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ABSTRACT 

Islamic finance has become one of the most dynamic segments of the global financial system, valued at 

approximately US$ 4.5 trillion in 2022 and projected to exceed US$ 6 trillion by 2026. Rooted in Shariah 

principles that prohibit riba (interests), gharar (excessive uncertainty), and haram (unethical activities), 

it presents a faith-based and ethically grounded alternative to conventional finance. This article critically 

investigates the future of Islamic finance, analyzing its transformative trends, systemic challenges and 

theoretical foundations. Employing a qualitative and conceptual methodology, the study synthesizes 

secondary data from industry reports, policy documents and academic literature (2020-2025) to generate 

a multidimensional perspective. 

Eight major trends are identified, including the rise of Islamic fintech, green sukuk and ESG 

convergence, cross-border expansion, social finance institutionalization, Shariah standardization, human 

capital development and integration with global financial architecture. These are juxtaposed to eight 

critical challenges, such as regulatory fragmentation, authenticity concerns, limited literacy, talent 

deficits, governance lapses and political-institutional restrictions. The comparative insights from 

Malaysia, Pakistan and global jurisdictions highlight contrasting pathways, with Malaysia demonstrating 

proactive innovation and Pakistan undergoing a rapid but institutionally constrained transformation. The 

analysis is framed through six theoretical perspectives—Maqasid al-Shariah, Stakeholder theory, 

Institutional theory, Legitimacy theory, Resource-based view, and Financial Intermediation theory—

demonstrating how authenticity, innovation, and global integration can be harmonized. 

The results suggest that the future of Islamic finance depends on the strengthening of Shariah 

authenticity, leveraging digital transformation, advancing regulatory harmonization, and positioning 

Islamic finance as a partner in global sustainability. This study contributes conceptually by integrating 

theoretical perspectives with empirical evidence of the industry and practically by offering strategic 

recommendations for regulators, financial institutions and international bodies. Finally, it positions 

Islamic finances not merely as a parallel system, but as a civilizational model capable of advancing 

inclusive, ethical and sustainable economic development. 
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INTRODUCTION 

Islamic finance has emerged as one of the fastest growing segments in the global financial sector, offering 

a faith-based alternative to conventional financial systems. Based on the principles of Shariah, it prohibits 

interest (riba), excessive uncertainty (gharar) and unethical investments in sectors such as gambling, 

alcohol, weapons, etc (haram activities). Instead, it emphasizes risk sharing, asset backing and the ethical 

allocation of capital. Over the past four decades, Islamic finances have become a global phenomenon  

confined largely to the Middle East and covers more than 80 countries. Today, the industry covers Islamic 

banks, Sukuk (Islamic bonds), Takaful (Islamic insurance), Islamic asset management and Islamic social 

finance mechanisms such as Zakat and Waqf. 

According to the Islamic Financial Services Board (IFSB, 2023), the global Islamic financial sector has 

been valued at approximately US $ 4.5 trillion by the end of 2022, with annualized growth rates of 10 to 

12% over the past decade. Recent forecasting suggest that this value can exceed US $ 6 trillion by 2026, 

revealing not only organic growth in Muslim majority economies, but also increasing integration into the 

global financial system (Reuters, 2023; LSEG, 2024). This growth has been promoted by several factors: 

the growing demand for sharia compliant products among Muslim populations, greater recognition of 

Islamic finances as an ethical and resilient alternative and its ability to face systemic shocks. 

For example, during the 2008 global financial crisis, Islamic banks demonstrated relative resilience 

compared to conventional banks because their structures, based on asset backing and risk sharing, reduced 

exposure to toxic derivatives (Ali & Hassan, 2020). 

In the recent times, during the Covid-19 pandemic, Islamic social finance instruments such as Zakat, 

Sadaqah and Social Sukuk were mobilized to support vulnerable communities and finance health 

infrastructure, highlighting the social and developmental role of the sector (IFSB, 2021; World Bank; 

2011). Such experiences increased the credibility of Islamic finances as a stability improvement 

mechanism and a socially responsible financial model. 

Globally, Islamic finances are no longer limited to the jurisdictions of a Muslim majority. But, countries 

such as the United Kingdom (UK), Luxembourg, Singapore and Hong Kong have developed regulatory 

structures and attracted significant Sukuk listings. The United Kingdom, for example, issued its second 

Sovereign Sukuk worth £ 500 million in 2021, which was over subscribed by more than 2.5 times, 

reflecting the strong appetite for investors (HM Treasury, 2021). Likewise, Luxembourg and Hong Kong 

continue to host Islamic Funds listings and facilitate cross border investments, signaling the potential of 

Islamic finances as a key and significant ethical finance option around the world. 

However, the contrasting trajectories of Malaysia and Pakistan illustrate the successes and limitations of 

Islamic finance development. Malaysia is often cited as the most advanced Islamic finance ecosystem in 

the world. It is responsible for almost 36% of Sukuk issuance worldwide(IFSB, 2022). It maintains one of 

the most sophisticated regulatory structures through Bank Negara Malaysia and has strategically 

integrated Islamic finance in their national development policies. In addition, Malaysia has pioneered 

Green Sukuk, Human Capital Investment, Sharia Governance and Digitization, positioning itself as a 

Global Center for Innovation (Shanmugam & Zahari, 2021; IFDI, 2023). 

On the other hand, Pakistan, despite having the second largest Muslim population in the world, struggled 

to achieve comparable institutionalization. Islamic banking assets in Pakistan accounted for almost 20% 
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of the total bank assets by 2022, rising to more than 21% by mid-2023, totaling approximately PKR 

11,070 billion (~ $ 38-40 billion) (Pakistan State Bank, 2023). A large turning point occurred in April 

2022, when the Federal Court of Shariat instructed the government to completely islamize the financial 

system by 2027, effectively prohibiting interest -based transactions (Dawn, 2022). This decision injected 

urgency into the financial transformation of Pakistan and provided a natural experiment for policy 

formulators, scholars, and industry leaders worldwide to observe. However, persistent challenges remain 

in regulatory harmonization, sharia governance, product innovation and public awareness. 

The theoretical foundations of Islamic finance are deeply rooted in Maqasid al-Shariah (objectives of 

Islamic law), which emphasize justice, equity and social welfare. Unlike conventional finances, which are 

widely driven by profit, Islamic finances seek to balance profitability with ethical considerations. 

Instruments such as Mudarabah(profit sharing), Musharakah (Joint Ventures) and Ijara (Leasing) 

incorporate the principles of partnership, risk sharing, and asset backing, offering not only financial 

solutions but also frameworks for sustainable economic development (El-Gamal, 2021). Basically, the 

growing global emphasis on Environmental, Social and Governance (ESG) investment has amplified 

interest in Islamic finances. The natural convergence between ESG principles and Islamic finances was 

recognized as a strategic factor in achieving the United Nations Sustainable Development Goals (SDGs), 

specifically in developing economies (World Bank, 2020; UNDP, 2023) 

Despite remarkable performance, Islamic Finance faces urgent challenges. These include regulatory 

fragmentation, limited global standardization, lack of human experts, low economic literacy among 

Muslim populations, and the need to adapt a disruptive technologies such as fintech, blockchain and 

artificial intelligence (Kammer et al., 2020; IFSB, 2023). Another concern is the authenticity debate, 

where critics argue that many Islamic financial products recreate conventional structures with minimal 

Shariah characteristics, and potentially undermine credibility (Ahmed, 2021). These questions have 

aroused scholarly and industry -wide debates on the future direction of Islamic finance. 

The importance of analyzing the future of Islamic finance lies not only in its economic potential, but also 

in its broader socio-economic implications. As Muslim majority countries strive for inclusive growth, 

poverty reduction and ethical governance, Islamic finance offers a complementary tool set for public 

policy. Sukuk can finance large-scale infrastructure projects, while Zakat and Waqf can be utilized for 

poverty reduction, education and health care. Malaysia's experience demonstrates the impact of strategic 

policy making and innovation, while Pakistan's ongoing transition emphasizes the challenges of 

coordinating political will, legal mandates and institutional capabilities. 

Against this background, this article examines the future of Islamic finance by analyzing three interrelated 

dimensions: (1) emerging trends that shape the industry, (2) critical challenges that need to be addressed, 

and (3) theoretical perspectives that frame its evolution. Thus, it integrates evidence from global 

experiences with special reference to Malaysia and Pakistan, with the aim of contributing to academic 

perspective alongside providing actionable insights for policymkaers and practitioners. 

In conclusion, Islamic finance stands at a fundamental juncture. Its expansion in Malaysia emphasizes the 

power of innovation and proactive regulation, while developments in Pakistan demonstrate the 

transforming role of legal mandates and societal demand. The next decade will determine whether Islamic 

finances can consolidate their global role as a credible, authentic and socially impactful system. For this 

to materialize, scholars, practitioners, and policy makers must be involved in prospective debates that 

address not only technical issues, but also reaffirm the ethical essence of Islamic finance, as provided by 

Shariah. 
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METHODOLOGY 

This study adopts a conceptual and qualitative research design, relying on of secondary data sources, 

including peer-reviewed journal articles (2020-2025), policy documents, industry reports such as the 

Islamic Financial Services Board Stability Report (2023) and the Islamic Finance Development Report 

(2023). Instead of performing empirical tests, the article summarizes theoretical perspectives, comparative 

country experiences (Malaysia, Pakistan and Global Jurisdictions) and emerging trends to provide an 

integrated analysis of the future of Islamic finances. This methodology is appropriate because the study 

seeks to generate conceptual clarity, identify strategic pathways and provide policy recommendations 

rather than testing specific hypotheses. The reliance on authoritative secondary sources ensures both 

academic rigor and practical relevance. 

Trend in Islamic Finance: Structural Shifts Defining the Future      

The evolution of Islamic finance in the last two decades reveals several structural trends that are 

reformulating its trajectory. These trends reflect both endogenous dynamics - arising from principles of 

sharia, industry innovation and sociocultural factors - and exogenous forces such as globalization, 

technology and sustainability imperatives. Understanding these trends is essential to predict the future of 

Islamic finances, as they highlight the opportunities, tensions, and directions that shape industry growth.   

Islamic finance has shifted from a niche alternative to a global phenomenon, with long-range implications 

for financial stability, inclusion and ethical investment. Although Malaysia and Pakistan represent two 

important case studies in regulatory leadership and market adoption respectively, the sector's trajectory 

should also be situated within broader global currents that are reformulating financial systems around the 

world. The following seven structural trends capture the essence of these transformations. 

Digital Transformation and the Rise of the Islamic Fintech 

One of the most transformative trends is the integration of financial technology (Fintech) into Islamic 

finances. Globally, islamic Fintech startups are rapidly growing, with more than 350 companies operating 

in 45 countries as of 2023, concentrated in markets such as Malaysia, Saudi Arabia, Indonesia and United 

Arab Emirates (IFDI, 2023). These companies leverage blockchain, artificial intelligence and mobile 

platforms to provide Shariah -coompliant products, from peer to peer financing to digital Sukuk issuance. 

Malaysia has become a leader through initiatives such as the Islamic Digital Economy Blueprint (2021), 

which promotes Islamic Fintech development, including platforms for crowdfunding, robo-advisory and 

smart contracts.   Malaysia is positioning itself as a global Fintech  center, with Bank Negara Malaysia 

(BNM) and the Securities Commission that has introduced regulatory sand boxes that have already 

facilitated Islamic digital banks and crowdfunding platforms (BNM, 2023). This proactive approach 

helped Malaysia tp sustain product innovation and maintain market leadership. Pakistan fintech's Islamic 

scenario is nascent, but fast, with strong consumer demand and mobile penetration.  

However, gaps in digital supervision, consumer education and interoperable payment infrastructure limit 

full expansion. For this policy formulators should prioritize SupTech investment and digital literacy 

programs(World Bank; local market reports).  Raast digital payment system, observed more than 80% of 

the growth year-on-year in Islamic digital bank accounts since 2020 (Pakistan State Bank (SBP), 2023). 

Globally, blockchain Sukuk pilots in Saudi Arabia and Indonesia signal a new frontier of smart contracts 

in Shariah-compliance finance (World Bank, 2022). 
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The convergence of Fintech and Sharia finances is not merely technological but also structural, paving the 

way for a broader financial inclusion. This digital transformation is not just a technological trend - also 

increases financial inclusion, especially among non-bank Muslim populations, reducing costs and 

increasing accessibility. 

Green Sukuk and the ESG-Sustainability Convergence 

Another defining trend is the alignment of Islamic finance with Environmental, Social and Governance 

(ESG) principles. The ethical foundations of Islamic finance converge naturally with ESG investment, 

and this alignment is increasingly recognized by investors worldwide. Malaysia  pioneered the first green 

Sukuk in the world in 2017, used to fund renewable energy projects. Since then, its green Sukuk market 

has grown to exceed US $ 5 billion by 2022 (BNM, 2022). Indonesia also issued multiple green Sukuk 

sovereign, raising more than $ 3.5 billion in sustainable development projects (World Bank, 2022). 

Pakistan has not completely embraced green Sukuk, but given its climate vulnerability, policy formulators 

are considering Sukuk as a financing instrument for renewable energy initiatives and water conservation. 

Globally, ESG Islamic financial products are gaining attraction as tools to achieve United Nations 

Sustainable Development Goals (SDGs), making this convergence a structural opportunity for growth. 

Pakistan also adopted renewable energy financing through Islamic banks, particularly wind and solar 

projects supported by multilateral development banks. Globally, this trend means an ideological 

alignment: the emphasis of the sharia in social justice, risk sharing, and the ban on harmful industries 

resonates with ESG principles. The future suggests a deeper convergence, with Islamic finance positioned 

as a natural partner in financing the global sustainability agenda (World Bank, 2022; El-Gamal & Hassan, 

2021). 

Global Expansion into non-Muslim Markets 

Islamic finances are increasingly recognized beyond Muslim majority contexts, reflecting their appeal as 

an ethical and resilient financial system. The United Kingdom remains the main center of Europe, hosting 

more than 20 banks that offer Islamic financial services and facilitating the Sukuk sovereign emissions in 

2014 and 2021. Luxembourg, Singapore and Hong Kong have positioned themselves as Sukuk listing 

hubs, providing infrastructure for global investors. Malaysia's experience shows how supporting 

regulation can attract Sukuk transionic investors, while the transition from Pakistan offers lessons on how 

religious mandates can accelerate domestic adoption. Integration in non -Muslim markets of the majority 

highlights the change of Islamic finances from a specific niche to a conventional ethical finance 

alternative. 

Institutionalization of Islamic Social Finance 

The growing institutionalization of Islamic social finances - including Zakat, Waqf and Sadaqah - marks 

another structural trend. These instruments are increasingly integrated with national financial systems to 

support the relief of poverty and social development. Absence of uniform Shariah interpretation 

historically fragmented Islamic finance. However, the last decade has seen stronger movements toward 

harmonization. The Islamic Financial Services Board (IFSB) and the Accounting and Auditing 

Organization for Islamic Financial Institutions (AAOIFI) are rapidly causing convergence of standards 

across different jurisdictions (IFSB, 2022). 

Malaysia has long institutionalized centralized Shariah governance through its Shariah Advisory Board, 

which provides confidence in the market (BNM, 2021). Pakistan recently demanded the complete 

transition of its banking sector to Islamic finance by 2027 under the directions of the Federal Court of 

Shariat and SBP (SBP, 2022). Globally, cooperation between Gulf states, Southeast Asia and South Asia 
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is consolidating more uniform Islamic financial architecture, thus reducing cross-bordert legal uncertainty 

and increasing investor confidence. 

At the global level, the Islamic Development Bank (IsDB) has launched initiatives that connect Zakat and 

Waqf to SDGs, demonstrating how Islamic social finance can complement public well -being systems 

(ISDB, 2023). This trend emphasizes the potential of Islamic finance not only as a commercial system, 

but also as a socially transformative structure rooted in Maqasid al-Shariah. 

Standardization and Harmonization of Shariah Compliance 

A critical structural trend is the impulse for greater Shariah standardization. Currently, divergent 

interpretations of Shariah councils among countries prevent cross-border transactions. AAOIFI and IFSB 

have progressed in the development of global standards, but adoption remains uneven. Centralized 

Shariah Advisory Board in Malaysia, under Bank Negara Malaysia, is a model of harmonization, offering 

predictability and confidence of investors. Pakistan's system, while improving, suffers from fragmented 

fatwas and varied interpretations between institutions, highlighting the need for a stronger Shariah 

governance. As Islamic finance grows, harmonization will be vital to achieve scale, reducing transaction 

costs, and increasing cross-border flows. 

Human Capital Development and Academic Integration 

The expansion of the industry requires qualified professionals with experience in Shariah and modern 

finances, but a global shortage of qualified talent persists. Malaysia has invested heavily in education 

through institutions such as INCEIF (The Global University of Islamic Finance) and the International 

Shariah Research Academy. Pakistan has expanded offerings at universities such as IBA Karachi and 

International Islamic University Islamabad, but programs remain fragmented and require stronger 

alignment with global curricula. Globally, Islamic financial programs are expanding in the United 

Kingdom, USA and Australia, reflecting the international recognition of their growing significance (IFDI, 

2023). Human capital development not only ensures industry sustainability, but also its ability to innovate 

and compete globally. 

Integration with Global Financial Architecture 

Islamic finance is increasingly integrated into the global financial system through collaborations with 

multilateral organizations, rating agencies and global investors. Sukuk is now included in the global bond 

indices, attracting institutional investors in addition to the OIC countries (LSEG, 2022). The Islamic 

Development Bank partners with the World Bank and the IMF to align Islamic finance with global 

development initiatives. Both Pakistan and Malaysia are members of IFSB, contributing to the global 

standard-setting, although Malaysia is far ahead in the implementation of frameworks. This integration 

enhances legitimacy, credibility and visibility, allowing Islamic finance to approach the main financial 

system. 

Product Diversification and Innovation 

Finally, product innovation is expanding the scope of Islamic finance. In addition to traditional Murabaha 

and Ijara, new instruments include Islamic Derivatives, green Sukuk, Contracts directed by fintech and 

Islamic REITs. Malaysia leads innovative products such as Islamic ETFs and Islamic crowdfunding 

platforms. Pakistan has relied on Murabaha-based products more, which critics argue to imitate 

conventional finance very closely. However, there is a growing interest in developing new investment 

vehicles in accordance with Shariah. Globally, the rise of Islamic robo-advisors and smart contracts 
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signals a new era of innovation. Product diversification is fundamental not only for competitiveness, but 

also to reinforce the authenticity and ethical distinctiveness of Islamic finance. 

The eight structural trends-digital transformation, ESG sustainability, global expansion, Islamic social 

finance, Sharia standardization, human capital development, global integration and diversification of 

products collectively define the trajectory of Islamic finance. While Malaysia demonstrates the benefits of 

proactive policy making and innovation, Pakistan highlights the complexities of regulatory, social and 

political transformation. Globally, these trends suggest that Islamic finance is well positioned to expand 

beyond their current boundaries, as long as it remains authentic to their ethical and Sharia-based 

foundations. 

 

Figure 1 Trend in Islamic Finance: Structural Shifts Defining the Future      

Challenges in Islamic Finance — Eight Core Vulnerabilities 

Despite their rapid growth and global recognition, Islamic finance faces multidimensional challenges that 

can undermine their future trajectory if they are not resolved. 

These challenges are structural, regulatory, operational and philosophical, reflecting the complex task of 

building a financial system that is globally competitive and authentically Shariah-compliant. This section 

highlights eight critical challenges that shape the evolution of Islamic finance, with special attention to 

Malaysia, Pakistan and the broader global context. 

Regulatory Fragmentation and Lack of Global Standardization 

One of the main challenges of Islamic finance is the lack of standard regulations and harmonized 

structures between jurisdictions. Unlike conventional finance, which benefits from relatively uniform 
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international standards (for example, Basel Accords, IFRS), Islamic finances face fragmentation in their 

interpretations of Sharia and supervisory practices. The absence of universal benchmarks leads to 

inconsistencies in product structuring, legal enforce-ability and cross-border operations (Zaher & Hassan, 

2021). 

In Malaysia, efforts by Bank Negara Malaysia (BNM) and the Shariah Advisory Board (SAC) resulted in 

one of the most advanced regulatory structures, establishing global benchmarks for governance and risk 

management (Shaharuddin, 2022). On the other hand, the regulatory environment of Pakistan, supervised 

by the State Bank of Pakistan (SBP), still faces fragmented shariah interpretations in different banks and 

financial institutions, resulting in variations in practices such as Takaful contracts and Murabaha 

transactions (Khalid et al., 2023). 

Globally, the initiatives of the Accounting and Audit Organization for Islamic Financial Institutions 

(AAOIFI) and the Islamic Financial Services Board (IFSB) sought to address these disparities, but 

implementation remains uneven. Without convergence, the industry is in danger of running over its global 

integration, particularly in the issuance of sukuk and Islamic fintech collaborations (Abdullah et al., 

2022). 

Authenticity versus Convergence with Conventional Finance 

A persistent criticism is that many Islamic financial products reflect conventional finances, with minimal 

differences from the removal of interest. Murabaha contracts, which dominate Islamic banking portfolios 

in Pakistan (more than 60% of transactions in 2022), were criticized for resembling conventional loans 

(Pakistan State Bank, 2022). In Malaysia, while innovation has expanded beyond Murabaha to include 

Islamic ETFs and green Sukuk , critics argue that some structures still prioritize financial engineering 

about Sharia's authenticity (Shanmugam & Zahari, 2021). Globally, scholars warn that Islamic finances 

risk losing their distinct identity if it continues to replicate conventional products (Ahmed, 2021). 

Balancing authentic Shariah compliance with market competitiveness remains one of the deepest 

philosophical dilemmas in the field. 

Talent Shortage and Skill Gaps 

The rapid expansion of Islamic finance has exceeded the availability of qualified professionals with 

expertise in the principles of Finance and Shariah. This human capital deficit manifests itself in regulatory 

bodies, financial institutions and academia. 

In Pakistan, a shortage of qualified Shariah scholars with financial literacy led to excessive confidence in 

some experts, raising concerns about the concentration of authority and possible conflicts of interest 

(Malik & Hussain, 2022). Malaysia, although at the forefront in the development of talent through 

institutions such as the International Centre for Education in Islamic Finance (INCEIF), still faces gaps in 

medium level management and expertise in digital finance (Muneeza et al., 2023). 

Globally, talent gap is even more exacerbated by the growing integration of Islamic Fintech, Blockchain 

and digital assets, which require a new generation of qualified professionals in both Shariah and 

Advanced Technology (Todorof, 2021). Without approaching this gap of capacity, the industry is at risk 

of stagnation and dependence on conventional financial talents that may not fully align themselves with 

Islamic financial values. 

Human capital gap directly affects product innovation, Shariah governance and the global 

competitiveness of the sector.  
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Limited Public Awareness and Financial Literacy 

Low levels of financial literacy make it difficult to adopt Islamic finances, particularly in emerging 

economies. A survey by 2022 IFSB revealed that less than 35% of Muslims in southern Asia could 

differentiate between Islamic and conventional products. Pakistan, despite its religious demography, faces 

low awareness about Islamic finances. While more than 80% of the population prefers products without 

interest, less than half actively use Islamic banking services (SBP, 2022). 

Malaysia has reached greater penetration (more than 50% of bank assets are compatible with Shariah 

from 2023), but public understanding of complex instruments such as Sukuk and Takaful remains limited. 

Malaysia has made significant progress through microfinance-oriented Islamic solutions, expanding 

access to needy populations (BNM, 2023). However, Pakistan is left behind: only 21% of adults have 

access to formal financial services, with the penetration of even lower Islamic finance in rural areas 

(World Bank, 2022). Globally, Islamic finances have not yet translated their ethical mark into widespread 

accessibility, especially for marginalized groups such as women, rural communities and small 

entrepreneurs. Without targeted strategies, industry risks increasing socioeconomic gaps rather than 

restricting them. 

Without further awareness, Islamic financial risks are confined to elite investors rather than serving as a 

mass -based financial inclusion tool. 

Technological Disruption and Regulatory Lag 

The rapid increase in Fintech, blockchain and AI presents opportunities as well as threats. Although these 

technologies can increase accessibility, regulators are usually not prepared to adapt. Globally, Fintech 

companies attracted more than $ 2.5 billion in investment by 2023, but regulatory uncertainty impairs 

growth (IFDI, 2023). Malaysia actively supported Fintech's integration, with regulatory sandboxes under 

Bank Negara Malaysia promoting innovation. Pakistan lags significantly, with slow Islamic banks to 

adopt digital solutions and blockchain-based contracts. Globally, Islamic fintech faces challenges of 

scalability due to fragmented regulations and interoperability problems. 

For example, while the Blockchain-based Sukuk issuance was piloted in Bahrain and the United Arab 

Emirates, the lack of regulatory clarity and global standards limits their adoption elsewhere (Mohamed et 

al., 2022). This technological interruption requires the sector to balance innovation with the risk 

management and the authenticity of Sharia. 

Unless regulators follow the pace, technological interruption can exacerbate trust deficits and leave 

Islamic finances vulnerable to cyber risks. 

Limited Global Integration and Capital Market Depth 

While Sukuk markets grow, Islamic finance remains marginal in the global capital market. Globally, 

issuance of Sukuk reached $ 193 billion in 2022, but this represents less than 1% of global bond markets 

(LSEG, 2023). Malaysia dominates the Sukuk market, representing over 35% of the global issuance. 

However,  Pakistan remains underrepresented, with Sukuk mainly used for fiscal funding rather than 

strategic infrastructure development. 

Lack of deep secondary markets and limited international recognition restricts liquidity, reducing the 

attractiveness of Islamic finances to institutional investors. 
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Governance, Transparency and Trust Deficits 

Strong governance is crucial for credibility, but many Islamic financial institutions face issues of 

transparency and trust. Globally, inconsistent disclosure patterns weaken investors' confidence. Malaysia 

has made significant progress in corporate governance and Sharia audits, increasing transparency. 

Pakistan struggles with governance lapses, particularly in state -owned Islamic banks, where delays in 

Shariah audits and disclosure undermine public confidence (SBP, 2023). 

Improving governance structures is critical to ensuring that Islamic finances maintain their ethical 

distinction. 

Political, Legal and Institutional Restrictions 

Finally, Islamic finances cannot be divorced from their political and legal environment. In many 

countries, political instability and institutional weaknesses make it difficult for consistent implementation. 

The decision of the Federal Shariat Court of Pakistan in 2022  directs complete Islamization by 2027 is 

historical, but its viability depends on strong political will, legal reforms and capacity building. On the 

other hand, Malaysia demonstrates how stable institutions and proactive policies can convince Islamic 

finance. Globally, political instability in parts of the Middle East and Africa has stopped renovations, 

while in non-Muslim countries, Islamic finance faces challenges of legal compatibility with secular 

systems (Kammer et al., 2020). 

Without supportive legal and political ecosystems, Islamic finance risks remaining a parallel system 

rather than reaching full integration. 

The eight challenges - regulatory fragmentation, authenticity dilemmas, human capital scarcity, low 

financial literacy, technological disruption, limited market depth, governance deficits and political 

restrictions - collectively define the vulnerabilities of Islamic finance. Addressing these issues requires 

not only technical and regulatory reforms, but also renewed attention to Maqasid al-Shariah, ensuring that 

Islamic finances remain authentic, socially impactful and competitive globally. Globally, the sector must 

address these challenges to transition from a niche market to a  global financial system. The resilience of 

Islamic finance depends on its ability to innovate responsibly, harmonize globally and remain anchored in 

their ethical foundations 

Theoretical Perspectives on the Future of Islamic Finance 

The study of Islamic finance cannot be limited to empirical statistics or institutional practices; It requires 

a strong theoretical basis to interpret its evolution, explain its challenges, and forecast future trajectory. 

Several theories provide conceptual lenses through which the growth and direction of Islamic finances 

can be understood. These theories range from those based on Islamic jurisprudence and ethics to 

contemporary management and economic structures. This section highlights six major theoretical 

perspectives that collectively enrich the academic understanding of Islamic finances, linking to 

experiments in Malaysia, Pakistan and Global Industry. 

Maqasid Al-Shariah (Objectives of Islamic Law) 

At the heart of Islamic finance is the doctrine of Maqasid al-Shariah, which emphasizes the preservation 

of faith, life, intellect, lineage and wealth (Dusuki & Bouheraoua, 2021). Financial transactions are not 

simply economic exchanges, but instruments for achieving justice, equity and social well -being. 

Malaysia operationalizes Maqasid through products such as green Sukuk, which link wealth creation to 
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environmental preservation. Pakistan's efforts to completely Islamize its financial system by 2027, as 

directed by the Federal Shariat Court, highlight the search for alignment with the Maqasid principles - 

although poor regulatory capacity threatens this mission. Globally, Maqasid aligns with ESG and SDG 

frameworks, positioning Islamic finance as a model for ethical and sustainable finance (IFSB, 2023). 

The Maqasid framework also acts as a corrective lens for excessive marketing of Islamic finances. Critics 

argue that some institutions only replicate conventional products with Shariah compliance (El-Gamal, 

2021). Maqasid thus requires future innovations go beyond formality towards substantive ethical results. 

The Maqasid framework remains the main normative basis, noting policymakers and practitioners that 

financial innovation should always serve social welfare rather than just replicating conventional profit 

models. 

Stakeholder Theory: Ethical Responsibilities Beyond Profit 

Stakeholder theory, originally proposed by Freeman (1984), emphasizes that organizations should explain 

the interests of various stakeholders - customers, employees, regulators, communities and broader society 

— rather than focusing only on shareholders. This principle aligns directly with the ethical foundations of 

Islamic finance. 

Globally, stakeholders are increasingly requiring sustainable finances and responsible investments. 

According to the Islamic Finance Development Report (2023), almost 60% of Islamic banks now 

integrate ESG (environmental, social, governance), showing convergence between the  objectives of 

stakeholder theory and Maqasid al-Shariah. In Malaysia, Sukuk emissions linked to sustainability goals-

how the world's first Sukuk Green (2017) undermines interest-oriented innovation (World Bank, 2022). 

On the other hand, in Pakistan, limited green sukuk initiatives and low financial literacy among depositors 

reduce the inclusion of stakeholders. Research shows that more than 65% of Pakistanis remains 

unconscious of Islamic finance mechanisms (Ernst & Young, 2023), reflecting a gap in the involvement 

of stakeholders. 

Therefore, stakeholder theory gives a normative basis for Islamic finance to balance profit with social 

justice, poverty reduction, and climate responsibility. 

Institutional Theory: Legitimacy and Normative Pressures 

Institutional theory postulates that organizations survive and thrive not only by achieving efficiency, but 

aligning themselves with the expectations of society, cultural norms and regulatory frameworks 

(Dimaggio and Powell, 1983). In Islamic finance, this theory is particularly significant, given the dual 

requirement to comply with global financial regulations, as well as aligning with the principles of 

Shariah. Globally, Islamic banks usually adopt International Financial Reporting Standards (IFRs) or the 

Basel III compliance mechanisms, while ensuring the Shariah  governance. This dual compliance 

illustrates what institutional theorists describe as isomorphism - convergence towards common practices 

due to regulatory and normative pressures (Scott, 2021). 

In Malaysia, the Islamic Financial Services Act (2013) of Bank Negara Malaysia institutionalized 

compliance with Shariah through centralized supervision, showing how state -oriented coercive pressures 

shape institutional behavior. On the other hand, in Pakistan, institutional legitimacy evolved more slowly. 

While the State Bank of Pakistan(SBP) set a 20% goal of participation in the Islamic banking market by 

2025, the weak Shariah harmonization across  institutions and judicial challenges (eg., Federal Shariat 

Court’s 2022 ruling which mandates riba free banking) to demonstrate institutional fragility (SBP, 2023). 
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Institutional theory therefore explains the rapid growth of the Islamic finance ecosystem of Malaysia, 

driven by strong regulatory legitimacy and uneven progress in Pakistan, where judicial, political and 

regulatory institutions compete for authority. 

Legitimacy Theory 

Legitimacy theory postulates that institutions must ensure social approval by aligning their practices with 

predominant cultural and ethical expectations (Suchman, 2020). Islamic Financial Institutions (IFIs) 

should not only comply with Shariah, but also to convince the stakeholders of their authenticity.  

In Pakistan, public skepticism persists that Islamic banks mimic conventional banks. Unless legitimacy is 

reinforced through the transparent  Shariah governance, adoption can stagnate. In Malaysia, legitimacy 

was carefully built through strong Sharia audit systems and the active role of the SAC, leading to greater 

confidence among stakeholders. Globally, Islamic finances in non-Muslim markets (United Kingdom, 

Singapore) should establish dual legitimacy: Sharia authenticity and compatibility with secular legal 

norms. 

This theory highlights the central role of trust, transparency and credibility in supporting Islamic finances. 

Resource -Based View (RBV): Capabilities Driving Competitive Advantage 

Resource -Based View (Barney, 1991) affirms that companies get sustainable competitive advantage, 

leveraging unique, valuable, rare, inimitable and non-substitutable resources (VRIN framework). For 

Islamic finance, these features include Specialization in Shari'ah, reputation legitimacy, innovative 

product structuring and technology integration. 

The Islamic finance leadership of Malaysia stems from its deliberate investment in human capital 

(INCEIF, ISRA), innovative products (green sukuk) and strong institutional infrastructure. These 

resources are difficult for competitors to replicate. In Pakistan, limited human capital and technological 

infrastructure restrict RBV advantages. 

Despite the rapid growth of Islamic banking deposits (crossing PKR 6 trillion in 2024), Pakistan does not 

yet have Specialized Training Institutes comparable to INCEIF, weakening its long -term 

competitiveness. Globally, Fintech's adoption is emerging as a critical dimension of RBV. Platforms such 

as Wahed Invest (USA) and Ethis (Singapore) show how Fintech -oriented resources redefine market 

range and efficiency in Islamic finance. Globally, countries such as Saudi Arabia and the United Arab 

Emirates are leveraging oil wealth and fintech ecosystems to build strong RBV advantages. 

RBV points out that for Islamic finance to prosper, nations must build different capacities, not just 

replicate conventional systems. 

Financial Intermediation Theory 

The theory of financial intermediation explains the role of financial institutions in the channeling of 

saving funds for borrowers efficiently (Allen & Santomero, 2022). In Islamic finances, this intermediation 

is shaped by risk sharing contracts such as Mudarabah and Musharakah. 

Malaysia successfully diversified intermediation as well as debt-like contracts, developing equity-based 

financing and  Islamic capital markets. Pakistan, however, remains strongly dependent on Murabaha and 
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Ijara, limiting the depth of true risk sharing. Globally, the Sukuk market demonstrates how Islamic 

intermediation can mobilize large -scale financing for infrastructure and development projects. 

Theory emphasizes the need for Islamic finance to strengthen its role of intermediation as they adhere to 

its unique principles of risk sharing and asset-backing. 

These six theories including Maqasid al-Shariah, stakeholder theory, institutional theory, legitimacy 

theory, resource-based view, and financial intermediation theory offer complementary information about 

the trajectory of Islamic finance. Malaysia exemplifies the power of institutional strength, development of 

resources and legitimacy-building, while Pakistan reflects the struggles of institutional fragmentation and 

limited abilities. Globally, these perspectives reinforce the view that Islamic finance must balance 

authenticity, competitiveness and institutional alignment to fulfill its potential as a global ethical financial 

system. 

Comparative Overview of Theories Applied to Islamic Finance 

 

Theory

Core Focus

Application in 
Islamic Finance

Country/Global 
Examples

Maqasid al-Shariah 
(Objectives of 
Islamic Law)

Justice, equity, 
welfare, preservation 

of wealth, faith, 
intellect, progeny, 

and life

Ensures financial 
products meet ethical 

and social justice 
goals beyond profit 

maximization

Malaysia’s green 
sukuk designed for 
SDGs; Pakistan’s 
Islamization drive 
(2027 mandate)

Stakeholder Theory

Balancing interests 
of multiple 

stakeholders (not 
only shareholders)

Emphasizes inclusion 
of customers, 

regulators, 
communities, and 
Shariah boards in 
decision-making

Islamic banks 
integrating 

zakat/CSR initiatives 
in Pakistan and 

Indonesia
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Opportunities in the Future of Islamic Finance 

While Islamic finance faces structural and institutional challenges, the sector also has immense 

opportunities for growth and transformation. These opportunities are not only economic, but also social 

and ethical, as Islamic finance aligns with global movements toward responsible finance, sustainability 

and inclusion. With the fast growth of the global Muslim population, the growing demand for Sharia-

compliant financial products and increasing finance digitization, Islamic finance has a historical 

opportunity to consolidate themselves as a sustainable, ethical and inclusive alternative to conventional 

finances (Ahmed & Rehan, 2023; 2023). By leveraging its unique principles and aligning itself with 

contemporary financial innovations, Islamic finances can expand its footprint and strengthen its 

legitimacy. This section describes eight major opportunities that shape the future of the industry, with 

reference to Malaysia, Pakistan and global trends. 

Digital Transformation and Islamic Fintech Revolution 

The rise of financial technology (Fintech) is one of the most promising avenues for Islamic finances. By 

leveraging blockchain, artificial intelligence and digital banks, Islamic financial institutions (IFIs) can 

expand outreach, reduce costs and increase transparency. 

Globally,  Islamic Fintech transaction values are projected to exceed US $ 179 billion by 2026, growing 

to 17% annually (Global Fintech Islamic Report, 2023). Thus, the digital financial revolution offers 

Islamic institutions a chance to reach younger, tech-savvy populations and diaspora Muslims across 

Europe and North America. 

Institutional 
Theory

How organizational 
behavior is shaped by 
cultural, social, and 

regulatory institutions

Explains differences 
in Islamic finance 

maturity across 
countries

Malaysia’s strong 
regulatory framework 

vs. Pakistan’s 
evolving institutions

Legitimacy 
Theory

Organizations seek 
legitimacy by 

aligning with societal 
norms and values

Justifies why Islamic 
finance markets 

emphasize Shariah 
compliance to gain 

public trust

GCC banks adopting 
strict Shariah boards 
to build credibility

Resource-
Based View 

(RBV)

Firms’ competitive 
advantage lies in 
unique internal 
resources and 
capabilities

Highlights need for 
skilled human capital, 

FinTech expertise, 
and Shariah scholars

Malaysia’s INCEIF 
producing world-

class Islamic finance 
experts; FinTech 
startups in UAE

Financial 
Intermediation 

Theory

Intermediaries reduce 
transaction costs, 
manage risks, and 
facilitate efficient 

Positions Islamic banks 
and sukuk as alternative 

intermediaries 
promoting risk-sharing

Islamic banks’ resilience 
during 2008 financial 

crisis; sukuk funding for 
infrastructure in 

Indonesia
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Malaysia has emerged as a Fintech hub, with more than 80 Islamic Fintech startups operating in areas 

such as crowd funding, robo-advisory, and blockchain-based sukuk issuance. In Pakistan, fintech's 

adoption is accelerating through initiatives such as Raast, the instant digital payment system launched by 

the State Bank of Pakistan. Integrating Shariah-compliant fintech into this infrastructure can significantly 

improve access to Islamic financial services in rural and underserved areas (Khan & Jamil, 2023).  

The use of digital transformation offers an unprecedented chance of integrating financial inclusion with 

Shariah compliance, particularly in under-served regions. 

Expansion into Non -Muslim Majority Markets 

Another significant opportunity lies in the expansion of Islamic finances to non-Muslim jurisdictions. 

One of the major opportunities is in the growing demand for ethical and value-oriented finance. With 

global Islamic finance assets projected to exceed US $ 4.5 trillion by 2030 (IFSB, 2023), the industry is 

well positioned to attract Muslim and non-Muslim investors seeking socially responsible investments 

(SRI). The integration of Islamic finances with environmental, social and governance (ESG) framework 

amplifies their relevance in an increasingly concerned world about sustainable development (Ali & 

Hassan, 2021). For example, green sukuk markets in Malaysia and Indonesia demonstrate how Shariah-

compliant finance can contribute to climate finance goals (UNDP, 2022). 

The United Kingdom has issued several sovereign Sukuk and is home to more than 25 Islamic financial 

institutions, positioning itself as a Western hub. Luxembourg, Hong Kong, and Singapore actively court 

Islamic investors through Sukuk listings and Shariah-compliant funds. The growing adoption of Islamic 

finance by Western financial institutions (for example, HSBC Amanah in the United Kingdom and the 

Goldman Sach’s sukuk issuances) emphasizes its global appeal (Wilson, 2021). For Pakistan and 

Malaysia, this global expansion means opportunities for cross-border financing, investment and 

partnerships. With ethical finance gaining attraction globally, Islamic finances can attract investors 

seeking values-based alternatives, transcending religious boundaries (Wilson, 2021). 

Green Sukuk and Sustainable Finance 

The intersection of Islamic finance with sustainable finance presents transformative opportunities. The 

Shariah principle of stewardship on resources (Khalifah) is naturally aligned with environmental, social 

and governance (ESG) goals. This creates significant opportunities to contribute to global sustainability 

agendas, including UN Sustainable Development Goals (SDGs). Green sukuk issuance emerged as a 

prominent instrument, particularly in Malaysia, which pioneered the first green Sukuk in the world in 

2017 and continues to dominate this market segment (World Bank, 2022). 

The World Bank and the Islamic Development Bank (ISDB) issued several green sukuk to finance the 

climate-resilient infrastructure (IsDB, 2023). Malaysia remains a pioneer in green sukuk, representing 

over 60% of global issuance as of 2022, funding renewable energy projects and sustainable transportation 

projects (Yusof et al., 2022).  Pakistan issued its first green sukuk in 2021, worth PKR 200 billion to 

finance hydroelectric projects, signaling a strategic change towards sustainable Islamic financing 

instruments (SBP, 2021). Globally, the green sukuk emission exceeded to US$ 20 billion in 2023, with 

demand driven by climate-conscious investors (IFSB, 2023). Pakistan has announced plans to issue 

sovereign green sukuk for renewable energy projects, a step towards linking Islamic finances to UN 

Sustainable Development Goals (SDGs). This synergy allows Islamic finance to position themselves at 

the center of climate finance, offering solutions to global energy transition. 

Standardization and Harmonization Initiatives 
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One of the recurring criticism sof Islamic finances is regulatory fragmentation. However, this challenge 

also represents a great opportunity for reform. Global bodies such as AAOIFI and IFSB are pushing for 

convergence in Shariah standards, allowing smoother cross-border transactions (IFSB, 2022). Shariah 

Advisory Council of Malaysia, offers a model of harmonization that can be replicated elsewhere. The 

decision of the Federal Court of Shariah of Pakistan (2022) presents an opportunity to reform the entire 

legal and regulatory system according to Shariah, potentially establishing a benchmark for other Muslim 

majority countries. 

If pursued effectively, global standardization could raise Islamic finances to become a truly integrated 

international system. Taking advantage of these instruments can create a hybrid model of commercial and 

social finance that distinguishes Islamic finances from its conventional counterpart. 

Islamic Social Finance for Poverty Alleviation 

Islamic finance offers unique tools for social redistribution, Zakat, Waqf and Sadaqah, that can directly 

address inequality and poverty. Islamic financial principles like risk sharing, prohibition of interest and 

asset-backed transactions align with the objectives of financial inclusion and poverty reduction 

(Obaidullah, 2021). 

Globally, the zakat potential is estimated at US$500 billion annually, but is still much untapped (the 

World Bank, 2022). Pakistan collects zakat at the state level, but inefficiency limits the effect. Scaling up 

Islamic social finance can help to bridge the poverty gaps and at the same time improve the legitimacy of 

Islamic financial systems. In Pakistan, where over 70% of the population remain unbanked, Islamic 

microfinance institutions such as Akhuwat have already demonstrated scalable models that integrate 

Shariah principles with society's empowerment (Hassan & Ali, 2022). Malaysia's roadmap for financial 

inclusion also emphasizes the role of Islamic banking in reducing inequality, especially among women 

and small businesses (Bank Negara Malaysia, 2022). Malaysia has institutionalized zakat collection and 

linked waqf to modern projects such as hospitals and universities. Thus, the Islamic finance may emerge 

as a critical tool for inclusive growth. 

Human Capital Development and Research Excellence 

Human capital is still a challenge and an opportunity. Globally, the demand for qualified professionals is 

expected to grow by 1 million by 2030 (IFDI, 2023). Malaysias INCEIF and ISRA are global leaders in 

Islamic finance education, producing skilled professionals. . Pakistan has also established new 

educational and training programs to develop Shariah scholars and qualified professionals finance who 

are able to operate innovation in the sector (Ahmed & Rehan, 2022). Pakistan has the opportunity to 

expand specialized programs in universities and research institutions, and addresses the current talent gap. 

Investment in research, training and education offers Islamic finances the chance to build an innovative 

workforce ready for the future. 

Cross-Border Integration and Global Expansion 

Another major opportunity is the cross-border expansion of Islamic finance. The harmonization of the 

patterns of Sharia by global bodies, such as AAOIFI and IFSB, is paving the way for greater cross-border 

integration (IFSB, 2023). This offers Islamic banks in Malaysia and Pakistan the chance to expand to new 

markets in Africa, Central Asia and Europe. 

Malaysia has already positioned itself as a global center for the issuance of Islamic sukuk, capturing over 

40% of the global sukuk market in 2022 (MIFC, 2022). Pakistan, with its large Muslim population and 
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increasing regulatory support, can become a gateway to Islamic finance in South Asia and Central Asia. 

Globally, non-Muslim majority countries, such as the United Kingdom, Luxembourg and Hong Kong, are 

also expanding their Islamic finance offerings, signaling a broader international acceptance of industry 

(Ali, 2021). 

Leveraging Artificial Intelligence and Big Data 

Finally, emerging technologies such as AI and big data analytics present opportunities to improve product 

customization, risk management and Shariah audit functions. Malaysia has already piloted Shariah 

compliance systems, oriented by AI. Pakistan has not totally leveraged the AI, but with the growing 

penetration of smartphones, opportunities for predictive analysis in financial inclusion are immense. 

Globally, AI should save banks US$1 trillion annually by 2030 by enhanced efficiency (PWC, 2023). 

The integration of these technologies can be future-proof Islamic finance, making it more competitive 

with conventional systems. 

Islamic finance is uniquely positioned to take advantage of opportunities in digital transformation, global 

expansion, sustainability, harmonization, social finance, human capital, cross-border infrastructure and 

advanced technologies. Countries like Malaysia demonstrate how proactive policy can translate 

opportunities into leadership, while Pakistan reflects the unexplored potential waiting to be unlocked. At 

the global level, Islamic finance has a chance to establish itself as a mainstream ethical financial system 

that serves not only Muslims, but all humanity. 

Policy Recommendations for Advancing Islamic Finance 
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This flowchart demonstrates how different stakeholders in the Islamic finance ecosystem are directly 

related to specific policy actions necessary for the advancement of the sector. Regulators and 

governments are positioned as facilitators of harmonization, governance and national strategies, while 

financial institutions and Sharia boards are responsible for ensuring authenticity, transparency and 

innovation in product design. International bodies such as AAOIFI and IFSB contribute to cross-border 

standardization, while academia and training institutes are crucial for the development of human capital 

and research capacity. Investors and civil society organizations provide the impulse on the demand side, 

channeling funds in ESG-aligned projects and leveraging Zakat and Waqf for the inclusion and relief of 

poverty. Together, the figure emphasizes that the future growth of Islamic finances depends on 

coordinated and multi-stakeholders effort, where responsibilities are clearly aligned with developmental 

priorities. 

Table 2: Policy Recommendations for Advancing Islamic Finance 

Stakeholder Policy Recommendations Examples / Best Practices 

Regulators 

Harmonize Shariah standards across 

jurisdictions; strengthen governance and 

disclosure frameworks 

AAOIFI and IFSB pushing global 

standards; Malaysia’s Bank Negara 

as model 

Governments 

Integrate Islamic finance into national 

development strategies; issue sovereign sukuk 

for infrastructure and climate projects 

Pakistan’s plan to Islamize finance 

by 2027; Indonesia’s sukuk for 

social housing 

Financial Institutions 

Innovate products (green sukuk, Islamic 

FinTech, microfinance) while ensuring 

authenticity 

Dubai Islamic Bank expanding 

digital Shariah services; Malaysia’s 

ESG sukuk 

Shariah Boards 
Enhance transparency, adopt global best 

practices, and invest in digital compliance tools 

Bahrain’s centralized Shariah board 

model; UAE’s adoption of 

blockchain-based compliance 

International Bodies 

(OIC, IFSB, 

AAOIFI) 

Promote global standardization, foster cross-

border sukuk markets, and capacity building 

IFSB annual reports and global 

development indicators 

Academia & 

Training Institutes 

Develop human capital through advanced 

Islamic finance degrees, research, and training 

INCEIF (Malaysia), Islamic 

finance research centers in Qatar 

and Saudi Arabia 

Investors (Domestic 

& Global) 

Embrace ESG-aligned Islamic investments to 

attract wider pools of capital 

UK’s sovereign sukuk attracting 

international investors beyond 

Muslim markets 

Civil Society & NGOs 
Leverage zakat and waqf for financial inclusion 

and poverty alleviation 
Pakistan’s zakat-based poverty 

programs; waqf revival projects in 
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Stakeholder Policy Recommendations Examples / Best Practices 

Turkey 

 

Future Directions and Conclusion 

Today, Islamic finance stands at a decisive crossroads. Having achieved remarkable growth in recent 

decades, the sector now faces the dual challenge of preserving its authentic Shariah-based foundations, 

simultaneously integrating with the global financial system and adopting innovation. The next decade will 

determine whether Islamic finance can be established as a globally recognized ethical financial model or 

remain a largely confined niche system to the Muslim majority markets. 

Strategic Future Directions 

Based on the trends, challenges and opportunities discussed earlier, several strategic pathways are critical 

for the future of Islamic finance: 

A. Deepen Authenticity through Maqasid al-Shariah 

Islamic finances must return to its Maqasid roots, ensuring that financial innovation will serve justice, 

equity and social welfare. This requires strengthening Sharia governance and avoiding excessive 

imitations of conventional finances (El-Gamal, 2021). 

B. Mainstream Sustainability through Green and Social Sukuk 

With global climate financing needs over US$4 trillion annually by 2030 (World Bank, 2023), Islamic 

finances have an unmatched opportunity to scale projects of green  sukuk and waqf. Malaysian leadership 

in green sukuk and the Pakistan’s renewable energy sukuk demonstrates promising pathways. 

C. Leverage Technology for Inclusion and Efficiency 

The Digital Islamic Banking, Blockchain-based smart contracts and AI -powered compliance systems will 

define the next phase of the industry. By 2026, Islamic fintech transactions are expected to reach US$ 179 

billion worldwide (GIFR, 2023). Countries that adopt technology, such as Malaysia, will strengthen their 

global leadership. 

D. Improve Global Harmonization and Standardization 

The diversity of Shariah interpretations is still a barrier to international integrations. A uniform 

framework under AAOIFI, IFSB and OIC collaboration can help to create globally consistent Islamic 

finance architecture. Pakistan's upcoming system-wide Islamization by 2027 highlights both the risk and 

opportunities for regulatory transformation. 

E. Expand Beyond Muslim Markets 

Ethical investments are now main stream in the West through ESG frameworks. By positioning itself as a 

faith-based, yet universally ethical system, Islamic finance can attract non-Muslim investors. The United 
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Kingdom, Luxembourg and Hong Kong's Sukuk issuances illustrate the potential of Islamic finance as a 

global asset class. 

F. Build Human Capital and Research Capacity 

The Islamic finance industry requires skilled professionals and innovative research to maintain growth. 

Institutions such as INCEIF (Malaysia) provide a model for building intellectual capital. Pakistan and 

other jurisdictions must invest in the same way in specialized training and research areas. 

CONCLUSION 

The future of Islamic finance rests on its ability to reconcile three imperatives: maintaining authenticity 

grounded in Maqasid al-Shariah, embracing innovation through fintech and sustainable finance and 

achieving deeper integration with global financial architecture. This study showed that the sector's 

trajectory will be shaped by eight transforming trends and restricted by eight systemic challenges. 

Malaysian's experience highlights that regulatory oversight, product innovation, and human capital 

development can position a country as a global leader, while Pakistan’s transition highlights the catalytic 

role of legal mandates, but also the risks of poor institutional capacity. Together, these cases offer 

valuable lessons for other jurisdictions. 

Theoretically, this article demonstrates that Islamic finances must be understood through multiple lenses: 

Maqasid al-Shariah provides its normative foundation; stakeholder and legitimacy theories explain the 

need for broader social acceptance; Institutional theory clarifies the importance of regulatory and cultural 

alignment; Resource-based view highlights the role of talent and innovation; And the financial 

intermediation  theory emphasizes the distinct contribution of the system to inclusive development. The 

integration of these frameworks reinforces that Islamic finance cannot survive on formality alone but 

should incorporate substance, credibility and value creation for society. 

At the global level, the next decade presents risks and opportunities. If regulatory fragmentation persists, 

Islamic finances are at risk of remaining peripheral. However, if harmonization, digital transformation 

and ESG integration are pursued with vision, the sector can redefine global finance by incorporating 

ethics and justice in its core. For policymakers, this implies enabling legislation, strengthening 

governance and aligning Islamic finance with national development and climate agendas. For industry 

leaders, it requires innovative and authentic product development. For academia and training institutions, 

it is necessary to produce the next generation of scholars and professionals equipped with the Shariah 

expertise and technological competence. 

In conclusion, the significance of Islamic finance is not merely financial but civilizational. By offering a 

model of finance that balances prosperity with justice, growth with inclusion and innovation with 

authenticity, it provides a transformative vision for humanity. Whether Islamic finance becomes a truly 

global ethical system or remains confined to niche markets will depend on the collective actions of 

regulators, practitioners, scholars and communities in the coming decade. 

Annex A: 

Each row shows the best-available, recent figures for: 

 Islamic finance assets (where country-level figures were available) 

 Sukuk issuance / activity (recent annual or program data) 
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 Islamic fintech presence (counts or best estimates and rankings) 

Data used from authoritative, recent public sources (IFSB, LSEG/IFDI, QFC GIFT report, central bank 

reports, World Bank/IFC Pieces and market commentary). Where precise country level numbers were not 

publicly stated in a single source, we used conservative, clearly-labelled estimates or ranges and provide 

the exact sources of verification. 

Annex A: Country-level metrics for 12 jurisdictions (a mix of major Islamic finance hubs and 

emerging markets). 

Country 
Islamic finance assets (latest 

available) 

Sukuk issuance / activity 

(latest year or program) 

Islamic fintech firms / 

ecosystem (count or 

ranking) 

Sources 

Malaysia 

≈ USD 300–350 bn (Islamic 

banking assets; Malaysia is one 

of the largest national Islamic 

banking systems). (figures 

reported as ~31% of Malaysian 

banking assets; several BNM 

and market reports give amounts 

in this band). 

Bond & sukuk issuance 

MYR 124.2 bn (2024); 

Malaysia remains the 

world’s largest sukuk 

market and strong issuer 

of SRI/green sukuk 

(SRI/green sukuk 

~MYR13.3bn in 2024). 

~19–40 Islamic 

fintechs 

(GIFT/IFN/CIBAFI 

place Malaysia among 

top Islamic fintech 

hubs; exact counts 

vary by database). 

BNM / MIFC 

reports; 

LSEG/IFDI; QFC 

GIFT Index. 

(Market Data 

Forecast, Invest 

Malaysia, Qatar 

Financial Centre) 

Indonesia 

Large & growing Islamic 

finance sector; combined Islamic 

finance assets increased in 2023 

(IFDI/ICD reports growth). 

Exact consolidated figure 

reported in LSEG/IFDI for 

regional totals; Indonesia is 

among top 3 national markets. 

Notable sovereign and 

global sukuk activity (e.g., 

US$2.35bn global sukuk 

priced in 2024; Indonesia 

also active in green sukuk 

— ~US$3.3bn green 

issuance in 2024 

programmatic rounds). 

~10–20 Islamic 

fintechs (Indonesia 

ranks among top 

countries for Islamic 

fintech volumes; GIFT 

Index ranks Indonesia 

highly). 

LSEG/IFDI; 

Indonesian MoF 

& DJPPR 

announcements; 

LSEG green 

sukuk report; QFC 

GIFT. (icd-ps.org, 

djppr.kemenkeu.g

o.id, LSEG, Qatar 

Financial Centre) 

Saudi 

Arabia 

One of the largest national 

Islamic finance markets (GCC 

region dominant in global assets 

per IFSB). Precise consolidated 

Islamic assets held by Saudi 

entities are large (GCC share 

majority of global IFSI). 

High issuance activity — 

Saudi domestic Sukuk 

program raised 

SAR71,680.33m (~USD 

19.1bn) in 2024 (NDMC 

program figures; large 

sovereign & corporate 

sukuk). 

Major Islamic fintech 

ecosystem — Saudi 

ranks top in GIFT 

Index (large number of 

fintech firms overall; 

Islamic-specific 

fintech presence is 

strong; total fintechs in 

Saudi ~200+). 

IFSB stability 

reports; NDMC 

issuance data; 

QFC GIFT; Saudi 

fintech reports. 

(IFSB, DDCAP, 

Qatar Financial 

Centre) 

United 

Arab 

Emirates 

Major Islamic finance hub 

(substantial Islamic banking & 

capital market assets; Dubai and 

Strong sukuk issuance 

including 

green/sustainability 

sukuk; UAE among 

Top Islamic fintech 

hub (GIFT Index ranks 

UAE among top 5; 

dozens of Islamic 

LSEG IFDI / 

green sukuk 

report; QFC 

GIFT. (LSEG, 

https://academia.edu.pk/
https://www.marketdataforecast.com/market-reports/islamic-finance-market?utm_source=chatgpt.com
https://www.marketdataforecast.com/market-reports/islamic-finance-market?utm_source=chatgpt.com
https://www.investmalaysia.gov.my/resources/latest-announcements/malaysian-capital-market-hits-record-rm42-trillion-in-2024-stays-resilient-amid-earnings-growth/?utm_source=chatgpt.com
https://www.investmalaysia.gov.my/resources/latest-announcements/malaysian-capital-market-hits-record-rm42-trillion-in-2024-stays-resilient-amid-earnings-growth/?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://www.djppr.kemenkeu.go.id/en/republicofindonesiasuccessfullypricedaus$2.35billionglobalsukuk?utm_source=chatgpt.com
https://www.djppr.kemenkeu.go.id/en/republicofindonesiasuccessfullypricedaus$2.35billionglobalsukuk?utm_source=chatgpt.com
https://www.lseg.com/en/insights/why-sustainable-sukuk-has-wind-in-its-sails?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.ifsb.org/wp-content/uploads/2025/05/IFSI-Stability-Report-May-2025.pdf?utm_source=chatgpt.com
https://www.ddcap.com/sovereign-domestic-sukuk-saudi-arabia-17/?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.lseg.com/content/dam/data-analytics/en_us/documents/reports/lseg-green-and-sustainability-sukuk-2024-report.pdf?utm_source=chatgpt.com
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Country 
Islamic finance assets (latest 

available) 

Sukuk issuance / activity 

(latest year or program) 

Islamic fintech firms / 

ecosystem (count or 

ranking) 

Sources 

(UAE) Abu Dhabi hubs). leading issuers in 2024 

green sukuk (LSEG). 

fintechs active). Qatar Financial 

Centre) 

Pakistan 

Islamic banking assets ~PKR 

11,070 bn (~USD 38–40 bn) 

end-2024 (Islamic banking share 

growing; SBP IBI data). 

Active sovereign & 

provincial sukuk issuance; 

Pakistan has expanded 

domestic sukuk issuance 

(sovereign pipeline and 

corporate deals). 

Growing Islamic 

fintech ecosystem 

(nascent but 

accelerating; Pakistan 

on several GIFT & 

World Bank spotlights 

for growth potential). 

SBP Islamic 

banking bulletins; 

World Bank; 

LSEG/IFDI 

references. 

(Market.us Scoop, 

icd-ps.org) 

Qatar 

Significant Islamic banking 

share (Islamic banking 

represented ~29% of regulated 

banking assets; sector growing). 

Increasing sukuk issuance 

and active Islamic capital 

markets; sovereign & 

corporate sukuk activity 

continued in 2023–24. 

GIFT Index: ranked ~8 

(2024); Islamic fintech 

transaction volumes 

growing rapidly (QAR 

10bn ≈ USD 2.7bn in 

2024). 

LSEG Qatar 

report; QFC 

GIFT; fintech 

reports. (LSEG, 

Fintechnews 

Middle East) 

Kuwait 

Prominent Islamic banking 

presence (strong conventional & 

Islamic bank mix; Islamic 

windows present). 

Regular sukuk issuances 

from sovereign and quasi-

sovereign issuers; active 

GCC club market 

participant. 

Active Islamic fintech 

environment (smaller 

than KSA/UAE but 

developing). 

IFSB, LSEG IFDI 

summaries; 

market reports. 

(LSEG, IFSB) 

Bahrain 

Well-developed Islamic finance 

regulatory environment (Bahrain 

has long been an Islamic finance 

jurisdiction). 

Hosts sukuk and Islamic 

capital market listings; 

active in Islamic 

fintech/regulatory 

sandboxes. 

Notable fintech cluster 

and regulatory 

friendliness 

(sandboxes; Islamic 

fintech firms present). 

QFC / LSEG / 

Bahrain eGov 

reports. (Qatar 

Financial Centre, 

icd-ps.org) 

Turkey 

Significant participation through 

participation banks (Islamic-

windowlike model) — growth of 

participation banking assets 

(Türkiye Finans, Kuveyt Türk, 

etc.). 

Turkey’s sukuk (sukuk-

like instruments) issuance 

growing but limited vs 

GCC/Malaysia. 

Growing Islamic 

fintech interest 

(Fintech ecosystem 

expanding; inclusion 

in GIFT mapping). 

LSEG/IFDI; 

national central 

bank reports. (icd-

ps.org, Qatar 

Financial Centre) 

United 

Kingdom 

(UK) 

Western hub for Islamic finance 

— Islamic windows, asset 

management, and sukuk listings; 

assets smaller than core Muslim-

majority markets but 

UK issued sovereign 

sukuk (e.g., UK sovereign 

sukuk £500m in 2021); 

London remains key 

listing venue. 

~27–50 Islamic 

fintechs (historically 

~27; more recent 

reporting suggests 

~50+ as ecosystem 

HM Treasury; 

IFN/CIBAFI/Finte

ch analyses; GIFT 

Index. (LSEG, 

cibafi.org, Fitch 

https://academia.edu.pk/
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://scoop.market.us/islamic-finance-market-news/?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://www.lseg.com/content/dam/data-analytics/en_us/documents/reports/qatar-islamic-finance-report-2025.pdf?utm_source=chatgpt.com
https://fintechnews.ae/26943/qatar/qatar-islamic-fintech-sector-hits-us2-7b-set-to-reach-us4-4b-by-2028/?utm_source=chatgpt.com
https://fintechnews.ae/26943/qatar/qatar-islamic-fintech-sector-hits-us2-7b-set-to-reach-us4-4b-by-2028/?utm_source=chatgpt.com
https://www.lseg.com/content/dam/ftse-russell/en_us/documents/reports/ifdi-report-lseg-2024.pdf?utm_source=chatgpt.com
https://www.ifsb.org/wp-content/uploads/2024/12/IFSB-AR2023-Gray.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.qfc.qa/-/media/project/qfc/qfcwebsite/documentfiles/research/global-islamic-fintech-report-2024-25.pdf?utm_source=chatgpt.com
https://www.lseg.com/en/insights/why-sustainable-sukuk-has-wind-in-its-sails?utm_source=chatgpt.com
https://www.cibafi.org/IndustryDetailspage?ContentID=46010&utm_source=chatgpt.com
https://www.fitchratings.com/research/non-bank-financial-institutions/uk-remains-western-islamic-finance-hub-despite-limited-local-uptake-21-08-2025?utm_source=chatgpt.com
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Country 
Islamic finance assets (latest 

available) 

Sukuk issuance / activity 

(latest year or program) 

Islamic fintech firms / 

ecosystem (count or 

ranking) 

Sources 

strategically important. grows). Ratings) 

Egypt 

Large Muslim population — 

Islamic finance growing but 

market share smaller vs Gulf & 

Malaysia. 

Sukuk issuance increasing 

(domestic sovereign and 

corporate); Egypt 

exploring wider use of 

sukuk for infrastructure. 

Emerging Islamic 

fintech presence; 

regulatory steps 

moving forward. 

World Bank / 

IFSB country 

notes; regional 

market reports. 

(icd-ps.org, World 

Bank Blogs) 

 

Sources: 

IFSB — Islamic Financial Services Industry (IFSI) Stability Reports 2023–2025.  

LSEG / ICD — Islamic Finance Development Report 2024 / LSEG green & sustainability sukuk (2024).  

QFC — Global Islamic Fintech Report 2024/25 (GIFT Index & database of Islamic fintechs).  

Bank Negara Malaysia (BNM) / Malaysia International Islamic Financial Centre (MIFC) reports (2023–

2024).  

State Bank of Pakistan (SBP) Islamic Banking Bulletins & IBI data (2023–2024).  

NDMC (Saudi) and Saudi issuance program reports (2023–2024).  

ICMA / IsDB / LSEG Guidance on Green, Social and Sustainability Sukuk (April 2024).  

LSEG & World Bank commentary on sukuk market size and issuance (2023–2024). 

REFERENCES: 

Ahmed, H. (2021). Authenticity and innovation in Islamic finance: Reassessing the balance. Journal of 

Islamic Accounting and Business Research, 12(4), 587–602. https://doi.org/10.1108/JIABR-02-2021-

0048 

Ali, S., & Hassan, M. K. (2020). Resilience of Islamic banking during financial crises: Lessons for 

policymakers. Thunderbird International Business Review, 62(5), 439–450. 

https://doi.org/10.1002/tie.22147 

Dawn. (2022, April 28). Shariat Court orders interest-free banking by 2027. Dawn News. 

https://www.dawn.com/news/1687221 

El-Gamal, M. A. (2021). Islamic finance: Law, economics, and practice (2nd ed.). Cambridge University 

Press. 

https://academia.edu.pk/
https://www.fitchratings.com/research/non-bank-financial-institutions/uk-remains-western-islamic-finance-hub-despite-limited-local-uptake-21-08-2025?utm_source=chatgpt.com
https://icd-ps.org/uploads/files/Islamic%20Finance%20Development%20Report%2020241746698945_8205.pdf?utm_source=chatgpt.com
https://blogs.worldbank.org/en/allaboutfinance/state-of-the-sukuk-market-and-prospects-for-growth?utm_source=chatgpt.com
https://blogs.worldbank.org/en/allaboutfinance/state-of-the-sukuk-market-and-prospects-for-growth?utm_source=chatgpt.com


ACADEMIA International Journal for Social Sciences                                                                

Volume 4, Issue 3, 2025                 ISSN-L (Online): 3006-6638 

 

https://academia.edu.pk/                       |DOI: 10.63056/ACAD.004.03.0754|                    Page 4746 

 

Global Islamic FinTech Report. (2023). State of the Islamic FinTech industry 2023. DinarStandard & 

Elipses. 

HM Treasury. (2021, March 25). UK Government issues second sovereign sukuk. HM Treasury. 

https://www.gov.uk/government/news/uk-government-issues-second-sovereign-sukuk 

Islamic Financial Services Board (IFSB). (2021). Islamic financial services industry stability report 2021. 

IFSB. 

Islamic Financial Services Board (IFSB). (2022). Islamic financial services industry stability report 2022. 

IFSB. 

Islamic Financial Services Board (IFSB). (2023). Islamic financial services industry stability report 2023. 

IFSB. 

Islamic Finance Development Report. (2023). Islamic finance development indicators 2023. Refinitiv & 

Islamic Corporation for the Development of the Private Sector (ICD). 

Kammer, A., Norat, M., Pinon, M., & Prasad, A. (2020). Islamic finance: Opportunities, challenges, and 

policy options. International Monetary Fund (IMF) Working Paper Series. 

https://doi.org/10.5089/9781513536835.001 

PwC. (2023). AI in banking and finance: Efficiency and risk management in the digital age. 

PricewaterhouseCoopers Global Report. 

Shanmugam, B., & Zahari, Z. R. (2021). Malaysia’s leadership in Islamic finance: Regulatory models and 

innovation pathways. ISRA International Journal of Islamic Finance, 13(2), 221–239. 

https://doi.org/10.1108/IJIF-03-2021-0039 

State Bank of Pakistan. (2022). Islamic banking bulletin: December 2022. State Bank of Pakistan. 

Wilson, R. (2021). Ethical finance and Islamic finance: Convergence or parallel systems? Journal of 

Business Ethics, 170(3), 457–472. https://doi.org/10.1007/s10551-019-04315-8 

World Bank. (2020). Islamic finance: A catalyst for responsible finance and SDGs. World Bank Group. 

World Bank. (2022). Potential of zakat and waqf in global poverty alleviation. World Bank Policy Paper. 

World Bank. (2023). Financing climate action: Trends and opportunities 2023. World Bank. 

https://academia.edu.pk/

