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Abstract

Islam has prohibited Riba due to its disadvantages such as, accumulation of wealth by
a group of society,inflation ,trade cycle and poverty etc.Due to various disadvantages
of Riba,interest free banking industry is growing rapidly all over the world as well as
in Pakistan.State bank efforts for the promotion of Islamic banking are large focused
on providing the requisite financial infrastructure in shape of Shariah
compliance,legaly,regulatory and supervisory framework.The sole purpose of
conventional banking is to make money for the banking institute by lending out capital
at interest, where in Islamic financing is always based on illiquid an asset that is a
feature of the transaction.Profit to Islam financing is generated through bonafide sale
of these assets.Islamic bankes are introducing Islamic mode of financing such as
Murabaha,ljara,Bai Mujjal,Bai Salam,Istasna, Musharaka and Mudaraba.Murabaha
and Diminishing musharaka have remaind the most favoured mode of finance of all
Islamic Banking Institutions not only in Pakistan but at the global level as
well.However,it is important to note that mudaraba and musharaka have small share
in overall financing portfolio.For the development of Islamic banking,it is
indispensable to promote mudaraba and musharaka based mode of financing.
Keywords: Interest, Islamic Banking, Conventional Banking, Mode of

financing, Sukuk.
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1: Industry Progess and Market Share

(Rs. in Billion & Share and Growth in %age)

Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12
Total 13 44 71 119 206 276 366 477 641 837
Assets
Sharein 0.5 15 2.0 2.8 4.0 4.9 5.6 6.7 7.8 8.6
Industry
Deposits 8 30 50 84 147 202 283 390 521 706
Sharein 0.4 13 1.8 2.6 3.8 4.8 5.9 7.2 8.4 9.7
Industry
Net 10 30 48 73 138 186 226 338 475 626
Financing
&
Investment
Share in 0.5 13 1.7 2.3 35 4.3 4.5 6.2 7.4 8.1
Industry
Total 4 11 11 16 18 18 19 17 17 18
Islamic
Banking
Institutions
Total No. 17 48 70 150 289 515 651  751(a) 886  1097(b)
of

Branches

( State Bank of Pakistan,Islamic Banking Bulletin ,Various issues)
21742003 A5 S S b G Ut Mo sy L s U e
u'éi%uuf’ 13&@'(}&6/@0’&’@@2003-&6@ 1097..«@2012/7"3)/
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2:Financing Mix

(% age Share)

Mode of Financing Dec-2007 Dec-2008 Dec-2009 Dec-2010 Dec-2011 Dec-2012

Murabaha 4451 40.6 42.3 44.9 43.8 39.7
ljarah 24.02 20.5 14.2 12.7 104 9.3
Musharaka 1.55 1.7 1.8 2.9 24 0.8
Mudaraba 0.25 0.2 0.4 0.2 0.1 0.2
Diminishing 25.61 30.5 30.4 29.5 32.0 36.2
Musharaka

Salam 1.38 1.8 1.2 1.4 24 3.0
Istisna 1.03 2.9 6.1 5.8 4.4 6.5
Qaraz-e-Hasha 0.01 0.0 0.0 0.0 0.0 0.0
Others 1.62 1.8 3.6 2.6 4.4 4.3
Total 100.0(a) 100.0(b) 100.0 100.0(c) 100.0 100.0(d)

(Source:a.Pakistan Islamic Banking Sector Review,2003-2007 and Islamic

Bulletan,Various issues)
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15. State Bank of Pakistan,Islamization of Financial System in
Pakistan, Annual Report 2002, p. 190
16. Leagle agreement between buyer and seller.
17. Discounting is way to get money before maturity less than the
amount bill actually bears.
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