short-term trade-related 

activities. This heavy reliance on short-term assets makes Islamic banks vulnerable, increases their risk, 
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and threatens their stability. Moreover, borrowers tend to favor short-term trade loans over profit-loss 

sharing instruments, which weakens the banks’ portfolios. As a result, the real rates of return on Islamic 

banks' asset portfolios are lower than those of conventional banks. While Islamic banks have 

successfully mobilized deposits, they have not effectively utilized these funds for socially beneficial and 

development-oriented purposes. Consequently, employment generation and the flow of resources to 

lower and middle classes—particularly in rural areas—have not materialized. Nevertheless, Islamic 

banks continue their important role in eliminating ribā (usury) from financial dealings in Muslim 

countries, despite challenges such as regulatory issues, legal frameworks, and a weak moral fabric 

within society. To dispel misconceptions among bankers and customers, it is essential to promote 

awareness, conduct research, and provide training on Islamic banking practices. Research should focus 

on developing financial products that align with Islamic Shari'ah, and training must be offered to 

bankers, potential researchers, and bank customers. 

 

References 

1. Ahmad, Ausaf (1993). “Contemporary Practices of Islamic Financing Techniques.” Research Paper 

Number 20, First Edition. Jeddah: IRTI. 

2. Ahmad, Imtiazuddin (Ed.) (1999). Islamic Banking and Finance: The Concept, The Practice, and 

The Challenge. Islamic Society of North America. 

3. Ahmad, Khurshid (1997). “Islamic Finance and Banking: The Challenge of the 21st Century.” 

Keynote address given at the first ISNA conference on Islamic Banking and Finance. 

4. Ahmad, Mahmood (1995). “Principles of Islamic Banking.” Nidaul Islam Magazine, 10th Issue, 

November-December. 

5. Akkas, S. M. (1996). “Relative Efficiency of Conventional and Islamic Banking Systems in 

Financing Investment.” Unpublished Ph.D. Dissertation, Dhaka University. 

6. Ashour, Yousif (1999). “The Importance of Murabahah in Long-Term Finance Programs in the 

Banking Industry.” The American Journal of Islamic Social Sciences, 16(4), 87-102. 

7. Chapra, M. U. (1982). “Money and Banking in an Islamic Economy.” In M. Ariff (Ed.), Monetary 

and Fiscal Economics of Islam. Jeddah: International Centre for Research in Islamic Economics, 

King Abdul Aziz University, 145-76. 

8. Chapra, M. U. (1985). Towards a Just Monetary System. Leicester, UK: The Islamic Foundation. 

9. Doak, E. (1988). “Islamic Interest-Free Banking and 100 Percent Money.” International Monetary 

Fund Staff Papers, 35, 534-36. 

10. Elgari, Mohamed Ali (1996). “A Short-Term Financial Instrument Based on the Salam Contract.” 

Paper presented at the International Seminar on Mechanisms and Development of Islamic Financial 

Instruments for Resource Mobilization, Dhaka, Bangladesh. 

11. Fry, Maxwell (1978). “Money and Capital or Financial Deepening in Economic Development?” 

Journal of Money, Credit and Banking, 446-75. Hassan, M. Kabir (1995). Banking and Finance in 

Bangladesh. Dhaka, Bangladesh: Academic Publishers. 

12. Hassan, M. Kabir (1999). “Islamic Banking in Theory and Practice: The Experience of Bangladesh.” 

Managerial Finance, 25(5), 60-113. 

13. Hassan, M. Kabir, and Adnan Q. Al-Dayel (1998/1999). “Stability of Money Demand Under 

Interest-Free Versus Interest-Based Banking Systems.” Humanomics, 14(4) and 15(1). 

14. Hassan, M. Kabir, and Tariq Hossain (1992). “Performance Evaluation of Private Sector  

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR250452611 Volume 7, Issue 4, July-August 2025 11 

 

Commercial Banks.” The Indian Journal of Economics, LXXIII, Part II, 289, 159-180. 

15. Islami Bank Bangladesh (1995). Islami Bank: An Era of Progress. July. Dhaka: Islami Bank 

Bangladesh Limited. Khan, M. Fahim (1987). “Concept of Time in Islamic Economics.” Mimeo, 

Islamabad: International Institute of Islamic Economics. 

16. Khan, M. Fahim (1996). “Islamic Futures Markets as Means for Mobilizing Resources for 

Development.” Paper presented at the International Seminar on Mechanisms and Development of 

Islamic Financial Instruments for Resource Mobilization, Dhaka, Bangladesh. 

17. Khan, M. S., and Abbas Mirakhor (1987). Theoretical Studies in Islamic Banking and Finance. 

Houston, Texas: The Institute for Research and Islamic Studies. 

18. Khan, Mohsin S. (1986). “Islamic Interest-Free Banking: A Theoretical Analysis.” Staff Papers, 33, 

1-27. International Monetary Fund. 

19. Khan, Mohsin S., and Abbas Mirakhor (1990). “Islamic Banking: Experiences in the Islamic 

Republic of Iran and in Pakistan.” Economic Development and Cultural Change, 353-375. 

20. Khan, W. M. (1984). “Towards an Interest-Free Islamic System: A Theoretical Analysis of 

Prohibiting Debt Financing.” Ph.D. Dissertation, Boston University. 

21. Langton, Michle J. (1995). “Impact of Islamic Banking.” The Bangladesh Observer, June 30. 

22. Mangla, I. U., and Uppal, J. Y. (1990). “Islamic Banking: A Survey and Some Operational Issues.” 

Research in Financial Services, 2, 179-215. 

23. Maududi, S. A. (1987). Tafhimul Qur’an: A Commentary on the Holy Qur’an. English Translation, 

1, by Zafar Ishaq Ansari. Leicester: The Islamic Foundation. 

24. Nienhaus, Volker (1994). “Conceptual and Economic Foundations of Islamic Banking.” Thoughts on 

Economics, 3 and 4, 1-37. 

25. Siddiqi, M. Nejatullah (1983). Banking Without Interest. Leicester: The Islamic Foundation. 

26. Hassan,M. & Ghani,A.(2005). Financial performance of commercial banks: a study of Bahrain 

banking, Middle East Business and Economic Review, Vol.17, No.1, pp.20-28. 

27. Hassan, M. Kabir. (1999). Islamic banking in theory and practice: the experience of Bangladesh, 

Managerial Finance, Vol.25, Vol.5: 60-113. 

28. Samad,Abdus.(2004). Performance of interest free islamic banks vis-à-vis interest based 

conventional banks of Bahrain, IIUM Journal of Economics and Management,Vol.12, No.2, pp 115-

129. 

29. Khan,M.Fahim.(2006). Financial modernization in 21st century and challenges for islamic banking, 

International journal of Islamic Financial Services, Vol.1, No.3,pp-35-48 

30. Ahmad, Ausaf. (1987). Development and Problems of Islamic Banks,Jeddah: Islamic Research and 

Training Institute,Islamic Development Bank 

31. Haron, S. & Shanmugam,B.(1977). Islamic Banking System: Concepts and Applications, 

Singapore:Pelanduk publication. 

32. Hassan, M. K., Al-Sharkas, A.,&Samad,A. (2004). An empirical study of relative efficiency of the 

banking industry in Bahrain. Studies in Economics and Finance, Vol. 22, No. 2, pp. 40-69. 

33. Samad, Abdus. (1999). Comparative efficiency of the islamic bank Malaysia vis-à-vis conventional 

banks. Journal of Economics and Management, Vol.7, No.1, pp-112-126. 

34. Kazi Sayema Binte Furuky (Dec 2003), Islamic Economics & Banking System: The Experience of 

Bangladesh, Dhaka Commerce College Journal, Vol. 1 No. 2. 

35. Mirakhor (1997), “Progress and Challenges of Islamic Banking”, Review of Islamic Economics, vol.  

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR250452611 Volume 7, Issue 4, July-August 2025 12 

 

4, No.2. C R Kothari, New Delhi (2004), Research Methodology, 2nd edition. 

36. Md. Abdul Awwal Sarker, ISLAMIC BANKING IN BANGLADESH: PERFORMANCE, 

37. Ahmed, Ausaf (1995).The Evolution of Islamic Banking. In Encyclopedia of Islamic Banking and 

Insurance. Institute of Islamic Banking and Insurance, London. 

38. Ahmad, Z. (1981): Islamic Banking at the Crossroads, Development and Finance in Islam, p. 155-

171, and also in Ahmad (1984) Concept and models of Islamic Banking: An Assessment of: 

International Institute of Islamic Economics Islamabad. 

39. Al‐Faraj, T. N., Alidi, A. S., & Bu‐Bshait, K. A. (1993). Evaluation of bank branches by means of 

data envelopment analysis. International Journal of Operations & Production Management. 

40. Berger, A. N., & Humphrey, D. B. (1992). Measurement and efficiency issues in commercial 

banking. In Output measurement in the service sectors (pp. 245-300). University of Chicago Press. 

41. Ferrier, G. D., & Lovell, C. K. (1990). Measuring cost efficiency in banking: Econometric and linear 

programming evidence. Journal of econometrics, 46(1-2), 229-245. 

42. Hassan, M. K., & Bashir, A. H. M. (2003, December). Determinants of Islamic banking profitability. 

In 10th ERF annual conference, Morocco (Vol. 7, pp. 2-31). 

43. Ho, C. T., & Zhu, D. S. (2004). Performance measurement of Taiwan's commercial banks. 

International Journal of Productivity and Performance Management. 

44. Moin, M. S., & Chen, Y. (2008), “Performance of Islamic banking and conventional Banking in 

Bangladesh: a comparative study”. University of Skovde: School of Technology and Society. 

45. Moin, M. S. (2013). Financial Performance of Islamic Banking and Conventional Banking in 

Bangladesh: A Comparative Study, International Journal of Innovative and Applied Finance. 

46. Sarker, M. A. A. (1999). Islamic banking in Bangladesh: performance, problems, and prospects. 

International Journal of Islamic Financial Services, 1(3), 15-36. 

47. Shahid, H., Rehman, R.U., Niazi, G.S.K., & Raoof. A. (2010). Efficiencies Comparison of Islamic 

and Conventional Banks of Pakistan .” International Research Journal of Finance and Economics,49, 

24-42.  

https://www.ijfmr.com/

