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Abstract 

This study offers a comparative analysis of Islamic finance law and the global set 

of economic laws, outlining their conceptual underpinnings, regulation 

frameworks, and practical applications in the contemporary financial era. Islamic 

finance, based on Sharia law, emphasizes ethical conduct, asset-backed financing, 

and the outright exclusion of interest (riba). Global economic laws, shaped by 

mainly Western-inspired legal traditions and global institutions, emphasize the 

virtues of contractual freedom, capital mobility, and interest-rate based financial 

instruments. Through a review of high-order similarities—such as a shared 

emphasis on transparency, accountability, and anti-money laundering policies—

coupled with fundamental differences in risk allocation, investment screening, 

and debt management, this study finds the challenge and opportunity for 

harmonization between the two systems of regulation. Drawing on case studies 

from countries where the Islamic and global systems co-exist side by side, this 

paper offers policy recommendations to enhance compatibility and enable cross-

border financial integration while maintaining the underlying ethical values 

inherent in each system. 
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Historical Context 

Evolution of Islamic Finance Principles 

The origins of Islamic finance go back to the early days of Islam in the 7th 

century CE, when the Prophet Muhammad (peace be upon him) began economic 

practice in accordance with the teachings of the Qur'an and the Sunnah. The core 

principles emphasized justice and equity as well as banned exploitative practices 

in the forms of riba (interest), gharar (excessive uncertainty), and maysir 

(gambling or speculation). The early Muslim communities developed financial 

instruments in the forms of mudarabah (profit-sharing partnerships), musharakah 

(joint ventures), and ijarah (leasing agreements), which helped to finance trade 

and investment growth without violating Sharia law. 

With the decline of Islamic empires and the rise of colonial powers, Western legal 

and financial systems were substituted for conventional Islamic economic systems 

in the majority of Muslim countries. During the mid-20th century, however, there 

was a revival of interest in Islamic finance as a means of re-establishing economic 

autonomy and structuring financial activities as per religious principles. The 

founding of contemporary Islamic banking institutions in the shape of the Dubai 

Islamic Bank in 1975, and the founding of institutions such as the Accounting and 

Auditing Organization for Islamic Financial Institutions (AAOIFI) marked the 

beginning of a new stage in institutional Islamic finance. 

The Evolution of International Economic Regulations 

Evolution of global economic laws took centuries in reaction to international trade, 

colonial expansion, and economic integration. Though early trade relations were 

regulated by bilateral arrangements and customary practices, a contemporary legal 

framework started to emerge in the late 19th and early 20th centuries with the 
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codification of commercial law and the advent of national banking regulations. 

Two World Wars, coupled with the Great Depression, revealed the vulnerabilities 

of uncoordinated national systems, giving birth to global economic institutions as 

foreseen by the Bretton Woods Agreement of 1944, with the International 

Monetary Fund (IMF) and the World Bank leading the way. 

Post-war economic globalization gained momentum with the establishment of the 

General Agreement on Tariffs and Trade (GATT) in 1947, which was 

subsequently reconstituted as the World Trade Organization (WTO) in 1995. 

These organizations encouraged liberalized trade, mobility of capital, and the 

implementation of uniform commercial laws. International economic laws today 

cover a vast spectrum of subject areas—international banking laws under the 

Basel Accords, investment agreements, anti-money laundering (AML) guidelines, 

and dispute resolution processes under international arbitration tribunals. 

Divergence and Convergence of Historical Trajectories 

While Islamic finance started on religious and ethical grounds, secular, market-

based concerns have remained the primary forces behind international economic 

regulation. The former has put a high premium on the role of morality in 

economic transactions, while the latter has put emphasis on efficiency, 

development, and freedom of contracts. However, severe crises like the 2008 

global financial crisis have created new interest in ethical and sustainable finance, 

thereby facilitating closer engagement between the two regimes. 

Key Principles 

The underlying principles of Islamic finance and international economic law are 

derived from inherently different philosophical and legal traditions. Islamic 

finance derives its legitimacy in Sharia, which integrates moral, religious, and 
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legal dimensions of economic behavior. International economic norms, on the 

other hand, are derived from secular legal traditions that emphasize efficiency, 

market freedom, and sovereignty of contracts. The comparative backdrop that 

follows establishes the main principles governing each of the respective systems. 

Prohibition of Riba vs. Interest-Based Systems 

One of the core Islamic finance principles is the strict prohibition of riba—

historically defined to encompass any increase or predetermined profit on a loan's 

principal. Such a practice is meant to prevent unfair enrichment, exploitation, and 

wealth accumulation. Financial gains in Islamic finance have to be earned on the 

basis of fair trade or investment in assets, but not on the basis of the factor of time. 

By comparison, international economic law allows for interest as equitable 

consideration for the use of the capital. Interest is viewed as payment for risk, 

inflation, and opportunity cost, which forms the foundation of modern banking, 

bond markets, and monetary policy instruments. 

Risk-Sharing Models and Risk-Transfer Models 

Islamic finance focuses on profit-and-loss sharing contracts where both parties 

share the risk and reward of an activity. Mudarabah and musharakah contracts are 

an embodiment of this with a focus on partnership rather than debtor-creditor 

relationships. 

The regulations that power the global economy mostly function by risk-transfer 

methods, where the primary risk is undertaken by one party, usually the borrower, 

and lenders get assured returns regardless of the fate of the project. Although this 

method facilitates realistic financial estimates, it can also increase systemic 

imbalances during economic downturns. 
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Asset-Backing Requirement versus Speculative Instruments 

In Sharia, transactions should be supported by real, recognisable assets or services. 

This ensures that there is not too much uncertainty (gharar) and no speculative 

activity (maysir). Sukuk (Islamic bonds) are designed on real assets, making sure 

that investment activity is linked to the productive economy. 

Global economic systems, though they control the speculative practices, tend to 

permit the formation and exchange of sophisticated financial instruments like 

derivatives, futures, and options—most of which may not have underlying asset 

support. These instruments are appreciated for enabling hedging and liquidity 

provision, but have also been faulted for they can exacerbate financial instability. 

Ethical Investment Screening vs. Value-Neutral Capital 

Allocation 

Islamic finance demands that all investments adhere to ethical standards that 

observe Sharia, thereby excluding companies involved in alcohol, gambling, 

pornography, and traditional financial institutions like riba. Screening processes 

ensure that economic activity is aligned with the welfare of society and ethical 

responsibility. 

In contrast, international economic regulations are usually value-neutral, leaving 

investments in any industry that meets legal requirements. If ethical restrictions 

are applied, they are often discretionary and often appear in the form of 

Environmental, Social, and Governance (ESG) systems or corporate social 

responsibility (CSR) initiatives. 

Dispute Resolution and Legal Authority 

Islamic finance disputes are best resolved by Sharia-compliant arbitration or 

Islamic courts, but hybrid models normally arise in jurisdictions with bifurcated 
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legal systems. 

Global economic regulations rest on civil courts, arbitral institutions like the 

International Chamber of Commerce (ICC), and agreed-upon procedures under 

treaties like the New York Convention on the Recognition and Enforcement of 

Foreign Arbitral Awards. 

Regulatory Frameworks 

Islamic finance law and international economic legislation together form the basis 

on which application is founded through the organized control by specialized 

institutions, standard-setting bodies, and the legal system. While the two systems 

assist in enhancing stability, transparency, and compliance with the rules, they 

differ in ends, extent, and sources of legitimacy. 

Islamic Regulatory Institutions 

Islamic finance is regulated by a mix of religious regulations and national laws in 

Muslim and selected non-Muslim nations. Main regulatory and standard-setting 

bodies are: 

 Accounting and Auditing Organization for Islamic Financial Institutions 

(AAOIFI): Formed in 1991 in Bahrain, AAOIFI formulates Shariah-compliant 

accounting, auditing, governance, and ethical standards to be applied by Islamic 

financial institutions globally. 

 Malaysia-based Islamic Financial Services Board (IFSB) establishes prudential 

standards for Islamic banking, capital markets, and takaful (Islamic insurance), 

thus ensuring stability and risk management in line with Sharia principles. 

 Sharia Supervisory Boards (SSBs) are integral components of some Islamic 

financial institutions, comprised of experts tasked with ensuring that business 

practices and products are Sharia compliant. 

 National Regulatory Authorities: Malaysia, Saudi Arabia, and Pakistan have 

Sharia-compliant banking regulations integrated into their central banking 

architecture. 
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These regulatory institutions stress the importance of ethical adherence, financial 

solidity, and Sharia conformity, which usually supplement traditional financial 

regulations. 

Institutions Controlling Global Economic Law 

International economic laws are regulated by secular institutions known 

worldwide that establish standards, offer compliance, and promote cooperation 

between countries and financial institutions. 

1. International Monetary Fund (IMF), established in 1944, provides financial 

assistance, surveillance, and policy advice that is intended to promote stability 

in the international monetary system. 

2. World Bank Group: Seeks to emphasize economic development, infrastructure 

lending, and poverty reduction, and usually makes lending dependent on 

regulation reform. 

3. World Trade Organization (WTO): Regulates international trade rules, dispute 

settlement, and trade liberalization agreements. 

4. Bank for International Settlements (BIS): Oversees international banking, 

directly through the Basel Accords, which establish the minimum capital, 

liquidity, and risk management standards for banks globally. 

5. Financial Action Task Force (FATF): Establishes international anti-money 

laundering (AML) and counter-terrorist financing (CTF) standards. 

These institutions seek to enhance market efficiency, facilitate international trade, 

facilitate capital mobility, and provide systemic stability and exclude religious 

legal systems. 

Overlaps and Interactions 

In reality, most jurisdictions exist in a hybrid regulatory environment. United 

Kingdom Islamic banks, for example, must comply with the Prudential 

Regulation Authority (PRA) and internal Sharia Supervisory Boards. The Gulf 

Cooperation Council (GCC) countries also combine Basel III capital adequacy 
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standards with AAOIFI standards. The dual compliance environment tends to be 

operationally burdensome but also provides a chance for harmonization of 

standards. 

Areas of Intersection 

While Islamic finance law and international economic law differ in philosophical 

and legal foundations, both share a great deal of similarity in principle regarding 

ensuring stability, equity, and sustainability of financial systems. Their areas of 

convergence form the basis of cooperative models and mutual recognition in 

cross-border transactions. 

Transparency and Disclosure Requirements 

Both models recognize the importance of timely and proper release of financial 

information. 

 Islamic Finance: Sharia mandates complete disclosure to avoid gharar 

(excessive uncertainty) and to facilitate informed consent in every transaction. 

AAOIFI guidelines mandate Islamic financial institutions to provide 

customers with complete financial reports and product information. 

 Global Economic Rules: Rules of securities law, as evidenced by U.S. 

Securities and Exchange Commission (SEC) enforcement actions and the EU 

Prospectus Regulation requirements, also require open disclosure in order to 

protect investors and maintain market integrity. 

Anti-Money Laundering (AML) and Counter-Terrorist Financing 

(CTF) 

Both models categorically exclude unauthorized financial transfers. 

 Islamic Finance: Avoidance of haram (prohibited) earnings aligns with 

worldwide AML/CTF goals, with the earnings coming from legitimate 

sources. 

 Global Economic Laws: FATF, among other institutions, imposes binding 
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global AML/CTF standards on which Islamic financial institutions in FATF 

member jurisdictions are also required to comply. 

Ethical Finance and Social Accountability 

There is shared emphasis on reconciling finance with broader societal well-being. 

 Islamic Finance: Does not invest in socially unacceptable industries like 

gambling, liquor, and arms production, giving welfare (maslahah) as a 

primary goal. 

 Global Economic Laws: Although generally value-free, most global 

institutions advocate Environmental, Social, and Governance (ESG) standards, 

corporate social responsibility (CSR) initiatives, and sustainable finance 

initiatives capturing the ethical focus of Islamic finance. 

Risk Management and Prudential Standards 

They share the realization of the necessity for sound risk management to protect 

financial health. 

 Islamic Finance: The IFSB standards require effective asset-liability 

matching, liquidity management, and adequate capital buffers. 

 International economic standards, such as Basel III and other prudential 

standards, impose similar requirements in relation to capital adequacy, 

leverage restrictions, and liquidity coverage ratio. 

Legal Certainty and Contract Enforcement 

Both regulatory systems emphasize the necessity of contract enforceability as a 

fundamental condition for ensuring stable financial markets. 

 Islamic Finance: acknowledges that binding contracts ('aqd) are morally and 

legally binding, depending on their adherence to moral standards. 

 Global Economic Laws: The enforcement of contracts is grounded in 

commercial law backed by state power and international arbitration 

procedures. 
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Components of Exit 

While Islamic finance regulations and international economic law have certain 

similar operating and ethical objectives, they vary in philosophical underpinnings, 

permissible conduct, and legal structures. These variations are formidable 

obstacles to harmonization. 

Treatment of Interest (Riba) and Permissible Interest 

 Islamic Finance: The blanket prohibition of riba covers all forms of 

guaranteed or fixed returns on loans. Financial returns have to be tied to 

productive activities and risk-sharing and not time-based compensation for 

capital. 

 International Economic Rules: Interest is legally established as an 

acceptable fee for the utilization of capital, serving as the basis for banking 

systems, bond markets, and monetary policy institutions. The practice is 

deeply rooted in legal codes and enforced by regulatory organizations. 

Profit-and-Loss Sharing versus Fixed-Return Debt Instruments 

 Islamic Finance: Promotes mudarabah (trust partnership) and musharakah 

(joint venture) where the losses and profits are shared proportionately. This 

supports equity-based financing. 

 Global Economic Laws: Strongly reliant on debt finance with lenders 

assured of specified returns regardless of the success of the project, and 

therefore potentially asymmetrical risk allocation. 

Asset-Backed Transactions versus Speculative Instruments 

 Islamic finance mandates that all financial transactions must be linked to real 

assets or services, thereby preventing speculation (maysir) and excessive 

uncertainty (gharar). 

 Global Economic Laws: Permit a broad range of speculation products—like 

derivatives, futures, and options—that need not be asset-backed, pricing them 

on hedging and liquidity grounds even in the presence of systemic risk. 
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Investment Screening Criteria 

 Islamic Finance: Needs rigorous filtering to exclude businesses considered to 

be adverse or immoral under Sharia, such as alcohol, gambling, pork 

production, and conventional financial business with riba. 

 Global Economic Laws: Generally value-free, allowing investment in any 

legally permissible activity. Ethical constraints, if applied, are voluntary and 

market-driven, e.g., ESG and CSR policies. 

Dispute Settlement Mechanisms 

 Islamic Finance: Expects Sharia-compliant decision-making and arbitration 

according to Islamic jurisprudence. Disputes are resolved according to 

religiously-based interpretations of contracts. 

 Worldwide Economic Laws: Based on secular legal frameworks, 

commercial arbitration (such as ICC), and standardized enforcement under 

agreements such as the New York Convention. 

Objectives and Philosophical Foundations of Regulation 

 Islamic finance weaves together religious, moral, and economic interests, 

seeing finance as a way of achieving social justice (adl) and enhancing 

communal well-being (maslahah). 

 Global Economic Laws: Mainly emphasize economic growth, market 

efficiency, and investor protection, with ethical considerations usually being 

handled as voluntary or secondary. 

Case Analyses 

Drawing on jurisdictions in which Islamic finance coexists with international 

economic laws provides hard lessons on the possibilities and challenges of 

coexistence in regulation. Malaysia, Saudi Arabia, and the United Kingdom 

provide examples of contrasting strategies for harmonizing these systems. 
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Malaysia: A Dual Regulatory Framework 

Malaysia has emerged as an Islamic finance world leader with the advent of the 

dual banking system, which allows coexistence with conventional as well as 

Sharia-compliant financial institutions under the umbrella of regulation of the 

BNM. The Islamic Financial Services Act of 2013 offers an additional 

comprehensive legal framework that regulates Islamic banking, capital markets, 

and takaful (Islamic insurance), and conventional banking is regulated under 

separate legislative provisions. 

 Strengths: Harmonization is facilitated with ease by having centralized 

Sharia advisory councils to ensure consistency in product approval and 

interpretation. Malaysia's sukuk (Islamic bond) market is among the largest in 

the world. 

 There are still issues as cross-border transactions must adhere to global 

financial regulations, which may conflict with Sharia laws, particularly 

derivatives and interest-based instruments. 

Saudi Arabia: Sharia Alone as the Source of Law 

The Saudi Arabian economy has a financial system based solely on Sharia and not 

a coexisting conventional financial system. All the financial institutions are under 

the Islamic principles, and there is the Saudi Arabian Monetary Authority 

(SAMA), the central bank, that governs Sharia-compliant activities throughout the 

economy. 

 Strengths: Legal coherence is ensured since everything is interpreted by 

Islamic jurisprudence, eliminating the twin compliance burden present in 

other jurisdictions. 

 Challenges: Global financial integration may be difficult, particularly in the 

exercise of negotiating interest-based products or non-halal investment areas. 
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United Kingdom: Incorporation within a Secular Legal System 

The United Kingdom has actively created a legal and regulatory structure 

accommodating Islamic finance without giving up its secular economic structure. 

Both conventional and Islamic banks are overseen by the Financial Conduct 

Authority (FCA) and Prudential Regulation Authority (PRA), and the latter also 

contains internal Sharia Supervisory Boards. The sovereign sukuk has also been 

floated by the UK government, and Sharia-compliant investment is encouraged by 

it as part of its overall financial services agenda. 

 Strengths: The UK strategy proves that Islamic finance is able to function 

effectively in a global financial center, drawing investment from Muslim 

nations. 

 Challenges: Deficiency of centralized Sharia interpretation can create 

inconsistencies in compliance levels, and certain of the world's financial 

practices are still incompatible with Sharia principles. 

Obstacles in Standardization 

Harmonization of Islamic finance laws with world economic laws is not an easy 

task, which is attributed to the variation in philosophical foundations, operational 

frameworks, and legal enforcement frameworks. The following discussion 

identifies the major challenges preventing this harmonization. 

International Disputes of a Legal Nature 

Islamic financial institutions that carry out international trade or investment tend 

to be subjected to contracts that are regulated by conventional legal frameworks 

where interest, derivatives financial products, or activities banned under Sharia 

law are allowed. Such regulatory disparity can cause conflicts, compliance delays, 

or even expensive adjustments to contractual agreements. 
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Diversity of Interpretation of Sharia 

The lack of a centralized global authority of Islamic finance leads to differences 

in the interpretation of Sharia between countries as well as between the same legal 

framework institutions. For example, some of the structures of sukuk would be 

acceptable in Malaysia but not according to the Gulf. These differences hinder the 

progression towards financial instrument standardization and introduce 

uncertainty to global investors. 

Harmonization with International Regulatory Frameworks 

Islamic financial institutions have to follow international prudential standards like 

Basel III, FATF recommendations, and International Financial Reporting 

Standards (IFRS). Although these systems encourage stability, some provisions 

like interest-based discounting or valuation procedures are incompatible with 

Sharia principles and require complicated adjustments. 

Market Infrastructure Constraints 

In most jurisdictions, the institutional and legal framework of Islamic finance is 

underdeveloped. Some of the issues include the lack of Islamic money markets, 

limited liquidity management instruments, and the lack of qualified Sharia 

scholars with some exposure to modern finance. 

Perception and Awareness Issues 

Islamic finance is often viewed—especially in non-Muslim countries—on a 

religion- or niche-only basis, restricting its widespread adoption. In some other 

Muslim countries, however, international economic rules are in doubt and elicit 

resistance to adoption. 

Economic and Political Factors 

National economic strategies, political alliances, and geopolitical rivalries can 
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influence the willingness of states to adopt hybrid regulatory regimes. Sanctions, 

trade embargos, or competing economic agendas, for example, could delay the 

pace of harmonization. 

Policy Recommendations 

Reconciliation of the Islamic finance regulations' regulatory, legal, and 

operational differences with international economic legislation requires concerted 

action by governments, financial institutions, and international standard-setting 

bodies. The following recommendations are intended to enhance compatibility 

without sacrificing the unique ethical and legal features inherent in Islamic 

finance. 

Create a Global Sharia Standardization Body 

Establishing a universally recognized authority—consisting of eminent scholars, 

regulators, and finance professionals—can combine Sharia interpretations of 

financial products and practices. It would establish universally recognized 

standards to avoid jurisdictional differences and ease cross-border transactions. 

Develop Hybrid Financial Instruments 

New tools that merge Sharia compliance with aspects of traditional finance can 

bridge such gaps. Asset-based Sukuk with risk management characteristics that 

are Basel III compliant, for instance, could be attractive to Islamic and 

conventional investors alike. 

Encourage Dual-Legal Training and Competence 

Training financial regulators, lawyers, and bankers in both Sharia principles and 

international financial regulation would improve the institutional capacity to deal 

with hybrid transactions and resolve disputes. It would be particularly helpful in 

jurisdictions making use of dual banking systems. 
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Implement Ethical Finance Principles in International 

Regulations 

Global financial institutions may use the same ethical screening standards that are 

used in Sharia-compliant investment processes to align them with Environmental, 

Social, and Governance (ESG) principles. This would create one ethical standard 

for both systems to facilitate cooperation and enhance overall market acceptability. 

Foster Cross-Border Regulatory Conversations 

Periodic forums among Islamic finance regulators (e.g., AAOIFI, IFSB) and 

international institutions (e.g., IMF, BIS, WTO) would facilitate knowledge 

sharing, policy harmonization, and mutual acceptance of financial instruments. 

Enhance Islamic Financial Infrastructure 

The governments must invest in the establishment of Islamic money markets, 

liquidity management tools, and central bank facilities under Sharia. These 

initiatives would make Islamic finance more stable and linked to global money 

systems. 

Foster Public Awareness and Educate Investors 

Outreach and education programs and activities may help eliminate myths about 

Islamic finance and highlight its ethical and sustainable nature. In Muslim nations, 

the same may outline the benefits of using some international standards while 

remaining Sharia-compliant. 

Conclusion 

The comparative analysis of Islamic finance laws and general economic laws 

reveals that, although both systems pursue the same goals—i.e., improvement of 

financial stability, transparency, and ethical conduct—their foundations are laid 

on different legal and philosophical schools. Islamic finance grounds its 
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legitimacy in Sharia, which integrates moral and religious components into 

economic actions, while general economic laws focus on the efficiency of markets, 

freedom of contracts, and secular legal systems. 

Convergence areas, including anti-money laundering provisions, risk management 

procedures, and greater emphasis on ethical investment, provide the basis for 

cooperation. However, core differences—especially on the prohibition of riba, the 

need for asset backing, and restrictions on sector-specific investments—pose 

major impediments to complete integration. 

Experience from Malaysia, Saudi Arabia, and the United Kingdom shows that 

varying degrees of harmonization are possible, from side-by-side systems 

operating in tandem to complete integration into secular institutions. These 

experiences also identify ongoing challenges, including legal conflicts in cross-

border transactions, variance in interpretation of Sharia, and infrastructural 

limitations. 

Overcoming these challenges will require the adoption of cutting-edge policy 

measures, mutual recognition of regulatory frameworks, and the development of 

hybrid financial products that maintain the integrity of both systems. The future of 

harmonization lies not in the abolition of differences, but in the development of a 

cooperative environment in which Islamic finance can flourish as an ancillary 

framework within the global economic system. As ethical and responsible finance 

rises in prominence worldwide, the principles of Islamic finance could 

increasingly influence international regulatory debates, thus enabling the 

development of an expanded and ethically focused global financial architecture. 
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