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Abstract 

This article explores the ethical foundations of business transactions in Islamic 

teachings and critically examines their applicability within Pakistan‘s contemporary 

economic landscape. Drawing upon primary Islamic sources—namely the Qur‘an 

and Sunnah—and classical Islamic jurisprudence, the study delineates core ethical 

principles such as honesty, transparency, justice, prohibition of ribā (interest), 

gharar (excessive uncertainty), and maysir. It further investigates the extent to 

which these principles are integrated into Pakistan‘s formal financial institutions, 

regulatory frameworks, and informal business practices. The analysis reveals both 

commendable strides—particularly in the development of Islamic banking—and 

persistent challenges, including regulatory gaps, ethical inconsistencies in 

conventional banking, and socio-cultural barriers to ethical commerce. The article 

concludes with policy-oriented recommendations for enhancing ethical compliance 

in Pakistan‘s economy through education, regulatory reform, and institutional 

strengthening, thereby aligning national economic practices more closely with 

Islamic ethical imperatives. 
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Introduction 

Business ethics in Islam are not merely a set of recommended guidelines but 

constitute an integral component of a Muslim‘s faith and social responsibility. 

Rooted in divine revelation and prophetic tradition, Islamic commercial ethics 

emphasize justice (‗adl), honesty (sidq), trustworthiness (amānah), and mutual 

consent (tarāḍin).These principles are designed to foster equitable economic 

relationships, protect the vulnerable, and ensure the moral integrity of market 

interactions. In Pakistan—a nation founded on Islamic ideals and where over 96% 

of the population identifies as Muslim¹ 

These ethical imperatives carry significant normative weight and policy relevance. 

Despite this alignment between national identity and religious ethics, Pakistan‘s 

economic practices often diverge from Islamic ethical standards. Conventional 

interest-based banking remains dominant, informal markets frequently operate 

without transparency and consumer protection mechanisms are inconsistently 

enforced. This dissonance raises critical questions: To what extent do Islamic 

ethical principles govern business transactions in Pakistan today? What structural, 

institutional, and cultural factors facilitate or hinder their implementation? And how 

can policymakers, scholars, and business leaders collaboratively bridge this gap? 

This article addresses these questions through a multidisciplinary lens, combining 

Islamic jurisprudence, economics, and public policy analysis. It begins by outlining 

the foundational ethical principles of Islamic business transactions as derived from 

primary sources. It then examines their historical application and contemporary 

manifestations in Pakistan, with particular attention to the banking sector, small and 

medium enterprises (SMEs), and regulatory institutions. Finally, it offers actionable 
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recommendations for embedding Islamic business ethics more deeply into 

Pakistan‘s economic fabric. 

The Ethical Foundations of Islamic Business Transactions 

Islamic business ethics are derived primarily from the Qur‘an and the Sunnah of the 

Prophet Muhammad (peace be upon him). These sources establish a comprehensive 

moral framework that governs all aspects of economic life, from individual conduct 

to systemic structures. 

The Qur‘an explicitly prohibits ribā (interest or usury), declaring it a grave sin and 

contrasting it with charitable giving (zakāh), which purifies wealth and fosters 

social solidarity. ―Those who consume interest cannot stand [on the Day of 

Resurrection] except as one stands who is being beaten by Satan into insanity. That 

is because they say, ‗Trade is [just] like interest.‘ But Allah has permitted trade and 

has forbidden interest.‖²  

This verse not only bans interest but also establishes trade as a legitimate and 

ethical alternative, provided it adheres to principles of fairness and mutual benefit. 

Closely related is the prohibition of gharar—excessive uncertainty, ambiguity, or 

deception in contracts. The Prophet Muhammad (peace be upon him) forbade sales 

involving gharar, ³  

Emphasizing that all parties must have clear knowledge of the subject matter, price, 

and terms of exchange. Similarly, maysir (gambling or speculative risk without 

productive effort) is condemned, as it entails wealth transfer without corresponding 

value creation.⁴ 

Beyond prohibitions, Islamic ethics actively promote virtues. Honesty in 

measurement and weight is repeatedly emphasized: ―Give full measure and do not 

be of those who cause loss [to others]. And weigh with an even balance.‖⁵  
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Trustworthiness (amānah) is elevated to a religious duty; the Prophet stated, ―The 

truthful and trustworthy businessman will be with the prophets, the truthful, and the 

martyrs on the Day of Judgment.‖⁶  

Justice (‗adl) requires that all parties—buyers, sellers, creditors, debtors—be treated 

equitably, especially the economically disadvantaged.⁷ 

These principles are not abstract ideals but operational norms. Classical Islamic 

jurists developed detailed rules for contracts (‗uqūd), partnerships (mudārabah, 

mushārakah), leasing (ijārah), and agency (wakālah), all designed to minimize 

exploitation and maximize transparency.⁸  

The overarching objective (maqāṣid al-sharī‗ah) is the protection of five essential 

interests: religion, life, intellect, progeny, and property.⁹  

Economic ethics serve this higher purpose by ensuring that wealth circulates justly 

and does not concentrate in the hands of a few. 

Historical Context and Evolution in the Muslim World 

Islamic commercial ethics flourished during the early centuries of Islam, 

particularly under the Abbasid Caliphate, when trade networks spanned from Spain 

to China. Muslim merchants were renowned for their integrity, and Islamic legal 

institutions—such as the qāḍī (judge) and hisba (market inspector)—enforced 

ethical standards in bazaars and ports.¹⁰  

The hisba system, in particular, empowered officials to monitor weights, prices, and 

product quality, penalizing fraud and ensuring fair competition.¹¹ 

This ethical-commercial tradition influenced global economic practices. Concepts 

such as the bill of exchange (sakk), partnership structures, and risk-sharing finance 

predated and informed later European developments.¹²  

However, with colonialism and the imposition of Western legal and financial 

systems, many Muslim-majority societies—including the territories that now 
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constitutes Pakistan—experienced a gradual erosion of indigenous ethical 

frameworks.¹³ 

Post-independence, Pakistan inherited a colonial economic structure centered on 

interest-based banking, centralized planning, and limited regulatory oversight of 

informal markets. While the Objectives Resolution of 1949 affirmed that 

―sovereignty belongs to Allah,‖¹⁴  

Translating this principle into concrete economic policy proved complex. 

Successive governments oscillated between Islamic rhetoric and pragmatic adoption 

of conventional economic models, creating a dualistic system where Islamic ethics 

coexisted uneasily with secular financial practices. 

Islamic Business Ethics in Contemporary Pakistan: An Analytical 

Overview 

1. The Banking and Financial Sector 

Pakistan‘s financial sector presents the most visible arena for the application of 

Islamic business ethics. The country launched its Islamic banking industry in 2002, 

following a landmark Supreme Court judgment that declared interest repugnant to 

Islam.¹⁵  

Since then, Islamic banking has grown significantly, with 22 Islamic banking 

institutions (including full-fledged banks and windows) holding approximately 20% 

of the total banking assets as of 2023.¹⁶ 

Islamic banks in Pakistan operate on profit-and-loss sharing (PLS) models such as 

mudārabah (trustee finance) and mushārakah (joint venture), as well as asset-backed 

modes like murābaḥah (cost-plus sale) and ijārah (leasing). These structures aim to 

eliminate ribā and align returns with real economic activity.¹⁷  

The State Bank of Pakistan (SBP) has established a dedicated Islamic Banking 

Department and issued comprehensive Shariah governance guidelines to ensure 

compliance.¹⁸ 
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However, challenges persist. Critics argue that many Islamic banks rely heavily on 

murābaḥah, which, while technically interest-free, can mimic conventional loans if 

not structured with genuine asset transfer and risk assumption.¹⁹  

Furthermore, the lack of a secondary market for Islamic securities and limited 

expertise in Shariah-compliant risk management constrain innovation.²⁰  

Despite these limitations, Islamic banking remains a critical vehicle for embedding 

ethical finance in Pakistan‘s economy. 

2. Small and Medium Enterprises (SMEs) and Informal Markets 

Outside the formal financial sector, the majority of Pakistan‘s business activity 

occurs in SMEs and informal markets, where Islamic ethical principles are applied 

inconsistently. On one hand, many small traders adhere to norms of honesty, fair 

pricing, and community trust—values deeply rooted in local Islamic culture. On the 

other hand, practices such as under-invoicing, tax evasion, adulteration of goods, 

and exploitation of labor remain widespread.²¹ 

A 2021 survey by the Pakistan Institute of Development Economics found that 

while 78% of SME owners believed business ethics were important, only 35% had 

formal ethical codes or compliance mechanisms.²²  

This gap reflects broader institutional weaknesses: weak enforcement of consumer 

protection laws, limited access to formal credit (pushing businesses toward 

informal, often exploitative lenders), and inadequate business ethics education.²³ 

Notably, the informal credit sector—dominated by arthis (commission agents) and 

loan sharks—frequently charges exorbitant interest rates, directly contravening 

Islamic prohibitions. Yet, due to the lack of accessible alternatives, many rural and 

low-income entrepreneurs remain trapped in these cycles of debt.²⁴ 

3. Regulatory and Institutional Framework 

Pakistan has taken steps to institutionalize Islamic business ethics through legal and 

regulatory reforms. The Federal Shariat Court (FSC), established in 1980, has 
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jurisdiction to examine laws for compliance with Islamic injunctions and has issued 

several rulings against interest-based transactions.²⁵  

The Council of Islamic Ideology (CII) advises the government on Islamization of 

laws, including economic legislation.²⁶ 

Moreover, the SBP mandates that all Islamic banks appoint Shariah Supervisory 

Boards (SSBs) comprising qualified scholars to review products and operations.²⁷  

The Securities and Exchange Commission of Pakistan (SECP) has also introduced 

guidelines for Islamic capital markets, including sukūk (Islamic bonds).²⁸ 

Despite these efforts, fragmentation remains a challenge. The FSC‘s rulings are not 

always implemented by federal or provincial governments, and coordination 

between the SBP, SECP, and CII is often ad hoc.²⁹  

Additionally, conventional banks continue to dominate the financial landscape, with 

minimal ethical oversight beyond standard prudential regulations. 

Challenges to Ethical Implementation 

Several interrelated factors impede the full realization of Islamic business ethics in 

Pakistan: 

1. Knowledge and Awareness Gaps: Many business owners, consumers, and even 

financial professionals lack a deep understanding of Islamic commercial 

jurisprudence. Misconceptions—such as equating Islamic finance with mere interest 

avoidance—undermine genuine ethical engagement.³⁰ 

2. Regulatory Inconsistencies: While Islamic banking is regulated, the informal 

sector operates with minimal oversight. Moreover, tax laws and corporate 

governance codes do not systematically incorporate Islamic ethical standards, 

creating a dual regulatory environment.³¹ 

3. Socioeconomic Pressures: In a context of high inflation, unemployment, and 

income inequality, ethical compromises are often rationalized as survival strategies. 

The absence of a robust social safety net exacerbates this pressure.³² 
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4. Global Integration: Pakistan‘s integration into global financial markets—

governed largely by conventional, interest-based norms—creates tension with 

domestic Islamic ethical commitments. Multinational corporations and foreign 

investors often operate under different ethical paradigms, influencing local 

practices.³³ 

Opportunities and Policy Recommendations 

Despite these challenges, Pakistan possesses unique opportunities to lead in ethical 

Islamic economics. The following recommendations aim to strengthen the 

alignment between Islamic business ethics and national economic practices: 

1. Strengthen Shariah Governance: The SBP and SECP should enhance the 

independence and expertise of Shariah Supervisory Boards, mandate external 

Shariah audits, and develop standardized ethical benchmarks for all financial 

institutions—conventional and Islamic alike. 

2. Expand Access to Ethical Finance: The government should incentivize Islamic 

microfinance and SME financing through risk-sharing funds, credit guarantees, and 

digital platforms. This would reduce reliance on informal lenders and promote 

inclusive growth. 

3. Integrate Ethics into Education: Business ethics, grounded in Islamic 

principles, should be incorporated into school curricula, university business 

programs, and professional certification courses. 

4. Reform Consumer Protection Laws: Legislation should explicitly prohibit 

gharar and deceptive marketing, with enforcement mechanisms modeled on the 

classical hisba system but adapted to modern contexts. 

5. Foster Public-Private Dialogue: Regular forums involving ulema, economists, 

regulators, and business leaders can build consensus on ethical standards and 

address emerging issues such as fintech, cryptocurrency, and environmental 

sustainability from an Islamic perspective. 
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6. Leverage Technology: Blockchain and AI can enhance transparency in supply 

chains, verify Shariah compliance in real-time, and reduce fraud—aligning 

technological innovation with ethical imperatives. 

Conclusion 

The ethics of business transactions in Islam offer a robust, divinely-guided 

framework for achieving economic justice, social welfare, and moral integrity. In 

Pakistan, this framework resonates deeply with the nation‘s religious identity and 

developmental aspirations. While significant progress has been made—particularly 

in Islamic banking—the full potential of Islamic business ethics remains untapped 

due to institutional, educational, and structural barriers. 

Moving forward, Pakistan must transcend symbolic Islamization and pursue 

substantive ethical transformation. This requires not only regulatory rigor but also a 

cultural shift that valorizes honesty, fairness, and social responsibility as core 

business virtues. By doing so, Pakistan can position itself as a model for ethical 

Islamic economics in the 21st century—one where faith and finance converge to 

serve both divine command and human dignity. 
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