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Abstract 

Islamic Financing refers to the financing activity that complies with Islamic law and its practical application through the 
development of Islamic economics. It is one of the fastest-growing sectors in the world. The activities of Islamic Financial 
Institutions are found in all over the globe. In Sri Lanka, Islamic banking was introduced by Amana investment in 1997. Started 
primarily to cater for the Muslim community as a private operation, it had become to be one of the growing financial sectors in 
Sri Lanka. More than 19 financial institutions offer Islamic finance services in Sri Lanka, including one fully-fledged Islamic 
bank and seven Islamic banking window operations. Overall, the performance of Islamic banking services has been identified 
by researchers as steady but slow compared to the growth of conventional finance. There is a huge potential for the Islamic 
banking and finance industry to grow and reap its full potential with proper regulatory and institutional support. Islamic finance 
had been used by Muslims and non-Muslim customers in the country irrespective of religious influence. There had been valid 
concerns over this burgeoning industry in Sri Lanka that need to analyze in detail. Therefore, this research aims to determine 
the awareness level of non-Muslims of Ampara district in Sri Lanka about Islamic financial institutions and identify whether 
they realize the existing difference between Islamic financial institutions and conventional financial institutions in Sri Lanka. 
This study had been carried out using quantitative methods. For this study, primary data were collected through the 
questionnaire. Questions were distributed to all the respondents through Google Forms, and data was obtained. Among the 
selected sample size of 200 respondents, only 165 questionnaires were valid and used for the data analysis. The questionnaire 
consists of two parts: the first part requires the details of the respondents, and the second part deals with the awareness level 
regarding financial institutions. Collected primary data was analyzed through Microsoft Excel and presented through the tables 
and figures. Secondary sources were collected through academic journals, books, research articles, and thesis and website 
articles. According to the findings, even if non-Muslims are as aware of Islamic financial institutions as conventional financial 
institutions, their engagement level in Islamic financial institutions is very low.  

Keywords: Awareness; Islamic Financial Institutions; Non-Muslims; Sri Lanka; Islamic Finance; Islamic Law
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1. Introduction 

Islamic finance is a term that reflects a financial business that is not contradictory to the principles of the Shari’ah. Islamic 
finance refers to how businesses and individuals raise capital through Islamic Shari’ah. Islamic finance demands the avoidance 
of Riba (usury) and Gharar (ambiguity or deception) (Ilma et al., 2022; Ross, 2022; Trokic, 2017; Rahmani & Avdukic, 2022). 
Islamic finance or Shari’ah compliant financing (SCF) is one of the fastest growing segments of the global financial system, 
with an estimated compound annual growth rate of 17% since 2009. The Islamic finance sector continues to grow, expanding 
to new jurisdictions and maintaining momentum in countries with a well-established presence (Islamic Finance, n.d.; Omoruyi 
& Osaigbovo, 2022). The activities of Islamic Financial Institutions are found all over the globe. According to the Sri Lankan 
context, Islamic banking was first introduced by Amana Investment in 1997. Started primarily to cater for the Muslim 
community as a private operation, it had become to be one of the growing financial sectors in Sri Lanka. Currently, there are 
more than 19 Islamic financial institutions that have been continuing their activities (Fawzer, 2016; Hilmy et al., 2021). In 
particular, Islamic banks, Islamic insurance companies, Islamic leasing companies and many other institutions provide services 
(Zaki & Hussainey, 2015). Islamic finance has emerged as an effective tool for financing development worldwide, including 
in non-Muslim countries (Kaadi, 2023; The World Bank, 2015). In this regard, Sri Lanka is also a non-Muslim country which 
provides Islamic financing services. As this, 90.2% of the population is non-Muslims as Buddhist, Hindus and Christianity 
(U.S. Department of State, 2021). Furthermore, services of Islamic banking and finance are not just for Muslims but also for 
non-Muslims (Sajith et al., 2021). According to Nairoos et al. (2019), most non-Muslims are less aware of Islamic financial 
concepts, products, services and features. This study was done in 2018 and 2019 based in Sungawila, Sri Lanka. Moreover, 
Abdullah et al. (2012) indicate in their study that non-Muslims are eager to learn about Islamic finance. This study investigates 
the relationships and perceptions about the Islamic banking and finance system among non-Muslim undergraduates at the South 
Eastern University of Sri Lanka. But our study has done in 2022 and 2023 based on the data collected from the non-Muslims 
of Ampara District, Sri Lanka. Therefore, this study is conducted to identify the level of awareness of Islamic Financial 
Institutions among the Non-Muslims in Ampara District. Ampara district consists majority of non-Muslims. Almost 60% of 
non-Muslims live there. Therefore, these non-Muslims can be involved in the Islamic banking and finance sector due to the 
awareness of Islamic banking to the non-Muslims who live with 40% Muslims. 

 
2. Literature review 
 

Many studies have been conducted on awareness of Islamic financial institutions among non-Muslims in the global level and 
local level. Studies under-taken by several researchers to investigate the awareness level of non-Muslims on Islamic financial 
institutions locally and globally and their findings are being discussed below. The research entitled "Perception of Non-Muslims 
Customers towards Islamic Banks in Malaysia" Abdullah et al. (2012) is examine non-Muslim customers’ perception of Islamic 
banking products and services in Malaysia. The result of this study showed that Islamic banking services are making headway 
among non-Muslims in Kuala Lumpur. Another study entitled, "Non-Muslims’ Perceptions toward Islamic Banking Services" 
have been written by Hidayat & Al-Bawardi (2012) in Saudi Arabia. For this study data have been gathered through self-
administered questionnaires from non-Muslim expatriate bank customers in Saudi Arabia. Results of the study indicate that all 
the respondents are aware of and have or had prior Islamic banking exposures. Furthermore, the findings indicate that majority 
of non-Muslim customers in Saudi Arabia perceive current Islamic banking services as diverse and suitable in satisfying their 
banking needs. Research of Sayilir & Soud (2017) explains that there a significant difference between perceptions of Muslims 
and non-Muslims with respect to Islamic banking in Tanzania. Furthermore, with respect to level of awareness of Islamic 
banking the findings reveal that nearly two thirds of Muslim respondents are aware of Islamic banking whereas only one third 
of non-Muslim citizens are aware of Islamic banking. Respondents claim that they learn about Islamic banking products and 
services mostly through friends or Islamic banks. Moreover, Muslim and non-Muslim citizens tend to have different factors 
which may encourage or discourage them to use Islamic banking. 
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Additionally, the research entitled "Perceptions of Islamic Banking among Muslim and Non-Muslim Citizens in Tanzania" 
done by Soud & Sayilir (2017) is examining the awareness regarding Islamic banking products and services as well as the 
factors which influence citizens of Tanzania in choosing Islamic banking. Snowball sampling technique and Chi-square test 
have been used in this study. According to the findings, there is a significant difference between the perceptions of Muslims 
and non-Muslims concerning Islamic banking in Tanzania. Furthermore, according to awareness of Islamic banking, nearly 
two-thirds of Muslim respondents are aware of Islamic banking, and only one-third of non-Muslim respondents are aware of 
Islamic banking. Pratiwi et al. (2019) studied "Perception of Non-Muslim Religious Leaders to Islamic Financial Institution". 
This study aims to determine the perception of religious leaders regarding the existence of Islamic financial institutions. Data 
for this study was obtained through interviews with religious leaders. The findings of this research showed that socialisation 
efforts regarding the existence of Islamic financial institutions in the religious community were still needed so that the 
actualization of the concept of Islam through inclusive financial institutions could be realized. 

Sohail & Ahmed (2021) studied "Non-Muslims Attitude and Perception towards Islamic Banking: A Case of District 
Peshawar". In this study, the factors that are being considered by the non-Muslims are found in the available literature. And 
also, the relationship between the mentioned independent variables and the dependent variable, Acceptance of Islamic Banking 
among non-Muslims, is checked through the SPSS. Based on the findings of this study, factors, cost/benefit analysis, the bank’s 
reputation, and advertising are valued the most by non-Muslims in selecting an Islamic Bank. Furthermore, findings suggest 
that non-Muslims value the factors, Religion, and Social Pressure the least in selecting an Islamic bank. 

Another study was conducted by Nimsith et al. (2018) regarding Awareness of Islamic Banking Products and Services among 
Non-Muslims in Sri Lanka. One of the main purposes of this study is to examine the level of awareness, understanding and 
perceptions of non-Muslims in Sri Lanka of Islamic Banking products and services. And also, this study aims to identify if 
there is any demographic influence on the awareness, understanding and perceptions of Islamic banking products and services 
among non-Muslims in the Ampara district. 200 respondents from different areas in the Ampara district have been selected for 
this study. According to the study's finding, non-Muslims’ understanding level towards Islamic banking concepts is average, 
and their perceptions of non-Muslims towards Islamic banks vary among themselves. Safrin & Nairoos (2019) studied 
"Attitudes of Non-Muslims on Islamic Financial Institutions: A Study based on Sungawila Area in Sri Lanka". The purpose of 
this research is to identify the attitudes of non-Muslims toward Islamic Financial Institutions. A representative sample of 150 
respondents is surveyed with the help of a structured questionnaire developed for this purpose. It is possible to see through this 
study that the data were analyzed through SPSS. The finding of this study shows that the majority of non-Muslims are not 
expected to view Islamic Financial Institutions only for Muslims' obligations on the other hand, they are less aware of Islamic 
financial concepts, products, services, and features. And also, most of the non-Muslims are expected to see should open more 
up branches and facilities of Islamic Financial Institutions. 

Sulaiha & Mazahir (2018) conducted a study entitled "Awareness of non-Muslims about Islamic financial institutions in 
Colombo district". The primary objective of this study is to determine the awareness level of non-Muslims in the Colombo 
district about Islamic financial institutions. The secondary objective is identifying whether they realize the differences between 
IFI and CFI. For this research, 200 questionnaires were distributed to non-Muslims in the Colombo district. The research 
findings show that non-Muslims of the Colombo district have a general awareness level of Islamic financial institutions but 
require further knowledge to better understand the difference between Islamic financial institutions and conventional financial 
institutions. According to the study "The perception about Islamic banking and finance system among non-Muslim 
undergraduates in South Eastern University of Sri Lanka" non-Muslim undergraduates have knowledge of Islamic banking & 
finance. Although many non-Muslim undergraduates are aware of this, but they don't have much knowledge about it. This 
finding is based on data obtained from 50 respondents (Ahamed et al., 2021). Islamic financial institutions face many 
challenges. Particularly, Misconceptions about Islamic financial institutions are prevalent in countries with large numbers of 
non-Muslim citizens. Non-Muslim citizens may perceive Islamic financial institutions negatively and think that Islamic 
financial institutions are only for Muslim citizens (Soud & Sayilir, 2017). According to the previous study, majority of the non-
Muslims are not expected to view Islamic Financial Institutions are only for Muslims' obligations on other hand they are less 
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aware of Islamic financial concepts, products, services and features (Safrin & Nairoos, 2019). Furthermore, many non-Muslims 
are aware of Islamic financial institutions but need to learn more about them. They are eager to learn this. But they need to have 
an opportunity to learn about this (Ahamed et al., 2021). Finally, according to the 2012 census, the Ampara district has a total 
population of 649,402. More than 60% of them, including Buddhism, Hinduism and Christianity, are non-Muslims (Brinkhoff, 
2021). Thus, it is important to find out the views of non-Muslims, who are the majority of the Ampara district, regarding Islamic 
Financial Institutions and create awareness among them about Islamic financial institutions Therefore, this study intends to 
examine the level of Awareness and knowledge of non-Muslims concerning Islamic financial institutions in Ampara district. 

 
3. Methodology 
 
This is quantitative research, using both primary and secondary sources of data. Primary data was collected through the 
distribution of questionnaires. Ampara district was selected as the research area, and questionnaires were distributed to all the 
respondents, and data was obtained. A sample size of 200 respondents was selected for this study. However, out of 200 
distributed questionnaires among the respondents, only 165 were valid cases, finally selected for the data analysis. The 
questionnaire consists of two parts: The first part requires the respondents' demographic Details, and the second part deals with 
the awareness level regarding Islamic financial institutions. Collected primary data was analysed through Microsoft Excel and 
presented through the tables and figures. Secondary sources were collected through academic journals, books, research articles, 
and thesis and website articles. 
 
4. Results and Discussions 
 

This study focuses the non-Muslims in Ampara District, Sri Lanka to investigate the awareness level of Islamic financial 
institutions among non-Muslims. The data obtained from 165 respondents have been analyzed and presented in this results and 
discussion section. Table 1 describes the information related to demographic of the respondents such as gender, religion, age 
category and educational qualification. Out of 165 respondents 58% were male and 42% were female. 5 categories of 
respondents such as Buddhist, Hindus, Christianity, Catholic, Non-religious have responded for this study and most of them 
are Hindus (47%). Moreover, the majority of the respondents (51%) were in the age group of 20-30 years and less respondents 
belonged to the below 20 categories. According to the educational qualifications of the respondents, most of them are educated 
and 47% of them have completed bachelor’s degree. 
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Table 1: Respondents’ Demographic Profile 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Value 

 
Frequency 

 
Percentage 

 
Gender 

 
 

 

Male 95 58 % 

Female 70 42 % 

Religion   

Buddhist 35 21 % 

Hindus 78 47 % 

Christianity 29 18 % 

Catholic 16 10 % 

Non-religious 07 04 % 

Age Category  
 

 

Below 20 12 07% 

20-30 84 51% 

31-40 37 22% 

41-50 19 12% 

Above 50 13 08% 

Educational Qualification   

G.C.E. O-Level 13 08% 

G.C.E. A-Level 26 16% 

Diploma 25 15% 

Higher National Diploma 15 09% 

Bachelor’s degree 78 47% 

Masters 08 05% 

 
Source: Survey Results (2022) 
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Figure 1: Respondents' Bank Account Details 
 

 
 

Source: Survey Results (2022) 
 
When looking at the bank account details of the respondents, the data shows that 90% of them have a bank account, most of 
them opened an account before 2015, and 73% have an account with the intention of getting savings services. However, the 
data also shows that although most have saving accounts, respondents also avail of services such as current accounts, term 
deposits, and fixed deposits. 
 

Figure 2: Islamic Financial Institutions (IFIs) which known to the respondents. 

 
Source: Survey Results (2022) 
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Figure 2 shows that 56% of the respondents are aware of Amana Bank, 16% are aware of LOLC - Al-Falah and 10% are aware 
of Amana Takaful. However, only a few respondents (5 persons - 2%) know LB - As-Salama. According to this, it can be 
concluded that people are aware of Amana Bank through more advertisements and due to the lack of advertisements, less 
awareness of LB - As-Salama. 
 
As per the previous research, which has done base on the undergraduates of the South Easter University of Sri Lanka, only 
30% of respondents have known the Amana Bank, 20% of respondents have known the BOC bank's An Noor Islamic unit, 
10% of respondents have known the commercial bank's Al Adalah unit, 5% of respondents have known the HNB bank's Al 
Najah unit, 25% of respondents have known about the Al Falah unit, and 10% of respondents have known the People's bank's 
Al Safa unit (Ahamed et al, 2021). So, the results of this research have confirmed that the Amana Bank has increased its 
awareness among the non-Muslims more than the other Islamic Financial institutions in Sri Lanka but still has to do more to 
get a good positive reach. 
 

Figure 3: Financial Institutions (FIs) which respondents availed the services. 
 

 
 

Source: Survey Results (2022) 
 
Figure 3 shows the Conventional and Islamic financial institutions where respondents availed services. According to the above 
figure, most respondents avail the services from Conventional financial institutions (CFIs) than Islamic financial institutions. 
Figure 2 shows that 64% of respondents know Amana Bank and Takaful, but only 3% avail services from these financial 
institutions. Therefore, even though non-Muslims are aware of Islamic financial institutions, their consumption of them could 
be much higher. 
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Figure 4: Matters which consider by respondents as principles of IFIs. 
 

 
 

Source: Survey Results (2022) 
 
When asked to identify the key principles of Islamic financial institutions, 38% of the respondents agreed that absence of 
interest is a principle which following by all Islamic financial institutions. Furthermore, among other principles, risk sharing 
was agreed by 27% of respondents, profit-loss sharing agreed by 16% of respondents, and absence of gambling agreed by 13% 
of respondents as principles. However, very few respondents (6%) agreed with the absence of uncertainty as a principle. The 
main reason for this may be the lack of awareness among the non-Muslims about it. From the previous research which has done 
based the data collected from the non-Muslims of Colombo district, they have confirmed that in identifying the main principles 
of an Islamic financial institution, around 90% of the respondents agreed that ‘absence of interest’ is a principle followed by 
any Islamic financial institution. Most of the respondents failed to realize that risk sharing, absence of gambling and uncertainty 
are also equally important principles as only about a quarter of the population identified it (Sulaiha and Mazahir, 2018). So, 
from the results of both studies we can come to the conclusion that the non-Muslims of Colombo have more awareness and 
knowledge about the principle of Islamic Financial Institutions than the non-Muslims of Ampara district. 
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Figure 5: Factors consider by respondents as appropriate for engaging in IFIs. 
 

 
 

Source: Survey Results (2022) 
 
When the respondents were asked about the appropriate factors for engaging in Islamic financial institutions, they mentioned 
factors such as IFIs offer more benefits than CFIs, well-versed employees, property regulated, transparent and safety as shown 
in Figure 5. Among these factors, 44% respondents accepted that safety is the most appropriate to engage in IFIs. Furthermore, 
21% chose transparent, 16% chose IFIs offer more benefits than CFIs, and 11% chose well-versed employees. However, only 
few respondents (8%) accepted property regulated as an appropriate factor to engage IFIs. 
 

Figure 6: Reasons why respondents do not want to seek services from the IFIs. 
 

 
Source: Survey Results (2022) 
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Figure 6 illustrates why respondents want to avoid seeking services from the IFIs. According to the above figure, 30% of the 
respondents want to refrain from engaging in IFIs due to lack of popularity as it is a newly started company. Furthermore, 
respondents mentioned that limited branches in places are also why people couldn't engage with the IFIs. And some respondents 
opined that they do not seek services from IFIs due to needing to be more interested. 9% of the respondents indicated that they 
did not engage with Islamic financial institutions because they thought that Islamic Financial Institutions offered services only 
to Muslims. Therefore, such reasons indicate insufficient knowledge and clarity about Islamic financial institutions among non-
Muslims. 
 
Sulaiha and Mazahir (2018) stated in their research, based on the data collected from the non-Muslims of the Colombo district, 
that only 8% of the respondents are not willing to deal with an Islamic financial institution. Their main reason is that they are 
unsure whether Islamic financial institutions are true to their name by following the Shari’ah principles or if it is just another 
form of deception. Around 25% believe there is no difference between Islamic and conventional financial institutions. The 
remaining 27% are not interested in dealing with an Islamic financial institution.  
 
Of the 25% of the respondents who are neither willing nor unwilling to deal with an Islamic financial institution, 45% say that 
the products and services offered by these institutions could be clearer. Another 30% say that the explanation provided by 
employees of these institutions about the products and services could be clearer. The rest cites that there needs to be updated 
information about the products and services offered by these institutions. So, from the results of both studies, it can be 
understandable that the thoughts and the mindset of the respondents from both areas are quite different in why they do not want 
to seek services from the IFIs. 
 
 
5. Conclusion and Recommendation 
 
According to the discussion, non-Muslims are as aware of Islamic financial institutions as conventional financial institutions. 
However, their engagement level in Islamic financial institutions could be much higher. Specifically, the analysis presents that 
the respondents only avail services from Amana Bank and Amana Takaful. Furthermore, although the respondents accepted 
some of the key principles of Islamic financial institutions, they also presented some reasons for their reluctance to engage with 
Islamic financial institutions. Therefore, even if non-Muslims are aware of the difference between Islamic financial institutions 
and conventional financial institutions, they should be given more awareness about Islamic financial institutions and their 
concept. Thus, to increase the awareness level of non-Muslims, more advertisements should be given about Islamic financial 
institutions, and awareness programs should be organised.  
 
However, they need more exposure to understand the difference between a conventional financial institution and an Islamic 
financial institution. The following recommendations can be taken into consideration: 

• Islamic financial institutions should take more initiatives to create awareness among the people as a whole, particularly 
the non-Muslims. Organizing more roadshows, promotions, workshops, handing out pamphlets at strategic areas are 
just some ways. 

• An Islamic financial institution should highlight the roles and duties performed by each of its departments so that 
customers have properly information to act on. 

• Information provided in the Islamic financial institution website or in any pamphlets should be maintained and updated 
regularly. 

• Ensure the front-line employees of any Islamic financial institution are well versed in the Islamic finance field and 
able to communicate effectively with the customers. 

• Avoid the use of too many jargons when dealing with customers as this can cause difficulty for them. 
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Abstract 

Islamic banking is a financial structure based on Islamic law (Sharia law) and driven by Islamic economics. The Islamic 
financial system, which offers alternative funding sources, is supported by four major pillars: the Islamic banking system, the 
Islamic money market, Islamic insurance, or takaful, and the Islamic capital market. On the other hand, social banks are founded 
on using financial services to “create a positive impact on the society and the environment; respectively, customers see Islamic 
banks, depositors, and the broader community as having a social as well as an economic role. In this respect, the main pillars 
of the United Nations Sustainable Development Goals (SDGs) include ending poverty and promoting sustainable development. 
This paper will investigate the similarities between Islamic and social banks. Furthermore, this research will highlight the 
contribution of the two banks toward achieving the UN Sustainable Development Goals (SDGs). 

Keywords: Sustainable Development Goals (SDGs); Islamic banking; Islamic finance; Social banking; Corporate social 
responsibility (CSR); Charity Bank 

1. Introduction 

 
Islamic finance is one of the fastest-growing segments of the global financial industry. In some countries, it has become 

extremely important; in others, it is too big to be ignored. It is estimated that the size of the Islamic banking industry at the 
global level was close to $820 billion at end-2008. The largest Islamic banks are located in the countries of the Gulf Cooperation 
Council (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates). The total asset of the Indonesian Islamic 
banking sector grew by 43.43%   from 2015 to 2018, and there are now 13 Islamic banks, up from 12 in 2015. The assets of 
Islamic banks were 213.423 billion in 2015; however, by 2018, they had grown to 306.121 billion. In Indonesia, the market 
proportion of Islamic banks increased from 0.25% in 2001 to 3.98% in 2011, 4.86% in 2015, and 5.74% in 2017. 

Although Islamic banks perform functions that conventional banks do as well, the two banks vary fundamentally. The 
primary distinction between Islamic and conventional banks is that the former adheres to Shariah, the legal code of Islam. 
The central concept in Islamic banking and finance is justice, which is achieved mainly through risk sharing. Stakeholders are 
supposed to share profits and losses, and charging interest is prohibited. 
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In this regard, Islamic banks operate under the supervision of Shari`ah supervisory board that guides that bank or the Islamic 

window in designing and implementing its products and conducting its banking activities., accordingly, the three main 
objectives of Shariah (maqasid al-Shariah) are broken down into three main goals. Firstly, educating the individual, which is 
related to awareness and knowledge to make an improved living for sustained well-being. 

The second goal is establishing justice, which calls for treating everyone equally in our community. The third goal is 
encouraging welfare that contributes to the formation and growth of people in our area of influence. Therefore, it is essential to 
have a high level of transparency in internal controls by the Council of Shariah, which performs a role similar to that of ethics 
committees but in accordance with Islamic ethical-legal rules. 

On the other hand, social banks’ entails to provide greater value to society and environment indirectly through the lending 
projects that help the poor and needy people. 

Social banks create impact indirectly through lending activities, whereas social entrepreneurs create impact directly through 
business activity. In that respect, social banks are similar to mainstream (conventional) banks in that they require the project to 
be financially sound, but they do not focus on a single goal of profit maximization. Social banks “are prepared to accept lower 
margins or higher risks to stimulate certain activities” 

The poor are usually perceived by conventional banks as high-risk borrowers due to the difficulties in assessing their credit 
worthiness and their inability to provide collateral to pledge against potential risk .Accordingly, providing services to the poor 
was one of the main arguments for the formal creation of the Islamic banking sector.  

In that regard, it is anticipated that Islamic banks, which typically manage sizable sums of money, will contribute to making 
such charitable donations. Islamic society and the bank's shareholders both have a right to know how the bank contributes to 
society's well-being by assisting the less fortunate and whether it meets these standards. Islamic banks are required to make 
public the following information: (a) the charitable and social activities they finance; (b) the amount spent on these activities; 
and (c) the sources of the funds used for charity (which may include the bank's own funds and earnings from sources that are 
forbidden by Sharia.  

Alternatively, the Islamic bond market has grown significantly in popularity over the past ten years, even among traditional 
investors, due to the fact that these instruments are connected to tangible assets and therefore offer a high level of security. 
Given the financial crisis in 2008 that was primarily brought on by the circulation of instruments with unsafe mechanisms, 
despite their official adherence to Islamic principles, these securities are currently traded in the biggest marketplaces due to 
their security features and simplicity of use.  

The development of Islamic banking became a successful story by showing continued growth and being stable during crises. 
A recent IMF study compared the performance of Islamic banks and conventional banks during the 2008 financial crisis, and 
finds that Islamic banks, on average, showed stronger resilience during the global financial crisis.  

However, compared to conventional banks, Islamic banks employ less debt, which calls for a review of Islamic banking's 
capital structure models. However, the paradigm change calls for more research because some studies have claimed that the 
products of Islamic and conventional banks are similar.  

According to some studies, the return on the average for assets was higher in the Islamic banks than in the conventional 
banks. The reason was that the Islamic banks were more invested in assets and less involved in debt contracts while the return 
on the average equity was the same for both bank systems. The revenue ratios, other operating income, net interest margin, and 
return on investment were higher in the Islamic banks than in the conventional banking system.  

It is worth mentioning that the first established Islamic bank “Nasser Social Bank” was established as a social bank that aims 
1971 to provides social services to the poor and low-income, the reason of establishing the first Islamic bank as a social bank 
might be for political reasons or to gain the required acceptance to the idea of establishing a bank that doesn’t provide fixed 
interest rates on the deposit accounts, consequently , the establishment of the first Islamic Bank as a social bank doesn’t mean 
that they are same but it might indicates that the two banks have many things in common regarding the main objectives of the 
two banks .  

A main difference between Islamic and conventional banks is the prohibition of all transactions in which some or all of the 
following components are present: Any return on money that is predetermined in amount (or percentage) and therefore includes 
Interest. (Riba) Uncertainty (gharar), which means prohibition on the sale of items whose existence or characteristics are not 
certain, and which are ambiguous upon contractual terms.  
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The Qur'an and hadith specifically mention economic, social, and environmental factors that promote sustainable 
development, such as aiding the needy and poor, enhancing social justice, and building capacity at both the individual and 
societal levels. Environmental issues like protecting the environment and animals are also mentioned. In addition, Islamic 
ontology forbade wasting natural resources because they are regarded as a gift from Allah, suggesting a moral standard for 
economic and social behavior. 

To identify the mutual role of Islamic and social banks in promoting social development initiatives, this research will deploy 
a comparative research approach to illustrate the main similarities and differences between Islamic and Social banks. Moreover, 
this study will highlight the two banks' potential to contribute to attaining the UN Sustainable Development Goals (SDGs). 
 
2. LITERATURE REVIEW 
 

Corporate social responsibility (CSR) is a voluntary integration by companies of social and environmental concerns into 
their commercial activities and their relations with stakeholders.  

Historically, the CSR method had to be based on three main elements: economy, growth, environmental protection, and 
social justice, which served as an economic driver and an institution concerned with the social environment. Whether it 
encompasses the environmental sustainability sector and the building and improvement of community welfare. Tok & Yesuf 
(2022) classified banks into investment banks, global banks, local banks, retail banks, social banks, green banks, community 
banks, church banks, and development banks.  

Social banking services are often referred to as a type of bank that collaborates with various stakeholders in interactive social 
networks to provide complete banking services, with many competitive advantages. Some of these benefits include: elevating 
the bank's status as a pioneer in the field of social networks; developing a long-term strategy for sustainable development, 
having a distinct, consistent, and reliable online presence that boosts the bank brand; and providing integrated and 
comprehensive banking services on a consistent social platform.  

Respectively, Bosheim & Aspevik  (2013) considered social banks as interconnected to ethical banking, socially responsible 
investment (SRI), corporate social responsibility (CSR), and impact investing.  

Accordingly, social banks are designed to offer banking services using the triple bottom line of people, profit, and the 
environment as their main business strategy. Profit is necessary but not the only or even the main objective. The mission 
statements of social banks emphasize positive effects and sustainable human and environmental development through a 
transparent business process. 

In a similar context, San-Jose et al. l (2009) defined ethical banking as having two main characteristics: obtaining social 
profitability, funding economic activities with social-added value, and obtaining economic profitability. 

On the other hand, The early Islamic banks, such as The Farmers’ Credit Union (established in Pakistan in the late 1950s) 
and the Mit Ghamer Savings Bank (established in Egypt in 1963), were based on social initiatives to achieve social objectives, 
Islamic banks, therefore, are seen by customers, depositors, and the broader community as having a social as well as an 
economic role. 

Due to its ethical business practices and resemblance to socially responsible investments, Islamic banking has gained 
popularity in Western countries, as well as .its ability to attract investors, regulators, and financial institutions as an alternative 
option to conventional banks. 

Accordingly, Luthfi Hamidi & Worthington (2018) investigated the principles and practices of both Islamic Banking and 
Social Banks to examine the potential of incorporating some elements into a new type of banking known as Islamic Social 
Banking (ISB). The study concluded that three major operations must be considered to convert the Islamic Bank into a Social 
Islamic Bank, which are Profit, Planet, and People.  

Relaño (2011) finds that social banks have more assets in client transactions, whereas conventional banks have most assets 
in financial transactions. This supports the argument, as allocating the money to clients is to allocate credit to the real economy 
– whereas the financial transactions illustrate detachment of conventional banks from the real economy.  

In this regard, the two banks have in common a claim of contributing to positive social and environmental impact. They both 
have transparency as a strong value connected to their business activity and provide information on specific projects they lend 
to through storytelling.  
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According to Alwabel (2013), Islamic accounting depends on the Macro-Economy while Conventional accounting depends 
entirely on the Micro-Economy due to its dedication to growing the economic unity interest itself, disregarding the whole 
structure, so it was impossible to provide the desired benefits. The Islamic Sharia, on the other hand, has achieved social justice 
on the level of society by implementing the "Zakah: Alms" system and on the level of the household by implementing the 
"Nafakah: Expenditure" and "Mawareeth: Legacy" systems. The transition from a collective obligation to an individual duty 
creates a distinct line (interface) between social accounting and economic unity accounting. 

Another main objective that commonly connects social and Islamic banks is “poverty alleviating,” which is expected to be 
considered a primary objective in countries with lower scores on the Human Development Indicators (HDI) and focus on 
sustaining access to credit and human development.  

In this respect, most banks nowadays aspire to be more socially and environmentally responsible and are encouraged to 
apply Sustainable financing based on Sustainable Development Goals (SDGs). 

No doubt that imperialism and global capitalism limit the ability of Islamic banks and an Islamic financial system to bring 
the spiritual and secular concepts of social justice found in Islamic teachings to life. Therefore, expecting Islamic banks to end 
poverty and advance social equity independently is unrealistic. They must be a part of a vast network that activates the various 
Islamic finance system options. 
 

2.1 The adoption of the concept of corporate social responsibility (CSR) in Islamic and Social Banking 

 
From an Islamic perspective, human, social, economic, and environmental development are all part of the circular economy 

model and are scientifically linked with Maqasid al-Shariah (Islamic principles). Subsequently, there is a significant overlap 
between socially responsible investment principles and Islamic principles or Maqasid-al-Shariah objectives. 

Alternatively, From an Islamic point of view, sustainable Development means achieving the ideal balance (Mizan) Between 
economic and social progress and the effectual and Efficient exploitation of natural resources. 

In this respect, Islamic and conventional finance support the main concepts of corporate social responsibility (CSR). 
Moreover, Islamic principles promote social responsibility initiatives by inspiring Muslims to make charitable contributions to 
benefit the individual and the community (Waqf). To accomplish these obligations, both on an individual and institutional level, 
the Sharia law encourages charitable giving and extremely precise acts of philanthropy. 

Maali et al. (2006) insisted that the concept of social responsibility is one of the main values of Islamic Shariah Concepts; 
accordingly, the term ‘brotherhood’ (Akhowa) is widely used in Islamic societies. All Muslims are considered brothers and 
should take care of each other, and no cheating or exploitation is allowed, whatever the reasons. Muslims are supposed to take 
care of others in society—the prophet Mohammed said: ‘The Muslims in their mercy towards each other are like a body, if a 
single part of it complains, the other parts would be affected’ (Sahih Al-Bukhari—Ali, 1961). 

 The concept of social accountability is broad in Islam. Islam emphasizes that the rights of Allah are primary, followed by 
the rights of society. Hence, by considering the rights of Allah, Muslims should act and behave accordingly. Muslims should 
always ensure that everything he or she does, including their deeds and words, comply with Islamic values. From this point of 
view, Muslims should maintain their good relationship with each other and Islamic society to fulfill their rights.  

To fulfill these rights, Muslims will encourage themselves to be accountable for their actions, including to society. 
According to Ahmad (2021), the philosophy of CSR in Islam is based on the Qur'an and Sunnah and the habits that develop 

in Muslim society. So that the study of CSR methods originating from the values of Islamic teachings becomes an obligation, 
especially related to companies such as the Islamic banking sector. 

The notion of CSR is also an implication of Islamic ownership principles, because Allah is the ultimate owner. Humans, on 
the other hand, are simply transitory owners who serve as beneficiaries of trust. Humans are urged to seek survival, but not at 
the expense of the interests of the hereafter, hence Allah orders humans to transfer some of their property to those who are 
entitled to it.  Essentially, Islam emphasizes philanthropic principles in order to create a space and opportunity for a Muslim 
with surplus riches to communicate his feelings with people around him, one of which is through zakat. 

According to Aracil (2019) to compete with conventional banking, Islamic banks must implement a long-term strategy that 
includes CSR, which should be a fundamental component of Islamic finance by nature. Furthermore, Islamic banks must 
address formal institutional voids such as financial exclusion. Furthermore, a shift away from philanthropy and towards 
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specialized forms of CSR related to their primary business may assist Islamic banks in contributing to human well-being by 
Shariah. 

Respectively, Social finance (SF) was founded to help social enterprises with their financial needs. Even though SF can 
generate both social and commercial benefits, in this regard, social finance creates an ideal environment for the expansion and 
demand for corporate social responsibility (CSR) in the financial and banking sectors. 

According to Krause & Battenfeld (2017), consumers obtain a mixed value return by investing in social banking products, 
combining financial and social gains. Social banking, having a significantly different business model, goes beyond the logic of 
corporate social responsibility, which is sometimes utilized as a mere window-dressing device focused on profit maximization. 

In the literature, many studies (Cornée et al., 2022; Hussienet al., 2019) investigated the performance of Islamic and social 
banks during the 2008 Global Financial Crisis. Additionally, a growing body of literature (Carè, 2018; Sadiq & Mushtaq, 2015; 
Dourtmes & Andrikopoulos, 2021) demonstrated the contribution of the Islamic and social banks to the sustainable 
development concept, respectively. Many studies (Kamdzhalov, 2022; Maali et al., 2006) have reviewed the social 
responsibility values incorporated by the two banks, Previous study has tended to focus on the contribution of Islamic or Social 
banking to social development, sustainable development or economic growth. This article uses a comparative method to 
demonstrate the potential contribution of the two banks toward achieving the UN Sustainable Development Goals (SDGs). 

In the subsequent section, we demonstrate the main features of the social and Islamic banking system.  
 

2.2 Islamic and Social Banks' main values 
 
Mohd Nor (2016) referred to the following characteristics demonstrated in Table 1 as the main features that differentiate 

social banking operations from conventional banking operations, interestingly many of the social banking features are similar 
or included in Islamic banking operations, for instance, to ensure transparency, Cornée et al. (2016) suggested that to give 
investors concrete evidence, the majority of social banks should share thorough lists of the projects they fund. 

 Additionally, social banks typically forbid complex financial transactions; in this respect, social banks provide evidence for 
their "internal interest rate channel" and demonstrate how they allocate assets and manage risks; accordingly, Lahrechet al. 
(2014) assert that Islamic institutions typically follow the norms and guidelines set forth by the Islamic Financial Services 
Board (IFSB), these standards enable financial market participants, such as investors and financial institutions, to assess the 
main business operations carried out by Islamic financial institutions while taking into account the profit-and-loss sharing (PLS) 
principle, which is necessary to adhere to Shariah regulations. Profit-sharing investment account holders (PSIAHs) require 
greater access to the degree of risk and return associated with their participation in evaluating their investments.  

In this respect, the two banks also refuse to operate in speculative operations of the financial market. According to Benedikter 
(2010), social banks are defined by reviewing three different criteria to assess investment and lending opportunities; Profit 
(correspondingly, economic prudence; losses cannot jeopardize the bank's overall growth), Environment (natural habitat, 
protection, and resource management in a sustainable manner), and People (the primacy of the community and the balanced 
advancement of society, seen as a whole), 

 Consequently, according to Hussien et al. (2019), Sharīʿah law bans Islamic Banks from financing socially immoral 
activities and those forbidden in Sharīʿah, such as alcohol, gambling, speculation, etc. Islamic banking transactions also assume 
a minimum of imperfect information (asymmetric information and moral hazard).  

Respectively, according to Dourtmes & Andrikopoulos (2021), the two banks considered the social and environmental 
aspects of the financed projects. Unlike conventional banks, which solely focus on profit maximization, social banks offer loans 
to create a social or environmental value. 

Furthermore the two banking systems focuses in the operations that have impact in the real economy, for instance, Cornéeet 
al. (2022) acknowledged that social banks' financial activities are more focused on supporting the real economy than trading in 
speculative markets, as was evident during the 2007–2008 financial crisis, when many regular banks were found to have 
insufficient capital and had to be bailed out by taxpayers after taking excessive risks. Accordingly, Gani et al. (2021) examined 
the contribution of the Islamic banking sector to the Malaysian real economy; the research found that Islamic banking has a 
significant impact on Malaysian economic development based on GDP growth data from 1998 to 2017. According to study 
findings, a rise in Islamic bank deposits of 1% results in a 0.62% increase in Malaysia's GDP.  

However, some differences between the two banking operations primarily distinguish Islamic and non-Islamic banks. For 
instance, Islamic regulations forbid any fixed interest rates on bank savings accounts; in this aspect, Zucchelli (2022) proposed 
that in Islamic philosophy, obtaining interest discourages charitable giving because those who do so are less encouraged to 
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produce value and, consequently, less motivated to create cohesive societies that benefit everyone. Additionally, many errors 
are thought to result from interest-based financing. For instance, high debt and hazardous risks linked to trading on financial 
markets expose economies to instability.  

On the other hand, Sharing risks and benefits enables the parties involved to reduce risk and benefit from it collectively. 
Additionally, Islamic law forbids any form of bank financial intermediation activity based on the profit and loss sharing (PLS) 
principle., In this regard,  Hassan & Aliyu (2018) suggested that the founding scholars of the concept of Islamic banking 
constructed a profit and loss sharing system (PLS) to provide an alternative to a fixed rate of return on loans.  

In contrast, social banks encourage loans at reduced interest rates for projects worthy in social, ethical, or environmental 
terms. In this respect, Mitić et al. (2017) revealed that many social banks, like Charity Bank and GLS Bank, provide unique 
savings invested in social protection projects. If the customers agree to a lower interest rate, then the difference in the interest 
rate, from lower to standard, is invested in these projects.  

Due in large part to their exceptional resilience under conditions of financial problems, considerably, social banking gained 
popularity during the 2008 financial crisis. Further, Sadiq & Mushtaq (2015) investigated the commitment of Islamic financial 
institutions to environmental and social objectives that more or less align with the main objectives of Islamic Finance (maqasid). 
Moreover, the research highlighted that the "Takaful" concept in Islamic banking encourages investors to direct their 
investments toward projects that upgrade the versatility of the poor. However, the research suggested that the role of Islamic 
banking in sustainable development projects requires further investigation.  

 
Table 1. Main similarities and differences between Islamic and social banks 

No Characteristics of Social and Islamic Banks  Social Islamic 

1 Refuse to operate in speculative operations of 
financial market. 

Benedikter (2010) 
 

Hussien, M. E., Alam, M. 
M., Murad, W., &amp; Abu 
N.M. Wahid. (2019) 

2 Concentration on real economy example; Savings 
collections and credit distributions. 

Cornée, Kalmi, & Szafarz 
(2022). 

Gani & Bahari (2021) 

3 Give privilege to social, ethical, or environmental 
aspects of projects they financed, henceforth, 
solidarity is encouraged between depositors and 
borrowers. 

(Dourtmes & 
Andrikopoulos, 2021)  

Sadiq, & Mushtaq (2015) 

4 
Encouraging loans at reduced interest rates for 
projects that are worthy in social, ethical or 
environmental terms. 

Mitić & Rakić (2017)  

5 Transparency in business management. Cornée, Kalmi and Szafarz 
(2016) 

Lahrech, N, Lahrech, A., & 
Boulaksil (2014). 

6 Give privilege to social, ethical, or environmental 
aspects of projects they financed. 

Bosheim & Aspevik (2013). Tok, & Yesuf (2022) 

7 The different types of financial intermediation 
activity of banks are based on the principle of profit 
and loss sharing (PLS). 

 Hassan, & Aliyu (2018); 
Maali, Casson, & Napier 
(2006) 

8 The prohibition of all forms of risk-free "increases" 
set beforehand.  Zucchelli (2022) 

Source: Author elaboration 
 
3. EFFECTIVENESS OF ISLAMIC and SOCIAL BANKING TO THE REDUCTION OF INCOME 

INEQUALITY  
 

The rising rate of global inflation has impacted not just developing countries but also developed countries.  As of August 
2022, inflation has reached or approached double-digit levels in the European Union (10.1%) and the Euro area (9.1%), and 
surpassed 20% in several Baltic and Eastern European Member States. As current inflation is driven mainly by soaring food 
and energy prices, households in less wealthy EU countries or with low income are impacted more strongly, due to higher 
relative spending on such essential items. 
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Higher interest rates will result in greater debt costs and leave consumers with fewer financial resources to spend on other 
categories. Fiscal measures implemented by governments, which helped to cap some of the inflationary effects for consumers 
and support purchasing power, especially of lower-income families, are also expected to come under scrutiny, as countries will 
face higher borrowing costs. 

In general, the poor tend to save their money at a diminishing rate of return in comparison with the wealthy people, especially 
during high inflation. Moreover, they need more access to the bank's financial instruments. On the other hand, the wealthy are 
more creditworthy and have better access to financial instruments that allow currency depreciation hedging. As a result, a 
decline in the currency's value is sometimes viewed as taxation that takes from the poor and gives to the rich. When inflation 
happens, the poor are typically the most disadvantaged group. Henceforth, the conventional bank business model might 
contribute in one way or another to the increasing gap between the poor and rich within the same country, or in other words, 
make the rich get richer and the poor get poorer. 

A significant income disparity prevents the poor from accessing loans in an imperfect credit market. Asymmetric 
information, in which the lender and borrower know little about each other, limits the capacity to make well-informed 
judgments. This restricts borrowing capacity and investment returns. Furthermore, faulty rules make it harder for creditors to 
collect on failed loans because the law may prevent the borrower's assets from being repossessed as collateral. Such regulations 
limit debt collection, resulting in the harsh terms and conditions that potential creditors confront. This makes credit unavailable 
to some people, particularly the impoverished. Given that investment is determined by an individual's income and assets, the 
impoverished (with fewer assets) are disadvantaged.  

Finance or credit availability drives the rich-poor divide and influences how much that divide widens or closes across 
dynasties. Credit shocks to some industries can also alter capital distribution, economic growth rate, and the search for 
production inputs (especially manpower), negatively affecting poverty and income inequality. 

Respectively, entrepreneurs have limited access to financial instruments that help them to create employment opportunities, 
increase output, and improve the welfare of the previously poor, because the current conventional banking system promotes 
inequitable distribution by shifting all the risks to the borrowers. 

According to Setiawan (2016), poverty is one of the challenges connected with wealth in society. The causes of poverty can 
be explained in a variety of ways. First, micro poverty arises due to unequal resource ownership patterns, which results in 
unequal income distribution. Poor people need more adequate resources. Second, poverty results from disparities in the quality 
of human resources. Low productivity results from low human resource quality, influencing low salaries. A lack of education 
causes low human resource quality, the fate of the less fortunate, discrimination, or inheritance. Third, poverty results from 
disparities in capital access. 

According to Dourtmes & Andrikopoulos (2021), social banks tend to follow two core pursuits (1) a positive impact on the 
communities, the environment, and sustainable economic development and (2) a sustainable financial profit. Moreover, 
discounted interest rates are offered, especially for social or environment-friendly construction projects. Clients may also, for 
instance, choose to exchange part of their interest income that they would receive from deposits to contribute to environmental 
projects with stable interest rates. 

The following three charts (Figure 1-2-3) demonstrate the economic or business cycle in the Islamic, conventional, and 
social banks; one of the main differences between the conventional banks and the social and Islamic banks is the value creation 
approach implemented by each bank, as the social and Islamic banks economic model or value creation process are structured 
to encourage financial transactions with a principal focus on charity and community development, while, the high-interest rates 
that the conventional focuses on the economic value regardless of the business nature, the economic model or value creation 
model adopted by each bank affect the gap between the rich and poor within the same society.    
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Figure 1. Islamic banks’ economic cycle 
 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

Source: Author elaboration 
 
Figure 2. Commercial banks’ economic cycle 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Author elaboration 

 
 

Depositor

Bank

partnership 
Economic 
and Social  

value

profit-share

Depositor

Bank

Loans 

Borrower

Economic 
value

pay back 
+Interest 

rate



 
 

European Journal of Islamic Finance - ISSN: 2421-2172 
DOI: 10.13135/2421-2172/7178   Published by University of Turin  https://www.ojs.unito.it/index.php/EJIF/index 
EJIF content is licensed under a Creative Commons Attribution 4.0 International License   

21 

 
Figure 3. Social banks’ economic cycle 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Author elaboration 

 
4. ISLAMIC AND SOCIAL BANKS ROLE IN SUSTAINABLE ECONOMIC DEVELOPMENT   
 
All UN Member States agreed to the 2030 Agenda for Sustainable Development in 2015, which offers a shared road map 

for peace and prosperity for people and the earth both now and in the future. The SDGs are a follow-up to the Millennium 
Development Goals (MDGs), which were established in the year 2000, and are comprised of 17 quantitative and qualitative 
SDGs. To promote peace and prosperity for people and the planet while forming a strong global network of collaboration 
movements between countries. The eight Millennium Development Goals (MDGs) had 21 goals set for eradicating poverty 
(MDG 1), human deprivation in education, gender, and health (MDGs 2-6), and promoting sustainable development (MDG 7), 
all to be supported by a global partnership. 

Islamic finance has the potential to play a role in supporting development, particularly as found in the SDGs, as it can allow 
for more robust growth, support outcomes with positive social impact, improve financial inclusion, and enhance financial sector 
resilience.  

Muslims are urged to benefit their local communities and ensure that the impoverished are cared for in the first instance. 
According to the 2020 OECD report on Islamic finance, Islamic finance works to equalize wealth allocation by redistributing 
assets among communities., In this respect, Islamic social finance concepts like zakat and awqaf are a way to fulfill this 
requirement through ongoing altruism and are one of the religious duties that Muslims have (and the only one having a financial 
dimension). As a result, Islamic social finance's redistributive and social equity components are crucial to achieving SDG1. 

Zakat directly translates as "to increase," in terms of meaning; it denotes "that purifies money" Islam's fundamental principle 
suggests that a person's annual income should be purified. Any excess income, including cash on hand or in a bank account, 
gold or silver jewelry, farm products, livestock earnings, stock, and investment profits, must be included in the zakat calculation. 

Zakat, as one of the fundamental pillars of Islam, directly impacts how money is distributed and how the impoverished are 
freed from poverty. Muslims who have wealth above a certain threshold (nisab) are required to yearly share a certain proportion 
of their wealth and income among certain heads, and this is regarded as one of the fundamental forms of worship. The amount 
of zakat differs, ranging from 2.5% paid on financial assets like cash, gold, and silver to 5% on agricultural products if the 
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crops are irrigated to 10% if they use water from natural sources like rivers, springs, or rain. Early Islamic history demonstrates 
that zakat was used as an effective distributive scheme in caring for the poorer sections of the population in Muslim societies. 

In this respect, Zakat and CSR are mutually because CSR will expose the Zakat money that corporations manage and employ 
for CSR initiatives.  With such a policy, it is possible to conclude that state institutions such as sharia banking serve a dual 
function, particularly in terms of distributing zakat to the masses, as well as legal entities charged with collecting social funds 
such as zakat, grants, infaq, and sodaqoh originating from the public. 

According to Kamdzhalov (2022), conventional and Islamic finance are important to corporate social responsibility (CSR). 
The function of philanthropy is the crucial difference between traditional corporate social responsibility and its Islamic 
counterpart. Sharia law promotes philanthropy and charity by advocating specific actions in carrying out these duties at the 
individual and institutional levels.  

On the other hand, Islamic waqf is a type of investment intended to benefit both Muslims and non-Muslims for a very long 
time (perpetuity investment). In this regard, waqf was created to provide financial assistance to the poor and the needy and 
social benefits like public utilities, education, health care, research, service animals, and environmental protection. 

In most Muslim countries, the sizable stock of waqf assets is stagnant and not utilized for socioeconomic development. For 
instance, Indonesia has 1400 sq. km. of waqf property worth US$ 60 billion. $3 billion in US dollars could be used for different 
socioeconomic purposes if these assets return 5% annually. Considering other forms of waqf assets, the potential of utilizing 
waqf for effective social development schemes is huge but still needs to be explored.  

Carè (2018) suggested that social banks are, by nature, sustainable banks, while the opposite is not true. Sustainable banks 
are by nature, “profit-oriented banks” that pursue their sustainable aims strategically. The Sustainable banks are attempting to 
be sustainable, as evidenced by their new sustainable products, risk management techniques, and disclosure policies, but they 
also have an eye on their success overall, as well as their reputation, brand image, and market share. 

Accordingly, the Global Reporting Initiative GRI Guidelines have prompted businesses to publish a stand-alone 
sustainability report. The integrated report is crucial for businesses to make more sustainable decisions and for investors and 
other stakeholders to understand how well a business is doing. Additionally, it creates a fuller image of the organization within 
the parameters of the materiality criteria. 

In this respect, Novokmet & Rogošić (2016) analyzed the sustainability reports prepared by the commercial banks listed on 
the stock markets of ten European countries - Denmark, Finland, France, Germany, Italy, the Netherlands, Norway, Spain, 
Sweden, and the United Kingdom during the period 2001-2013; the research findings demonstrated the need for the banking 
sector to continue progressing with its commitment to sustainability. And consequently, there should be joint efforts by financial 
institutions, national governments, and international organizations to commit to sustainability to gain quality, visibility, and 
credibility for the investment community.  

5. Discussion 

The successive decisions taken by the American federal bank to increase the interest rates make the value of the dollar soar 
that increase in the interest rate didn’t only affect inflation in the United States even as it raises the costs of many dollar-priced 
imports for other countries, with the worldwide inflation rate rises to the highest level in decades, under this circumstances 
accomplishing SDG 1 that aims to end poverty became more challenges, in this respect, the business approach of the 
conventional banks focuses in maximizing wealth or utility which calls for an alternative business approaches that are more 
committed to the societal and environmental values, In this respect, the Islamic and social banks consider the social and 
environmental impact of the financed projects. However, Islamic bank follows cost-plus financing “Murabaha” instead of 
discounted interest rates in financing sustainable projects, and it is good to mention that the largest growth of Islamic banking 
assets relevant to the social banks might be due to the commitment of the Islamic banks towards it values by having Shariah 
supervisor  (Islamic Scholar ) on board to provide consultancy and advise on the funded projects. 

 

6. Conclusion  

 
Islamic banks that follow shariah law don’t finance uncertain activities nor take excessive risks. Moreover, shariah law bans 

Islamic banks from financing socially immoral activities and those forbidden in Shariah, such as alcohol, gambling, and 
speculation, representing a major difference between Islamic banks mainly and conventional banks. 
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Impact investing, socially responsible investing (SRI), business social responsibility (CSR), and ethical banking are all 

related to social banks. As their primary business strategy, social banks offer banking services while focusing on the triple 
bottom line of people, profit, and the environment. Profit is necessary but not the only or even the main objective. The mission 
statements of social banks emphasize positive effects and sustainable human and environmental development through a 
transparent business process. 

Islamic banks can be viewed as entities that promote social justice and responsibility. Social duties in the Islamic setting 
represent the concept of brotherhood, "ukhuwah" from one to another. As a result, Islamic banks play a vital social function 
and might be defined as banks with a social duty. 

The social and Islamic banks share similar values in this regard, such as refusing to engage in financial market speculation, 
giving preference to social, ethical, or environmental aspects of the projects they finance, and encouraging cooperation between 
depositors and borrowers. However, the Islamic banks' distinctive operations through murabaha and mudaraba primarily set 
them apart from the social banks. 

The 2030 Sustainable Development Goals SDGs adopted by all United Nations Member States in 2015 include 
environmental sustainability, economic prosperity, social equity, human, social, economic, and environmental development, 
which are linked in one way or another with Islamic and social banks' main objectives. 

The evidence from this study suggests that the two banks could positively contribute to the United Nations Sustainable 
Development Goals SDGs,  such as SDG1 ‘No Poverty’, SDG2 ‘Zero Hunger’, SDG3 ‘Good Health and Well-Being’, SDG4 
‘Quality Education’, SDG6 ‘Clean Water and Sanitation’, SDG8 ‘Decent Work and Economic Growth’ and SDG10 ‘Reduced 
Inequalities’. 
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