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ABSTRACT: This article provides a comprehensive exploration of the historical
evolution of Islamic finance with a particular focus on Pakistan’s journey and its
correlation with global trends. Tracing its origins to the ethical and socio-
economic concerns of Muslim scholars in the mid-Y+th century, the study
contextualizes the development of Islamic finance against the backdrop of
conventional interest-based systems. It highlights the theoretical underpinnings
of Islamic jurisprudence, especially the principle of legal flexibility (taysir), which
has enabled the adaptation and expansion of Islamic financial models globally.
The research details five key phases in the institutional evolution of Islamic
banking, noting critical milestones from early rural experiments to the
establishment of global institutions such as the Islamic Development Bank
(IsDB), the AAOIFI, and regional Islamic finance networks. In addition, the
article assesses the ethical shortcomings of conventional banking, particularly
after the Y+«:V-+A global financial crisis, and illustrates how Islamic finance
emerged as a resilient alternative. Special emphasis is placed on Pakistan’s legal
and judicial strides in eliminating interest (riba), culminating in landmark rulings
by the Federal Shariat Court. The study further underscores the contributions of
modern Islamic research bodies and regulatory frameworks in standardizing and
internationalizing Islamic financial practices. By bridging jurisprudential insights
with empirical developments, this work fills a critical scholarly gap and
contributes to the ongoing discourse on sustainable and Shariah-compliant
financial systems.
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Summary of the Article

The article offers a rigorous historical and analytical study of the evolution of
Islamic finance, particularly emphasizing Pakistan’s experience and its place
within global developments. It begins with a theoretical exposition of the
foundational principles of Islamic jurisprudence that support financial
innovation, especially the concept of taysir (legal ease/flexibility), which enables
Islamic law to adapt to changing economic and social contexts without
compromising on ethical and religious norms.

1. Historical Background and Philosophical Premises

The study opens by contrasting the ethical vision of Islamic finance with the
moral decline of conventional, interest-based banking systems. It highlights that
traditional banking did not begin as an interest-centric model but gradually
became exploitative under Western capitalist ideologies that marginalized
religion and emphasized materialism and unrestrained freedom. The article
portrays this transformation as detrimental to human welfare, leading to
widespread economic disparity, exploitation, and moral erosion.

2. The Genesis of Modern Islamic Banking

The author traces the earliest efforts to institutionalize Islamic finance to the mid-
20th century. Countries like Egypt and Malaysia made pioneering attempts
through models like the Mit Ghamr Savings Bank and Tabung Haji. These early
efforts, though limited in success due to structural challenges, laid the
groundwork for more sustainable institutions, such as the Islamic Development
Bank (IsDB), which was established in 1975.

3. Phases of Global Islamic Finance Development

The article delineates five distinct phases in the evolution of Islamic finance:

e Phase I (Pre1977): Experimental and grassroots efforts in Egypt,
Malaysia, and Pakistan.

e Phase II (1977-1989): Institutionalization through international bodies like
IsDB and the rise of Islamic banks across the Muslim world.

e Phase III (1990-2000): Strengthening infrastructure, including the
establishment of AAOIFI (Accounting and Auditing Organisation for
Islamic Financial Institutions) and the development of financial products
like Sukuk.

e Phase IV (2000-2008): Expansion into global markets, with Islamic banks
showing remarkable resilience during the global financial crisis of 2007-
08.

e Phase V (2008-2023): Maturity and global recognition, with assets crossing
$4.5 trillion in 2022 and projections suggesting further exponential growth
by 2027.

4. Legal and Judicial Efforts in Pakistan

Pakistan’s journey towards interest-free banking is discussed in detail. From
Quaid-i-Azam’s inaugural anti-interest speech in 1948 to legislative attempts in




the 1970s and 1980s, and finally the landmark rulings by the Federal Shariat Court
in 1991 and again in 2022, the article narrates the persistent struggle to align
Pakistan’s financial system with Islamic principles. The 2022 verdict by Justice
Syed Anwar Shah reaffirmed the complete prohibition of riba (interest),
compelling all financial institutions to transition to Islamic models by 2027.

5. Institutional Development and Regulation

The study explores the critical role of regulatory and standard-setting
institutions, such as:

e AAOIFI (Bahrain): Setting accounting, auditing, and governance
standards for Islamic financial institutions globally.

e Islamic Figh Academy (Jeddah): Providing scholarly guidance and
issuing fatwas on financial products.

e Islamic banks and windows in Pakistan: Including Meezan Bank and
Bank Islami, which spearheaded the implementation of Shariah-
compliant banking models under the State Bank of Pakistan’s
supervision.

The regulatory frameworks ensure the harmonization of practices across
jurisdictions, fostering transparency, risk-sharing, and ethical financial conduct.
6. International Cooperation and the IMF's Shift

The article also observes the shifting stance of global financial institutions such as
the IMF and World Bank, which have begun acknowledging the potential of
Islamic finance to promote financial inclusion, stability, and ethical governance.
The Islamic Development Bank’s collaboration with international bodies to
finance infrastructure and development projects in a Shariah-compliant manner
is also discussed in detail.

7. Challenges and Prospects

The article acknowledges ongoing challenges, such as legal harmonization,
educational gaps, and resistance from interest-based financial systems. However,
it concludes optimistically, stating that Islamic finance has firmly established
itself as a viable, sustainable, and ethically robust alternative to conventional
systems.

Through a rich blend of jurisprudential insights, historical analysis, empirical
data, and case studies, the article contributes significantly to the discourse on
Islamic finance. It not only fills a scholarly gap in Urdu and English literature but
also positions Islamic finance as a forward-looking, globally relevant financial
model rooted in justice, risk-sharing, and moral accountability.
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| Islamic Banking System International Luxembourg 1978
Holdings

Jordan Islamic Bank Jordan 1978

3 Bahrain Dar al-Mal al-Islami Switzerland 1981

Islamic Inv. Company Bahrain Bahrain 1981

Islamic International Bank for
Egypt 1981
Investment & Development

6 Islamic Investment House Jordan 1981
. Al-Baraka Investment and Development Saudi Arabia 1982
Company
g SBe;;llil—Phlhppme Islamic Development Saudi Arabia 1982
9 Faisal Islamic Bank Kirbis Turkey 1982
10 Bank Islam Malaysia Bhd Malaysia 1983
11 Islamic Bank Bangladesh Ltd Bangladesh 1983
12 Islamic Bank International Denmark 1983
13 Tamadon Islamic Bank Sudan 1983
14 Qatar Islamic Bank Qatar 1983
15 Beit Ettamouil Saudi Tounsi Tunisia 1984
16 West Sudan Islamic Bank Sudan 1985
17 Albaraka Turkish Finance House Turkey 1985
18 Faisal Finance Institution Turkey 1985
19 AlRajhi Company for Currency Saudi Arabia 1085
Exchange & Commerce
Al-Ameen Islamic & Financial .
20 1985
Investment Corp. India Ltd. India
21 The Amana Income Fund USA 1986
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