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Abstract 

The role of regulator of Islamic banks is very important in developing Maqasid al Shariah based model of 

Islamic banks. The objective of this study is to identify the role of regulator in the development of the 

Islamic banking model in the light of Maqasid al Shariah. To achieve this objective, this study employs a 

qualitative, exploratory research methodology in which face-to-face semi-structured interviews with 

Shariah Supervisory Board (SBB) members of Islamic banks, Shariah scholars, academicians, and 

policymakers are conducted by using a non-probability purposive sampling technique. The grounded 

theory approach is used in this research and data is analyzed by using NVIVO software. The results of this 

study indicate that regulator must eliminate riba from the banking system, abolish the dual banking system, 

devise and strategic plan, develop necessary infrastructure, money market instruments, and interbank 

markets for Islamic banks, provide discount windows, liquidity management frameworks, and tax reliefs for 

Islamic banks, assign periodic targets to banks to convert conventional banks into Islamic banks and ask 

Islamic banks to develop their own benchmark rate like Islamic Banking Offer Rate (IBOR). The regulator 

should avoid capitalistic paradigm and should give clear instructions to abolish contracts using hiyals such 

as running Musharakah etc. to ensure distributive justice and curb the concentration of wealth. Mandatory 

targets to provide Qarz e Hasan and finance agriculture, SME, housing, and the real sector should be 

given by the regulator. Musharakah or Mudarabah certificates and Sukuk can be issued to people who 

make investments in various projects where actual profits is distributed to the investors without any 

exploitation to achieve Maqasid al Shariah. The regulator should develop and strong Islamic research 

wing having strong Central Shariah Board having members with various backgrounds and various schools 

of thought to discuss matters from various angles, make recommendations and ensure products developed 

and operations carried out in Islamic banks are in accordance with Shariah principles and help in 

achieving Maqasid al Shariah. 
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Introduction 

 
Islamic banking is rapidly growing globally over the last few years. However, there is dissatisfaction 

among people regarding the performance of Islamic banks in terms of their contribution to poverty 

alleviation and social well-being. Islamic banks have not successfully achieved the objective of equitable 

wealth distribution in society as their philosophy is perceived to be driven by materialism rather than the 

principles of Maqasid al-Shariah.  Maqasid al Shariah is the combination of two words: one is ‘Maqasid’ 

and the other is ‘Shariah’. Maqasid literally means objectives while the literal meaning of Shariah is 

‘Pathway to watering place’ (Shamsy & Coulson, 2022). Maqasid is the plural of the word Maqsad which 

refers to intent, objective, purpose, goal, or end (Ibn Ashur, 2006). Shariah is the law of almighty ALLAH 

revealed through Quran and practiced by ALLAH’s last messenger Holy Prophet Muhammad (SAAW) 

(Auda, 2008). Maqasid al Shariah are the objectives, rationale or wisdom behind Shariah rulings for the 

betterment of mankind under the instructions and guidance of Almighty ALLAH (Abozaid & Dusuki, 

2007). Maqasid al Shariah are derived from Shariah, therefore, in essence, they reflect Shariah and are 

affected by various developments such as the history of Ijtehad, customs of society, and developments in 

applied law in society (Kamali, 2011). 

 

The role of regulator is important in developing Maqasid al Shariah based model for Islamic banks. The 

introduction of new laws, rules, and regulations and the creation of new institutions is the prime 

responsibility of the regulator along with the supervision of Islamic banks. To make the financial system 

ethical, socially responsible and supportive of the economy, regulators need to ensure compliance with 

Shariah principles and promote Maqasid al Shariah in its broadest sense. Regulatory authorities should be 

able to establish a framework that encourages accountability, transparency and adherence to Shariah law. 

This involves making policies and guidelines for implementing Maqasid al Shariah, overseeing Islamic 

bank performance as well as handling any complications that may emerge along the way. The role of 

regulator is very important in the supervision and regulation of Islamic banks for making sure all Islamic 

banks work in accordance with the rules and regulations and objectives of Shariah. Having the regulatory 

authority, it is the responsibility of the regulator to develop and enforce an effective regulatory framework 

for Shariah compliance, accountability and transparency in Islamic banks. Being the regulator, it is 

responsibility of central bank to formulate he guidelines and policies to incorporate into the operations of 

Islamic banks and then conduct regular inspections and audits for continuous monitoring of the operations 

of the Islamic banks for compliance to achieve Maqasid al Shariah. In addition, development of liquidity 

management tools, creation of Shariah-compliant financial products and establishment of Shariah advisory 

boards to oversee compliance also comes under the responsibility of regulator. The regulator also plays a 

very critical role in capacity building of Islamic banking professionals and education of general public to 

ensure that all stakeholders have a thorough understanding of Shariah principles and the objectives of 

Maqasid al Shariah. This study is an attempt toward understanding the role of regulator in developing 

Maqasid al Shariah based model of Islamic bankng for human well-being and the socio-economic welfare 

of the people.  

 

Literature Review 
 

Many researchers have highlighted the significance of aligning the product development, operations and 

practices of Islamic banking with Maqasid al Shariah. Laldin and Furqani (2013) argued that there are three 

ends (maqasid) of Islamic finance which include fair and transparent financial practices, justice and 

circulation of wealth. Shariah offers various means (wasail) to achieve these ends, including facilitating 

financial contracts, establishing ethical values and standards, and promoting social responsibility. 

Emphasizing only legal requirements and ignoring Maqasid al Shariah while structuring products is not 

sufficient. Realization of Maqasid al Shariah is essential for giving Islamic banks a meaningful presence as 

it would help in such as equitable resource allocation, genuine development in the real economic sector, 

and ethical financial transactions characterized by principles of brotherhood, cooperation, and risk-sharing . 

He argued justice, transparency and circulation of wealth are three Maqasid al Shariah relevant to financial 
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transactions. Operations of Islamic banks should be directed towards achieving these objectives which will 

distinguish Islamic banks from their conventional counterparts.  Many studies focused on the social and 

ethical dimensions of Islamic finance and pointed out that Islamic banking provides a better alternative to 

the conventional banking by promoting equity, justice and social welfare (Chapra, 2007; Siddiqi, 2006) as 

the core principles of Islamic finance are designed to make sure all financial transactions and operations of 

Islamic banks are transparent, fair and socially responsible (Mansoor Khan & Ishaq Bhatti, 2008)  

 

Regulator’s role for the integration of Maqasid al Shariah in operations of Islamic banks is very important 

as Islamic banks are facing various challenges and opportunities with respect to the implementation and 

realization of Maqasid al Shariah in Islamic banks. Hasan and Dridi (2010) found Islamic banks are 

performing well with respect to their social responsibilities and financial stability but there are some 

variations in the degree to which they achieve Maqasid al Shariah. This highlights the importance of an 

effective and supportive regulatory framework in which Islamic banks can work for effective 

implementation and integration of Maqasid al Shriah into their operations. El-Gamal (2006) stressed on the 

effective regulation and supervision of Islamic banks for maintaining stability and integrity of Islamic 

banking sector and ensuring the operations of Islamic banks are in accordance with Shariah and contribute 

towards achieving Maqasid al Shariah. Dusuki and Abdullah (2007) emphasized the importance of 

regulatory framework and argued that an regulatory framework should be in place to promote such 

practices which contribute to economic development and social welfare. Ahmed suggested that regulator to 

adopt a proactive approach for the development of such financial product that not only meet the evolving 

needs of the customers but also align with principles of Shariah through providing regulatory clarigy and 

encouraging the collaboration between Shariah scholars, financial institutions and regulator  (Ahmed, 

2011). Kamali explored the conceptual foundations of Maqasid al Shariah and their implications for Islamic 

finance. He highlighted the need for a comprehensive regulatory approach that goes beyond mere 

compliance with Shariah rules to encompass the broader objectives of economic stability, social justice, 

and human well-being (Kamali, 2008). Asutay and Harningtyas (2015) stressed that regulatory frameworks 

need to be flexible and adaptive to accommodate the unique characteristics of Islamic finance. Report of 

the Islamic Financial Services Board (IFSB, 2022) emphasized on education and the need for capacity 

building for enhancing the understanding and implementation of Maqasid al Shariah among financial 

institutions regulators. 

 

The literature highlights the importance of the role of regulator in realization of Maqasid al Shariah. 

Therefore this study aims to identify the role of regulator in the development of the Islamic banking model 

in the light of Maqasid al Shariah. In previous studies, most of the researchers have put more focus on 

analyzing the current practices of Islamic banking in the light of Maqasid al Shariah instead of focusing on 

the role of regulator in developing a new model for achieving Maqasid al Shariah.  

 

Methodology 
 

The objective of this study is to identify the role of regulator in the development of the Islamic banking 

model in the light of Maqasid al Shariah. To achieve this objective, this study employs a qualitative, 

exploratory research methodology in which face-to-face semi-structured interviews with Shariah 

Supervisory Board (SBB) members of Islamic banks, Shariah scholars, academicians, and policymakers are 

conducted by using a non-probability purposive sampling technique. The grounded theory approach is used 

in this research and data is analyzed by using NVIVO software.  

 

Data Analysis 
 

Participants of this research study were also asked to give their valuable suggestions about the role of the 

State Bank of Pakistan as a regulator in the development of the Islamic banking model in the light of 

Maqasid al Shariah. Details of participants’ feedback are provided in Table 1.1, in which participants 

stressed the importance of the role of the State Bank of Pakistan as a regulator in developing the Islamic 
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banking model in the light of Maqasid al Shariah. Participants suggested that the State Bank of Pakistan 

should work for the elimination of riba from the whole system instead of just facilitating Islamic banks in 

introducing various products and developing frameworks for Islamic banking. The dual banking system can 

be abolished by the government through the State Bank of Pakistan by introducing necessary legislation. In 

Malaysia, a lot of work has already been done regarding the introduction and implementation of laws, rules, 

and regulations specifically designed for the promotion of Islamic banking. The same laws, rules, and 

regulations can also be introduced in Pakistan by changing or amending these laws according to the local 

market situation. The introduction of new laws, rules, and regulations and the creation of new institutions is 

the prime responsibility of the SBP as a regulator of Islamic banks.  It should encourage, promote, and 

create opportunities for Islamic banks. Secondly, monitor Islamic banks judiciously in view of AAOFI 

standards and other standards in which a lot of work has already been done 

 

A strong Islamic research wing in the State Bank of Pakistan (SBP) should be established. The persons 

appointed in the Islamic banking department of SBP should have sufficient Islamic banking industry 

experience and have the required skills and knowledge about Islam and Islamic banking to perform their 

duties effectively. There should be continuous training and education programs for the improvement of 

skills of the personnel working in the Islamic banking department of SBP. Central Shariah Board of the 

State Bank of Pakistan should perform a supervisory role on all Shariah Boards of Islamic banks and 

should make sure all products developed and operations carried out in Islamic banks are in accordance with 

Shariah principles. Central Shariah Board should play an effective and active role in this regard. There 

should be diversity in opinions of Shariah Board Members of Islamic banks. For this purpose, the State 

Bank of Pakistan should advise the Islamic Bank to have its Shariah Board Members from various schools 

of thought and backgrounds instead of having members from the same school of thought. Shariah board 

members should have various backgrounds such as members having specialties in accounting, finance, 

banking, economics, law, Islamic jurisprudence, Islamic banking, etc. This will help in discussing Shariah 

matters related to various operations and transactions of Islamic banks after having diverse opinions of 

Shariah Board members. Sharia Advisory Board members of Islamic banks should be allowed to make 

recommendations about various financing and investment strategies and devise policies accordingly 

keeping in view Maqasid al Shariah in mind. There should be a road map to achieve Maqasid al Shariah. 

The strategic plan of SBP for the promotion of Islamic banking should put more focus on socio-economic 

welfare and achieving Maqasid al Shariah. If it will be part of the strategic plan and will be reminded to 

Islamic banks frequently, then Islamic banks will be forced to implement this plan in their daily operations. 

There should be a clear vision and mission statement regarding where the State Bank of Pakistan wants to 

take Islamic banks and all policies should be made keeping in view the vision and mission statement and 

ultimate objectives of the State Bank of Pakistan. The Islamic banking department (IBD) of the State Bank 

of Pakistan has played a key role in introducing and implementing the Islamic banking system in Pakistan.  

The Islamic Banking Department (IBD) of the State Bank of Pakistan developed a Shariah Governance 

Framework for Islamic banks in 2015, 2018, and 2021 in which Maqasid al Shariah are addressed to some 

extent. In this most of the responsibility is put on the Sharia Board members and management of Islamic 

banks. However, there is a need for more improvement in this Shariah Governance Framework for stressing 

Maqasid al Shariah.  To achieve Sustainable Development Goals (SDGs), we have to work on financial 

inclusion, social finance, and value-based intermediation. Bank Negara Malaysia has already developed a 

value-based intermediation framework in this regard. The State Bank of Pakistan should also take measures 

in this regard. There is a lack of willpower on the part of the government, the State Bank of Pakistan, and 

Islamic banks. The State Bank of Pakistan is working and performing its duties to some extent but a 

collaborative effort of all stakeholders is required in this regard.  

 

The fundamental approach of the State Bank of Pakistan to develop Islamic banks like conventional banks 

is a mistake. The Islamic banking department of the State Bank of Pakistan should work keeping in view 

Islamic principles and the Islamic paradigm instead of the capitalistic paradigm. The State Bank of Pakistan 

should play an effective role in curbing the concentration of wealth in the economy and should come out of 

a capitalistic paradigm. State Bank of Pakistan should give clear instructions to abolish contracts using 
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hiyals such as running Musharakah etc. to ensure distributive justice and curb the concentration of wealth. 

It should not merely rely on the rulings of Shariah advisors, instead, the State Bank of Pakistan leading 

from the front should take strict action in this regard.  Shariah advisors don’t have the capacity, authority, 

and mindset to change this capitalistic mindset and paradigm, so we should not expect much contribution 

from their side.  In the whole world central banks regulate banks to make sure the banking system is used 

for the Falah of common people, not for the exploitation of people and concentration of wealth. 

Conventional banks have a history of more than 500 years and therefore have strong infrastructure as 

compared to Islamic banks which are still in the infant stage if we compare them with their conventional 

counterparts. Therefore, the State Bank of Pakistan should work for the development of necessary 

infrastructure, money market instruments, and interbank markets for Islamic banks. State Bank of Pakistan 

should also work to develop various products for Islamic banks through which Maqasid al Shariah can be 

achieved. State Bank of Pakistan should work to provide a level playing field for Islamic banks such as 

providing discount windows, liquidity management frameworks, and tax reliefs for Islamic banks for being 

competitive against their conventional counterparts. State Bank of Pakistan has allowed a dual banking 

system in Pakistan in which both conventional and Islamic banks are allowed to operate on a parallel basis. 

State Bank of Pakistan is putting more focus on conventional banks instead of Islamic banks. For example, 

Islamic banks don’t have inter-market but conventional banks do. State Bank of Pakistan should instruct 

Islamic banks to develop their own benchmark rate like the Islamic Banking Offer Rate (IBOR). State Bank 

of Pakistan should make sure that deposits collected by various banks, which are huge in quantity, should 

be collected and utilized according to Shariah so that the actual share of profits is distributed to depositors 

without any exploitation. Amounts in deposits should be utilized in real businesses to generate employment 

and distribution of wealth among poor people. State Bank of Pakistan as a regulator should make sure that 

Islamic banks allocate some specific percentage of their profit for achieving socio-economic objectives, 

especially the eradication of poverty. These profits can be put in a waqf pool and then common people can 

be asked to put their money in this pool for the socio-economic welfare of common people. The State Bank 

of Pakistan can formulate rules and regulations to get investment from the general public for the financing 

of big projects of the government. Musharakah or Mudarabah certificates like shares should be issued to 

people who make investments in these projects.  Sukuk to the general public can also be issued in this 

regard. Islamic banks can be given targets to make investments in these projects. More public investment 

will result in more profit for the general public which ultimately will contribute to fair distribution of 

wealth amongst various segments of society. The State Bank of Pakistan should devise a mechanism to 

channel the extra funds of Islamic banks into government projects. This can generate new assets for Islamic 

banks and solve liquidity issues for Islamic banks. To attract foreign investment, incentives to foreigners 

can be provided to open foreign currency accounts and make investments through these foreign currency 

accounts such as purchasing houses or vehicles and making investments through these accounts. It is the 

responsibility of SBP f to make and implement policies like the Ehsaas program, Kamyab Pakistan 

programs Mera Pakistan Mera Ghar scheme, etc. for achieving Maqasid al Shariah.  

 

Mandatory targets to finance agriculture, SMEs and the real sector should be given by the State Bank of 

Pakistan. For example, 15% of the profit generated from current accounts deposits can be allocated 

specifically for micro-financing, and women empowerment. State Bank of Pakistan can make it mandatory 

for Islamic banks to give 1% of their capital or profit as Qarz e Hasan to needy people. State Bank of 

Pakistan can also make it mandatory for every Islamic bank to provide some fixed percentage of deposits in 

current accounts as Qarz e Hasan to the public as banks have to pay no return on these accounts. Effective 

policy can be made for the utilization of Qarz e Hasan to avoid fraud and bankruptcy or default. There 

should be a separate portfolio of Islamic banks to facilitate poor and middle-class people. The regulator 

should ask Islamic banks that as they are doing business from the money of the society so they have to look 

at the social welfare of the society as their first priority. Financing to poor and needy people, micro 

financing, SME, agricultural and house financing should be at a low rate as compared to financing to the 

corporate sector as these are the needy people. Currently, the rate charged on Murabaha for corporate 

clients is 5% and for consumers, the rate is 10% which is simply an exploitation of the poor. A gradual 

step-by-step approach should be followed by the State Bank of Pakistan. For example, Islamic banks can be 
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asked to increase their share of financing to the agricultural sector to 10%, next year 15%, and so on. The 

share of financing to the corporate sector can also be brought down gradually. State Bank of Pakistan 

should regulate that large credit lines should not go beyond a specific threshold. SBP should not issue 

guidelines for financing agriculture and other sectors but these should be made compulsory to be followed 

by all Islamic banks. State Bank of Pakistan should assign periodic targets to banks to covert conventional 

banks into Islamic banks. The debt and equity ratio of commercial institutions, and public and private 

companies should be regulated in a manner that over time, the equity portion in these institutions should 

increase. The government should give targets; the regulator should make policy and Islamic banks as 

executer should execute that policy in true letter and spirit to achieve Maqasid al Shariah. 
 

Table 1: Role of Regulator (State Bank of Pakistan) in the Development of Islamic Banking Model in the 

Light of Maqasid al Shariah 

S. No Participant’s Interview Feedback 

PT01  The regulator should implement the law approved by Parliament. 

 Work for the elimination of riba from the whole system instead of just facilitating IBs 

in introducing various products and developing IBs frameworks. 

 Provide a level playing field for IBs. 

 Provide discount window, liquidity management framework, and tax reliefs for IBs for 

being competitive in the market. 

PT02  Formulate rules and regulations to get investment from the general public for financing 

big projects of the government.  

 Musharakah or Mudarabah certificates like shares should be issued to people who make 

investments in these projects.   

 Sukuk to the general public can also be issued in this regard. 

 Give targets to IBs for making investments in these projects. 

 More public investment will result in more profit to the general public which ultimately 

will contribute to fair distribution of wealth amongst various segments of society. 

 Make it mandatory for every IB to provide some fixed percentage of deposits in current 

accounts as Qarz e Hasan to the public as banks have to pay no return on these 

accounts. 

 The effective policy for the utilization of Qarz e Hasan to avoid fraud and bankruptcy 

or default. 

PT03  Make a strong Islamic research wing in the state bank 

 Monitor I.B judiciously in view of AAOFI standards and other standards  

PT04  The dual banking system can be abolished by the government through SBP. 

 The debt and equity ratio of commercial institutions, and public and private companies 

should be regulated in the manner that over time, the equity portion in these institutions 

should increase. 

 A collective role of government and various institutions is required to Islamize the 

whole economy and Islamic banking system. 

PT05  The persons appointed in the IBD of SBP should have sufficient Islamic banking 

industry experience and the required skills and knowledge. 

 There should be continuous training and education programs for the improvement of 

skills of the personnel working in the Islamic banking department of SBP. 

 Central Shariah Board of SBP should perform a supervisory role on all Shariah Boards 

of IBs and should make sure all products developed and operations carried out in IBs 

are in accordance with Shariah principles. 

 There should be diversity in opinions of Shariah Board Members of IBs.  

 SBP should advise IBs to have its Shariah Board Members from various schools of 
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thought and backgrounds instead of having members from the same school of thought. 

 Shariah boards member should have various backgrounds such as members having 

specialties in accounting, finance, banking, economics, law, Islamic jurisprudence, 

Islamic banking, etc. 

 This will help in discussing Shariah matters related to various operations and 

transactions of IBs after having diverse opinions of Shariah Board members. 

 SBP should assign periodic targets to banks to convert CBs into IBs. 

 SBP should assign specific percentage targets to IBs to finance real sectors.  

 There should be more focus on Microfinance, SME finance, Agricultural Finance, and 

House finance. 

PT06  SBP should devise a mechanism to channel the extra funds of IBs into government 

projects. 

 This can generate a new asset for IBs and solve liquidity issues for IBs. 

 SBP can give specific targets to Islamic banks to boost various sectors of the economy 

such as giving targets to finance housing and the agriculture sector to boost the real 

economy. 

 Financing on nominal rates can be provided to boost these sectors. 

 To attract foreign investment, incentives to foreigners can be provided to open foreign 

currency accounts and make investments through these accounts such as purchasing a 

house or vehicle. 

PT07  SBP should regulate that large credit lines should not go beyond a specific threshold. 

 Make sure the banking system is used for the Falah of common people not for 

exploitation of people and concentration of wealth. 

PT08  There should be a separate portfolio of IBs to facilitate poor and middle-class people. It 

can only be possible when IBs are given targets by the regulator. 

 SBP while fixing targets for Islam should take into consideration the socio-economic 

welfare of common people. 

 Sharia Advisory Board members should be allowed to make recommendations about 

financing and investment strategies and devise policies keeping in view Maqasid al 

Shariah in mind. 

PT09  There should be a road map to achieve Maqasid al Shariah. 

 The strategic plan of SBP for the promotion of Islamic banking should put more focus 

on socio-economic welfare and achieving Maqasid al Shariah. 

 It will help in reminding about achieving Maqasid al Shariah and Islamic banks will be 

forced to implement this plan in their daily operations. 

 There should be a clear vision and mission statement about where SBP wants to take 

IBs and all policies should be made keeping in view the vision, mission, and ultimate 

objectives of SBP. 

 Welfare-oriented and focused low-cost housing schemes in collaboration with the 

government should be introduced. 

PT10  SBP should make sure that deposits of IBs should be collected and utilized according to 

Shariah and actual share of profits is distributed to depositors without any exploitation.  

 Amounts in deposits should be utilized in real businesses to generate employment and 

distribution wealth among poor people. 

PT11  Make policies like the Ehsaas program, Kamyab Pakistan program, Mera Pakistan 

Mera Ghar Scheme, etc. for achieving Maqasid al Shariah. 

 Instructs IBs to increase its financing share to SMEs, let’s suppose 50% for 

employment generation and poverty alleviation. 

PT12  Regulators should encourage, promote and create opportunities for IBs. 
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PT13  SBP is an organ of the government of Pakistan. Mera Pakistan Mera Ghar scheme is a 

government scheme executed by SBP. 

 Similarly, SME policy and Covid 19 policies made by SBP are under the instructions of 

the government of Pakistan. 

PT14  There is a need to develop an Islamic economic model first and then we should work on 

an Islamic banking model to bring about positive change in the society.  

 To achieve SDGs and Maqasid al Shariah, SBP has to work on financial inclusion, 

social finance, and value-based intermediation. 

PT15  The Islamic banking department (IBD) of SBP has played a key role in introducing and 

implementing the Islamic banking system in Pakistan.  

 IBD developed Shariah Governance Framework for IBs in 2015, 2018, and 2021 in 

which Maqasid al Shariah is addressed to some extent in which more responsibility is 

put on the Sharia Board members and management of IBs. 

 However, there is a need for improvement in this Shariah Governance Framework for 

stressing Maqasid al Shariah. 

PT16  The introduction of new laws, rules, and regulations and the creation of new institutions 

is the prime responsibility of the SBP. 

 SBP should ask corporations and IBs to allocate some portion of their profit to social 

welfare. 

 These profits can be put in a waqf pool and then common people can be asked to put 

their money in this pool for the socio-economic welfare of common people. 

 Bank Negara Malaysia has already developed a value-based intermediation framework 

in this regard. 

PT17  SBP can make it mandatory for IBs to give 1% of their capital or profit as Qarz e Hasan 

to needy people.  

 Mandatory targets to finance agriculture, SMEs and the real sector should be given by 

SBP. 

 15% of the profit generated from current accounts deposits can be allocated specifically 

for micro-financing, and women empowerment. 

 Regulators should ask IBs that as they are doing business from the money of society so 

they have to look at the social welfare of society as their first priority. 

PT18  The fundamental approach of SBP to develop I.B. like conventional banks is a mistake. 

 SBP should abolish the dual banking system in Pakistan. 

 There should be more focus on IBs than CBs. 

 IBs should have their interbank market like conventional banks. 

 Work for the development of necessary infrastructure, money market instruments, and 

interbank market for IBs. 

 Develop new products for IBs through which Maqasid al Shariah can be achieved. 

 SBP should instruct I.B. to develop its own benchmark rate like Islamic Banking Offer 

Rate (IBOR). 

PT19  SBP as a regulator should make sure that IBs allocate some specific percentage of their 

profit for achieving socio-economic objectives especially the eradication of poverty.  

 SBP guidelines should be made compulsory for IBs to follow.   

 A step-by-step approach can be followed by SBP. For example, IBs can be asked to 

increase their share of financing to the agricultural sector to 10%, next year 15%, and 

so on. 

 The share of financing to the corporate sector can also be brought down gradually. 

PT20  Curb concentration of wealth in the economy and come out of the capitalistic paradigm. 

 The Islamic banking department of SBP should work keeping in view Islamic 
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principles and the Islamic paradigm instead of the capitalistic paradigm. 

 Financing to poor and needy people and micro financing, SME, agricultural, and 

housing finance should be at a lower rate as compared to the corporate sector. 

 SBP should give clear instructions to abolish contracts using hiyals such as running 

Musharakah etc. to ensure distributive justice and curb the concentration of wealth. 

 Running Musharakah is not real Musharakah and such contracts are creating hurdles in 

achieving the socio-economic objectives of the Islamic financial system.  

 It should not be merely relied on the rulings of Shariah advisors, instead, SBP leading 

from the front should take strict action in this regard.  

 Shariah advisors don’t have the capacity, authority, and mindset to change this 

capitalistic mindset and paradigm, so we should not expect much contribution from 

their side. 

 

Figure 1: Word Frequency of Participant’s Feedback: Interview Question No.4 

 
 

 

 

 

 

 

 

Word Length Count Weighted Percentage (%) Word Length Count Weighted Percentage (%) Word Length Count Weighted Percentage (%)

sector 6 26 1.19 money 5 9 0.41 wealth 6 6 0.28

regulator 9 25 1.15 responsibility 14 9 0.41 allowed 7 5 0.23

develop 7 22 1.01 specific 8 9 0.41 already 7 5 0.23

interest 8 19 0.87 country 7 8 0.37 asset 5 5 0.23

profit 6 19 0.87 deposits 8 8 0.37 central 7 5 0.23

regard 6 18 0.83 foreign 7 8 0.37 difference 10 5 0.23

issue 5 17 0.78 housing 7 8 0.37 follow 6 5 0.23

policy 6 17 0.78 instructions 12 8 0.37 framework 9 5 0.23

state 5 17 0.78 similarly 9 8 0.37 increase 8 5 0.23

investment 10 16 0.74 welfare 7 8 0.37 kibor 5 5 0.23

system 6 16 0.74 abolish 7 7 0.32 limited 7 5 0.23

board 5 15 0.69 corporate 9 7 0.32 market 6 5 0.23

economic 8 15 0.69 current 7 7 0.32 mudarabah 9 5 0.23

maqasid 7 15 0.69 customers 9 7 0.32 operations 10 5 0.23

targets 7 14 0.64 devise 6 7 0.32 order 5 5 0.23

products 8 13 0.60 generate 8 7 0.32 percentage 10 5 0.23

provided 8 13 0.60 introducing 11 7 0.32 promotion 9 5 0.23

department 10 12 0.55 share 5 7 0.32 required 8 5 0.23

effectively 11 12 0.55 according 9 6 0.28 scheme 6 5 0.23

rules 5 12 0.55 arabic 6 6 0.28 taken 5 5 0.23

accounts 8 11 0.51 basis 5 6 0.28 utilized 8 5 0.23

members 7 11 0.51 boost 5 6 0.28 whole 5 5 0.23

projects 8 11 0.51 clients 7 6 0.28 asked 5 4 0.18

economy 7 10 0.46 first 5 6 0.28 business 8 4 0.18

musharakah 10 10 0.46 important 9 6 0.28 change 6 4 0.18

principles 10 10 0.46 industry 8 6 0.28 charge 6 4 0.18

public 6 10 0.46 liquidity 9 6 0.28 collected 9 4 0.18

agricultural 12 9 0.41 making 6 6 0.28 common 6 4 0.18

create 6 9 0.41 persons 7 6 0.28 concentration 13 4 0.18

currency 8 9 0.41 practices 9 6 0.28 consideration 13 4 0.18

implement 9 9 0.41 rates 5 6 0.28 distribution 12 4 0.18

institutions 12 9 0.41 socio 5 6 0.28 educational 11 4 0.18

keeping 7 9 0.41 ultimate 8 6 0.28 exploitation 12 4 0.18
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Figure 2: Word Cloud of Participant’s Feedback: Interview Question No.4 

 

 
Figure 3: Role of Regulator (SBP) in the Development of Islamic Banking Model in the Light of Maqasid 

al Shariah. 
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Conclusions and Recommendations 
 

The role of regulator of Islamic banks is very important in developing Maqasid al Shariah based model of 

Islamic banks. The introduction of new laws, rules, and regulations and the creation of new institutions is 

the prime responsibility of the regulator along with the supervision of Islamic banks.  The objective of this 

study is to identify the role of regulator in the development of the Islamic banking model in the light of 

Maqasid al Shariah. To achieve this objective, this study employs a qualitative, exploratory research 

methodology in which face-to-face semi-structured interviews with Shariah Supervisory Board (SBB) 

members of Islamic banks, Shariah scholars, academicians, and policymakers are conducted by using a 

non-probability purposive sampling technique. The grounded theory approach is used in this research and 

data is analyzed by using NVIVO software. The results of this study indicate that regulator must eliminate 

riba from the banking system, abolish the dual banking system, and encourage, promote, and create 

opportunities for Islamic banks. There should be a clear vision, mission road map and strategic plan of SBP 

for the promotion of Islamic banking where more focus should be put on socio-economic welfare and 

achieving Maqasid al Shariah.  

 

State Bank of Pakistan (SBP) should work for the development of necessary infrastructure, money market 

instruments, and interbank markets for Islamic banks. SBP should work for providing a level playing field 

for Islamic banks such as providing discount windows, liquidity management frameworks, and tax reliefs 

for Islamic banks for being competitive against their conventional counterparts. SBP should instruct 

Islamic banks to develop their own benchmark rate like Islamic Banking Offer Rate (IBOR). SBP should 

make sure that deposits from the general public are collected and utilized in real businesses according to 

Shariah and actual share of profits is distributed to depositors without any exploitation. A mechanism to 

channel the extra funds of Islamic banks into government projects should be devised. Musharakah or 

Mudarabah certificates and Sukuk can be issued to people who make investments in these projects. Islamic 

banks can also be given targets to make investments in these projects. This can generate new assets for 

Islamic banks and solve liquidity issues for Islamic banks. To attract foreign investment, incentives to 

foreigners can be provided to open foreign currency accounts and make investments through these foreign 

currency accounts such as purchasing houses or vehicles and making investments through these accounts. 

The fundamental approach of SBP to develop an Islamic banking model like conventional banks is a 

mistake. The Islamic banking department of SBP should work keeping in view Islamic principles and the 

Islamic paradigm instead of the capitalistic paradigm.  

 

SBP should give clear instructions to abolish contracts using hiyals such as running Musharakah etc. to 

ensure distributive justice and curb the concentration of wealth. Mandatory targets to provide Qarz e Hasan 

and finance agriculture, SME, housing, and the real sector should be given by SBP. SBP should regulate 

that large credit lines should not go beyond a specific threshold. SBP should assign periodic targets to 

banks to convert conventional banks into Islamic banks. The debt and equity ratio of commercial 

institutions, and public and private companies should be regulated in the manner that over time, the equity 

portion in these institutions should increase. There should be a separate portfolio of Islamic banks to 

facilitate poor and middle-class people. Regulators should ask Islamic banks that as they are doing business 

from the money of society so you have to look at the social welfare of society as their first priority. 

Financing to poor and needy people, microfinancing, SME, agricultural and house financing should be at a 

low rate as compared to financing to the corporate sector. A strong Islamic research wing in the State Bank 

of Pakistan (SBP) with personnel having required Islamic banking expertise and experience is the need of 

the hour. Central Shariah Board of SBP should perform a supervisory role on all Shariah Boards of Islamic 

banks and make sure there is a diversity in opinions of Shariah Board Members of Islamic banks having 

members with various backgrounds and from various schools of thought to discuss matters from various 

angles, make recommendations and ensure products developed and operations carried out in Islamic banks 

are in accordance with Shariah principles and help in achieving Maqasid al Shariah. 
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