International ]ournal of Finance and Management (JEM), Volume 5, Issue 2, November 2024

ISSN: 2976-307X

Exploring the Foundations of Islamic Financial Products: A
Comprehensive Review of Riba’, Shariah Compliance, and
Customer Perceptions

Zakaria Mhd Saeed
! Faculty of Finance and Administrative Science, Al-Madinah International University,
Taman Desa Petaling, 57100 Kuala Lumpur, Malaysia

dr.said.zakaria@gmail.com

Barjoyai Bin Bardai
2 Faculty of Finance and Administrative Science, Al-Madinah International University,
Taman Desa Petaling, 57100 Kuala Lumpur, Malaysia

barjoyai.bardai@mediu.edu.my

Abdoulrahman Aljounaidi
3 Faculty of Finance and Administrative Science, Al-Madinah International University,
Taman Desa Petaling, 57100 Kuala Lumpur, Malaysia

abdulrahman.ramez@mediu.edu.my

Mukhtar Idris Abu Baker Adam
4 Faculty of Finance and Administrative Science, Al-Madinah International University,
Taman Desa Petaling, 57100 Kuala Lumpur, Malaysia

mukhtar.adam@mediu.edu.my

Abstract

In recent years, the Islamic financial sector has experienced substantial expansion, mostly due to the increasing demand for goods that
strictly comply with Shariah rules. This work presents an extensive literature analysis on the fundamental principles of Islamic financial
products, with a specific emphasis on important elements including the prohibition of Riba’, adherence to Shariah principles, and the
perceptions of customers towards these products. This review consolidates current research on the impact of these determinants on the
growth and adoption of Islamic financial products, emphasising the significance of religious principles in moulding customer expectations
and contentment. By analysing the convergence of Islamic law and financial practice, this research enhances our comprehension of the
essential elements that support the effectiveness of Islamic finance. These results emphasise the significance of ensuring that financial
products and services adhere to Islamic ethical principles in order to cater to the changing requirements of Muslim clients.
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1. Introduction

By virtue of its adherence to Islamic principles and its
attractiveness to both Muslim and non-Muslim
customers, the Islamic finance sector has swiftly
developed into a substantial element of the global
financial system. For the last ten years, the sector has
grown at an average yearly pace of 10-12%, resulting in
Sharia-compliant financial assets presently projected to
surpass $2 trillion worldwide. The growth observed can
be attributed to a growing need for financial products that
comply with Islamic law, which regulates all facets of a
Muslim's existence, including economic activity (World
Bank, 2015; Grassa & Hassan, 2015).

At the core of the Islamic financial model are the
fundamental concepts of Riba’ (interest) prohibition and
adherence to Shariah. Riba’, which refers to
predetermined interest on borrowed funds, is explicitly
forbidden in Islamic finance due to its perceived
exploitation and injustice (EIGamal, 2008; Kahf, 2006).
Consequently, the ban requires the creation of alternative

financial systems that circumvent transactions based on
interest, resulting in novel goods that conform to Islamic
ethical principles (Grassa & Hassan, 2015). Compliance
with Shariah principles guarantees that financial products
and services not only prevent Riba’ but also conform to
wider Islamic regulations and ethical norms, therefore
fostering equity, openness, and social justice (World
Bank, 2015; Grira et al., 2019).

Amidst the ongoing expansion of the Islamic finance
sector, it becomes progressively crucial to comprehend
the customer perspectives regarding these goods. The
level of customer acceptance and satisfaction is strongly
influenced by the extent to which these financial products
and services correspond with their religious beliefs and
ethical expectations (Grais & Pellegrini, 2006; World
Bank, 2015). This study examines the fundamental
aspects of Islamic financial products, including the ban
on Riba’, the criteria for Shariah compliance, and the
influence of client attitudes on the effectiveness of
Islamic finance.
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This work intends to consolidate current research through
an extensive literature review in order to enhance
comprehension of the elements that contribute to the
expansion and adoption of Islamic financial products.
The present analysis emphasises the need of harmonising
Islamic financial products with the ethical and religious
values of consumers by analysing the convergence of
religious principles and financial practices. This
alignment is crucial for the long-term development of the
industry and the preservation of customer satisfaction and
loyalty (EIGamal, 2007; Grassa & Hassan, 2015; World
Bank, 2015).

2. Research Problem

Although undergoing significant expansion, the Islamic
finance sector encounters certain obstacles that could
impede its progress and broad adoption. Notwithstanding
its growth, the sector still faces challenges with the
effective application of Shariah principles, namely the
ban of Riba’ (interest) and the wider notion of Shariah
compliance (ElGamal, 2008; World Bank, 2015).
Although these concepts are essential to Islamic banking,
their implementation in contemporary financial systems
poses considerable challenges. Specifically, the ban of
Riba' requires the creation of alternative financial
instruments that do not involve interest. This results in
intricate financial products that must nevertheless satisfy
the requirements of customers and adhere to ethical
norms (Kahf, 2006; Grira et al., 2019).

Furthermore, there is a lack of comprehensive
understanding on client perception and satisfaction in the
Islamic finance industry. Consumers' adoption of Islamic
financial products is significantly shaped by their
religious convictions and moral principles, although there
is a scarcity of studies on the extent to which these
products fulfil customer expectations (Grais & Pellegrini,
2006; Grassa & Hassan, 2015). A lack of thorough
knowledge in this field presents a major obstacle to the
expansion of the sector.

Thus, it is imperative to investigate and resolve the
disparities between the theoretical underpinnings of
Islamic banking, the actual application of Shariah rules,
and client perspectives. The objective of this study is to
examine these concerns by evaluating the fundamental
components of Islamic financial products, with a specific
emphasis on the rejection of Riba’, the criteria for Shariah
compliance, and the influence of client attitudes on the
effectiveness of Islamic finance. This study aims to tackle
these issues in order to enhance the growth of a more
resilient and customer-centric Islamic finance sector.

3. Literature Review

The ban of Riba’, or interest, is a fundamental principle
of Islamic finance and is closely connected to the ethical
and moral foundation of Islamic law. The ban is based on
the rationale that generating profit from interest is
intrinsically exploitative and unfair, since it enables the
lender to benefit without taking any risk, therefore
generating an imbalance in the transaction. According to
ElGamal (2008), Islamic principles dictate that financial
transactions should be just and impartial, guaranteeing

that all parties bear the risks and benefits in proportion.
The Qur'an and Hadith provide a profound foundation for
this concept, as they expressly forbid Riba' and
underscore the need of justice and fairness in all
economic transactions (Kahf, 2006; Grassa & Hassan,
2015).

In order to bypass the ban on Riba’, Islamic finance has
devised other financial mechanisms such as Mudarabah
(agreements for sharing profits) and Musharakah
(revenue-sharing partnerships). These instruments are
specifically created to conform to Islamic values by
guaranteeing that all parties engaged in a transaction
distribute the risks and benefits fairly, therefore
promoting a state of partnership rather than a relationship
of creditor and debtor (Grais & Pellegrini, 2006). A
Mudarabah arrangement is a contractual agreement
where one party contributes the capital while the other
party provides expertise and administration. Profits are
distributed based on a predetermined ratio, whereas
losses are allotted exclusively to the capital provider,
unless there is negligence or wrongdoing by the
managing party. This is in accordance with the Islamic
concept of risk-sharing and guarantees that the
commercial transaction maintains justice and fairness
(Igbal & Mirakhor, 2011).

Musharakah is a collaborative arrangement in which all
participants provide capital and collectively bear the
financial gains and losses based on their individual
contributions. The proposed methodology not only
complies with the Islamic prohibition of Riba’ but also
promotes entrepreneurship and economic growth by
establishing a structure for fair investment and
distribution of profits (Siddigi, 2006). The ethical basis
and ability to advance social justice of these alternative
approaches have been highly acclaimed. Nevertheless,
the integration of these technologies into contemporary
financial institutions is riddled with difficulties. An
inherent drawback of these models is their intricacy in
comparison to traditional interest-based financing, which
may diminish their appeal to investors and consumers
who prefer simpler and more direct financial products
(El-Gamal, 2001).

Moreover, the requirement to guarantee adherence to
Shariah principles in every financial transaction
introduces an additional level of intricacy. Continual
innovation is necessary for Islamic financial institutions
to develop products that are both competitive in the global
market and fully compliant with Islamic law. This entails
the avoidance of any aspects of ambiguity (Gharar) and
the implementation of Shariah norms, which mandate that
all transactions be connected to physical assets (Kamali,
2000). The simultaneous need to adhere to Shariah
principles and remain competitive in a fast changing
financial environment poses a considerable obstacle for
Islamic financial organisations (Dusuki & Abdullah,
2007).

Notwithstanding these difficulties, the ban on Riba’ and
the tenets of Shariah compliance have stimulated
immense creativity in Islamic finance, resulting in the
emergence of several ethical financial products that
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provide a feasible substitute for traditional finance.
Nevertheless, in order for Islamic banking to fully realise
its capabilities, it is imperative to enhance the awareness
and comprehension of these concepts among both
consumers and financial professionals. Furthermore,
additional study is required to investigate how these
concepts might be appropriately incorporated into
contemporary financial systems to improve their
attractiveness and availability (Hassan & Lewis, 2007).
4. Methodology

This study employs a literature review approach to
investigate the foundational aspects of Islamic financial
products, particularly focusing on the prohibition of
Riba’, Shariah compliance, and customer perceptions.
The review involved a systematic search and analysis of
peer-reviewed journal articles, books, and conference
papers. Relevant literature was identified using databases
such as Google Scholar, JSTOR, and Scopus, focusing on
works published in the last two decades. The selected
studies were then categorized into themes and critically
analyzed to synthesize existing knowledge and identify
gaps in the research.

5. Recommendation

Given the findings of the literature analysis, it is advisable
for Islamic financial institutions to persist in developing
new approaches within the context of Shariah compliance
in order to cater to the changing demands of investors.
This entails the creation of financial solutions that are
both user-friendly and easily accessible, while
conforming to Islamic values and being competitive with
traditional financial services. Furthermore, it is
imperative to place more importance on enlightening
customers about the ethical principles and advantages of
Islamic financial products in order to augment their
comprehension and acceptability. Furthermore, financial
institutions should contemplate establishing stronger
partnerships with Shariah experts to guarantee that new
products not only adhere to regulations but also cater to
the pragmatic financial requirements of clients.

6. Suggested future studies

Further investigation is needed to examine the pragmatic
obstacles associated with the implementation of Shariah-
compliant financial products in various economic
environments, namely in countries where the majority of
the population is not Muslim. A comparative analysis of
customer satisfaction and financial performance between
Islamic and conventional financial products could offer
significant insights into the merits and drawbacks of
Islamic finance. Moreover, doing empirical research that
specifically examines the enduring effects of the
prohibition of Riba' on economic stability and social
fairness would make a substantial contribution to the
current body of knowledge. Indeed, it is imperative to
conduct further study on the perspectives and
anticipations of younger cohorts concerning Islamic
finance, as they constitute the prospective clientele for
these financial instruments.

7. Conclusion

The present study has conducted an extensive literature
analysis to investigate the fundamental aspects of Islamic
financial products, specifically examining the prohibition
of Riba’, adherence to Shariah principles, and client
perspectives. The findings emphasise the significance of
following Islamic values while yet meeting the pragmatic
financial requirements of clients. The prohibition of Riba’
and the principles of Shariah compliance are fundamental
to the character and ethical basis of Islamic finance,
providing a distinctive value proposition that sets it apart
from traditional finance. Nevertheless, the difficulties of
applying these concepts in contemporary financial
systems emphasise the necessity for ongoing innovation
and education within the sector.
Furthermore, the analysis exposes deficiencies in the
existing research, namely concerning customer attitudes
and the pragmatic obstacles of Shariah compliance in
various economic environments. To guarantee the
continuous development and success of Islamic finance,
it will be essential to address these deficiencies through
future research. By ensuring that financial products
adhere to ethical standards and meet client expectations,
Islamic finance can further extend its influence and
provide a practical and morally sound option in the
worldwide financial market.
To summarise, although Islamic finance has achieved
notable progress, continuous study, innovation, and
education are crucial for surmounting the obstacles and
fully harnessing the potential of this sector. In order to
ensure that Islamic finance stays relevant and competitive
in the shifting financial landscape, the recommendations
and proposals for future studies presented in this article
seek to contribute to this continuing development.
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