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Abstract  
This research aims to provide a comprehensive and comparative analysis of Islamic and 

conventional approaches to economics, banking and microfinance, drawing from a set of peer-

reviewed academic articles published between 2008 and 2024. This Islamic economic model is 

rooted in Shariah Law, emphasising equity, justice, risk sharing, and the prohibition of riba 

(interest), while the interest-based financial system, capital accumulation, and technological 

advancement drive the other, conventional model. The analysis investigates five dimensions, as 

follows: the economic growth model (using Indonesia as a case study), banking practices (profit-

sharing vs. interest rate), the financial performance of Islamic versus conventional banks in 

Pakistan, microfinance approaches to poverty alleviation, and the ethical foundation of the 

financial system. Findings show that the Islamic system excels in social equity, financial inclusion, 

and resilience. At the same time, other conventional systems offer higher profitability and 

scalability but also face criticism for exacerbating inequality and exclusion. The integration of 

Islamic principles into the existing financial framework could offer a more ethical, inclusive, and 

sustainable model for economic development, particularly in emerging economies. This paper 

advocates for a hybrid financial ecosystem and offers policy recommendations for sustainable 

growth, aligning with the Sustainable Development Goals (SDGs).  
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Introduction  
Two dominant paradigms shape the basic goal of the economic and financial landscape:  

Conventional finance, based on capitalist principles and interest-bearing instruments, and Islamic 

finance, derived from Islamic jurisprudence that prohibits riba (usury), promote equity, and foster 

financial inclusion (Shahariman et al., 2024). While other conventional systems have dominated 

international finances due to their profitability, scalability, and technological advancements, the 

Islamic system is gaining attention for its ethical foundation, crisis resilience, and alignment with 

social justice (Awais et al., 2024).  

In countries like Indonesia and Pakistan, where the Muslim population is the majority, both 

systems often coexist within a dual financial structure (Bhand et al., 2023). This presents a unique 

opportunity to evaluate the effectiveness of each model in promoting sustainable development, 

economic growth, and social welfare (Mujtaba, 2024). In Indonesia, Islamic economic practices, 

grounded in instruments such as Zakat, Infaq, Sadaqah, and Waqf (ZISWAF), are increasingly 
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being integrated into national strategies for poverty reduction and inclusive growth. Meanwhile, 

in Pakistan, Islamic banking and microfinance have become essential tools in addressing financial 

exclusion and underdevelopment (Khan et al., 2023).  

Despite their growth, the Islamic financial system still faces regulatory, infrastructural, and public 

literacy challenges (Iqbal & Kassim, 2024). In Conventional finance, although more developed, it 

is often criticized for creating debt traps, economic inequality, and moral hazard (Bouchet, 2021; 

Storm, 2018). This paper compares both paradigms across several dimensions using a descriptive–

analytical approach, based on five recent studies that examine economic growth models, legal 

perspectives on banking and financial ratios, and analysis of bank performance, as well as 

microfinance structure.  

This analysis is timely, especially as global economies seek more resilient, inclusive, and ethical 

financial models in the wake of economic shocks like the COVID-19 pandemic. It also contributes 

to academics and policy debates on how Islamic and Conventional systems can coexist, 

collaborate, and evolve to support the Sustainable Development Goals (SDGs), particularly those 

related to poverty alleviation, gender equality, and economic justice.    

 

Literature Review 
The comparison between the Islamic economic system and the Conventional economic system has 

been a central focus in recent literature, especially in the context of developing economies like 

Indonesia and Pakistan. This section reviews the five key areas of scholarship: economic growth, 

banking, and profit models, financial performance, microfinance, and the ethical foundation in 

finance. Together, these sources provide a multifaceted perspective on the strengths, weaknesses, 

and contextual challenges associated with each system.  

 

The Economic Growth and Macroeconomic Contribution  
From the context of economic growth and macroeconomic contribution, one study focuses on the 

comparative contribution of Islamic and conventional economics to Indonesia’s economic growth 

between 2018 and 2023 (Rofik et al., 2025; Zahirah et al., 2025). Traditional models can emphasise 

capital, labour, and technology as engines of growth, evaluated through metrics such as Gross 

Domestic Product (GDP) and per capita income (Jones & Liu, 2024; Taha et al., 2023). While this 

model supports rapid economic development, it often contributes to income inequality and social 

exclusion.   

Conversely, the Islamic economic model emphasizes justice, equity, and the prohibition of riba, 

promotes redistribution through charitable instruments such as Zakat, Infaq, Sadaqah, and Waqf 

(ZISWAF) (Hamzah, 2024). These tools channel wealth towards social welfare and financial 

inclusion. The findings suggest that while the conventional model is effective for rapid capital 

accumulation, Islamic economics better support equitable, inclusive, and sustainable growth—the 

article advocates for an integrated approach, where both systems complement each other to achieve 

the SDGs. 

 

The Banking Models: Interest Vs. Profit-Sharing  
The second article explores the conceptual and legal differences between interest (riba) in 

conventional banking and profit-sharing (Mudarabah) in Islamic banking from a fiqh (Islamic 

jurisprudence) perspective. It is also noted that bank interest is widely condemned in Islamic law 

as usury, violating the principles of fairness and economic justice. Conventional banks profit by 

lending at interest, which transfers risk to the borrower and can lead to exploitation. 
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In contrast, Islamic banksbanks operate on profit–and–lossprofit–and–loss sharing contracts, such 

as Mudarabah and Musharakah, where both parties share in the outcome. It fosters a partnership-

based system, grounded in transparency, mutual risk sharing, and ethical accountability. The 

review confirms that the Mudarabah model aligns closely with Islamic values, offering a more just 

and equitable alternative to interest-based finance.  

 

The Financial Performance: Islamic vs. Conventional Bank  
There is another central area of analysis, the financial performance comparison of Islamic Banks 

(IBs) and conventional banks (CBs) in Pakistan between 2008 and 2019. This study employs 

Financial Ratio Analysis (FRA) to evaluate the performance of five Islamic banks and five 

traditional banks with Islamic windows.   

The key Findings include: 

 Islamic banks are better capitalized, less risky, and possess higher liquidity.  

 The Conventional banks are demonstrating higher profitability, as reflected in superior Return 

on Assets (ROA) and Return on Equity (ROE).  

The paper concludes that Islamic banks offer a more stable and ethical model. However, they lag 

in profitability due to a limited market share, fewer investment products, and higher compliance 

costs.  The study recommends expanding Islamic banking through regulatory support, branch 

expansion, and public awareness campaigns to enhance financial literacy.      

 

The Microfinance and Poverty Alleviation  
Now we can discuss the fourth source, which reviews the impact of Islamic and conventional 

microfinance in addressing poverty in emerging economies, particularly in Pakistan.  Traditional 

microfinance has contributed to financial inclusion and the development of small enterprises; 

however, it has also been criticised for charging higher interest rates and creating cycles of 

indebtedness.   

Islamic microfinance uses instruments like Qard al-Hassan (benevolent loan), Zakat, and Waqf, 

offering Shariah-compliant, interest-free alternatives that promote risk-sharing, social 

responsibility, and long-term empowerment.  These findings suggest that Islamic microfinance has 

a more significant impact among ultra-poor populations and aligns better with the SDGs. However, 

its expansion is hindered by weak infrastructure and regulatory barriers.  

 

The Ethical Foundation and Systematic Design  
At last, a theoretical review highlights the ethical and philosophical foundations of Islamic finance. 

They are rooted in the Qur’an, and the system prioritizes social equity, justice, and environmental 

stewardship. Islamic finance avoids speculative activities, promotes risk-sharing, and incorporates 

ethical considerations into its accounting practices.  

While both systems face systemic risks, Islamic finance’s moral architecture provides a built-in 

check against unproductive speculation and economic exploitation. The study argues for a 

boarder’s adoption of these principles in conventional finance to address growing concerns around 

social injustice, environmental degradation, and corporate misconduct.  
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Table 1: Summary of Literature Insight 

Domain  Islamic System  Conventional System  

The Economic growth  It focus on equity, ZISWAF, 

inclusive growth  

Capital accumulation, high GDP 

and inequality  

The Banking Practices  Mudharabah is risk-sharing, 

ethical finance  

Interest-based and Profit-driven  

The Financial 

Performance  

Its Stable, ethical and lower 

profitability  

High Profitability and higher risk 

The Microfinance  Interest-free, risk-sharing, and 

targets ultra-poor  

It Scalable, but create debt cycles  

The Ethics and 

philosophy  

Justice, transparency, and 

environmental concern 

Shareholder returns and minimal 

ethical limits  

 

Methodology  
This research adopts a qualitative and descriptive-analytical approach based on a secondary data 

and obtained from five academic sources that explore that the comparative dynamics of Islamic 

and conventional financial in economic systems. The methodology involves thematic synthesis, 

comparative, evaluation. and narrative integration of Key findings from the following are: 

1. The Economic growth in Indonesia using Islamic and conventional framework  

2. A Legal and theological perspectives on bank interest versus Islamic profit-sharing  

3. The Financial ratio analysis of Islamic and conventional bank in Pakistan   

4. A Comparative impact of conventional and Islamic microfinance on poverty alleviation  

5. The Philosophical foundation of Islamic finance in contrast with conventional capitalism  

The research process includes the following steps: 

 

Literature Selection  

In literature review we can see that sources were selected based on relevance, academic credibility, 

diversity of geographical focus (Indonesia and Pakistan), and their contribution to the broader   of 

discourse on Islamic finance. All these abstract analyzed were peer-reviewed and represent 

empirical, conceptual, or theoretical.  

 

Analytical Framework 

The analysis is structured around five key themes:  

 The Economic and social impact  

 An Institutional structure and operation  

 A Legal and ethical underpinning 

 The Financial performance and stability  

 The Inclusiveness and sustainability    

Each theme is evaluated with comparatively, highlighting point of convergence and the divergence 

between Islamic and Conventional approaches. This approach enables a holistic and understanding 

of how each system performs not only financially but also socially and ethically.  

 

Comparative Evaluation Criteria  

The paper uses the following criteria to conduct comparisons:  
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Table 2: Comparative Evaluation Criteria 

Criterion  Indicator Example  

The Economic Outcomes  GDP growth, financial inclusion and poverty levels  

The Ethical Compliance  Adherence to Shariah principle and justice, transparency  

Risk Profile  Leverage, default rates and financial crisis resilience  

The Operational Models  Interest Vs. Profit-sharing and asset backing  

Regulatory Challenges  Infrastructure literacy and legal compatibility  

The Social Impact  Support for SDGs, inclusion off marginalized groups  

 

Limitations  

Now can discuss that while the research integrates diverse perspectives, there are some limitations:  

 The analysis is based solely on articles abstracts and summaries, not full data sets. 

 Some empirical studies are context-specific (e.g Pakistan or Indonesia) and limiting 

generalizability  

 Financial data is not computed independently but derived from reported ratios and findings in 

the reviewed literature  

Nonetheless, the use of multiple high-quality sources and the alignment of the methodology with 

the established analytical practices ensures a robust and insightful comparatives study.  

 

Comparative Analysis  

This section presents a detailed comparison of Islamic and conventional approaches in economic, 

banking and microfinance, based on themes identifies in the literature, each subsection explore 

how the two paradigms differ in intent, structure, implementation and social economic outcomes.   

 

The Economic Growth and Development   

The Conventional Economics is emphasizing aggregate production, capital accumulation and the 

technological progress, the Key indicator such as GDP and per capital income are used to measure 

the success. The focus is on supply-side economics, fiscal expansion and market liberalization.  

However, the model has been criticized for the point discuss given below:  

 Widening wealth gaps 

 Marginalizing rural or low-income communities  

 Overlook environmental and ethical costs   

In Islamic Economics, in contrast, prioritizes equity, justice and redistribution through instrument 

like Zakat, Waqf and Sadaqah. These tools are redistributing wealth and promote social inclusion, 

helping align growth with the sustainable developmental Goals (SDGs). 

The Indonesian case study shows that while the conventional models have been accelerated GDP 

growth, Islamic system have contributed more tangible to poverty alleviation and a social welfare. 

An integrated framework that leverages both froth efficiency (from conventional economics) and 

equity (from Islamic economics) could foster inclusive and sustainable development.  

 

The Banking Operation: Interest Vs. Profit-Sharing 

In conventional banking, interest (riba) is the cornerstone. Loans are issued based on 

creditworthiness, and return are guaranteed regardless of project success. This creates different 

things discuss given below:  

 The Predictable return for banks 
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 A Risk concentration on borrowers  

 Possibilities for a debt traps 

From an Islamic perspective, the interest is forbidden as it violates the principles of mutual risk 

and reward and Islamic banking are uses profit and loss sharing models discuss given below:   

 Mudharabah (Profit-sharing) 

 Musharakah (Joint venture) 

 Ijarah (leasing) 

These contracts are ensuring shared risk between lender and borrower, to promoting ethical 

financing and a transparency. The literature confirms that mudharabah aligns with Islamic legal 

traditions and to avoid exploitation and fulfilling the Quranic mandate for fairness.  

The community perception also favors the Islamic banking as more just, especially where during 

economic downturns, while CBs remain dominant in profitability and scalability.  

 

The Microfinance and Poverty Reduction 

The Conventional Microfinance has had, measureable impact in developing small enterprises 

particularly among women and rural enterprises, however, its reliance on high interest rates has 

also led to:   

 Over-indebtedness  

 The Exploitative collection practices  

 A High dropout rates  

The Islamic Microfinance provide interest-free loans (Qard al-Hasan) and a socially motivated 

instrument such as Zakat and Waqf. These tools aim to promote different things discuss as under:  

 Build asset for the poor  

 Empower ultra-poor population  

 Foster long-term development over short-term gains  

In Pakistan, Islamic microfinance has shown greater penetration among the most vulnerable 

communities. However, it faces challenges discuss given below that is:  

 The Weak institutional infrastructure  

 A Limited regulatory support  

 Lack of investor incentive  

Integration Islamic values into conventional microfinance can help to address these shortcomings 

and build a, more inclusive and ethical microfinance model.    

 

The Ethical and Philosophical Foundation  

The ethical divergence between Islamic ad conventional finance is one of the most profound and 

its define in both system discuss is as under:  

 Convectional Finance: It is focus on maximizing shareholder wealth and views ethical 

constrains as secondary, often requiring external to ensure accountability.   

 Islamic Finance: It is intrinsically ethical, with the prohibitions and against the following point 

which is written given below: 

 Riba (Interet)  

 Gharar (excessive uncertainty)  

 Maysir (gambling / speculation) 

 Unlawful investment (e.g alcohol, tobacco, arms) 
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The Islamic finance promotes justice, transparency, environmental responsibility, and risk –

sharing. It recognizes money not as a commodity but as a medium of exchange-thus discouraging 

unproductive accumulation.   

In an age of increasing focus on ESG (Environmental, Social and Governance) criteria, Islamic 

finance offers a value-aligned model that integrate these principles at its core.  

 

Table 3: Summary Table Thematic Comparison 

Dimension  Islamic System  Conventional System  

The Economic MODEL  Inclusive and redistributive 

focused  

Growth-centric and capital 

accumulation  

The Banking Model  Profit-sharing and ethical 

lending  

Interest-based and profit-

maximizing   

The Financial Performance  Stable, ethical and loss 

profitable  

Profitable and risk-prone  

The Microfinance  Interest-free and socially 

driven  

scalable, but risk of over-

indebtedness  

The Ethical Framework  Justice, Equity and risk-

sharing  

Shareholder value and market 

efficiency  

 

Discussion  
The comparative analysis of Islamic and conventional economic, banking, and microfinance 

systems reveals deep-rooted philosophical and structural differences. These differences have had 

significant practical implications for economic resilience, ethical governance, financial inclusion, 

and poverty alleviation, particularly in developing nations such as Indonesia and Pakistan. This 

section also synthesises those implications, addressing how each system can contribute to broader 

economic and social goals.   

 

The Economic Justice and Social Inclusion  
A central advantage of Islamic economics lies in its built-in mechanism for social welfare and 

redistribution. Such as Zakat and Waqf (Dafterdar, 2015). These instruments can direct wealth 

towards people with low incomes, and fulfil Islamic obligations while addressing systemic 

inequalities. In contrast, conventional economics prioritises GDP growth and capital productivity, 

often at the cost of raising inequality as seen in many emerging and developed economies 

(Kamarudin, 2021; Khalidin, 2024).   

The Indonesian case demonstrates that an integrated approach, blending the efficiency of 

conventional models with the equity-driven goals of Islamic finance, can offer a balanced path 

toward inclusive and sustainable development. This supports the claim that development policies 

must go beyond metrics like GDP to consider ethical and human development indicators.  

 

The Financial Performance Vs. Resilience  
From a banking perspective, conventional banks remain more profitable; however, Islamic banks 

exhibit greater financial stability and resilience, especially during times of crisis (Omri, 2022). 

This was evident in global financial crises, where interest-based institutions suffered severe losses 

due to over-leveraging, while Islamic banks grounded in asset-backed and profit-sharing models 

were relatively insulated.  
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The resilience is not just due to Sharaih Compliance, but also to a fundamental shift in risk 

allocation, as it transfers risk to both parties (lenders and borrowers). Islamic banks create a more 

just and sustainable financial ecosystem. However, their lower profit margins and slower growth 

suggest the need for further innovation and regulatory support to scale effectively (Alhammadi, 

2024; Iqbal & Kassim, 2024).  

 

The Legal and Cultural Compatibility  
Islamic finance is not merely a technical alternative but also a value-based system rooted in culture 

and religious law (Tok & Yesuf, 2022). This creates both advantages and limitations. In Muslim-

majority countries, Shariah-based finance also enjoys legitimacy and trust. However, also face 

challenges which are discussed as follows: 

 To Standardise Shariah Interpretations  

 Aligning with global financial laws 

 To educate stakeholders on Islamic finance instruments  

In legal dualism, where both systems operate under separate regulatory frameworks, this can create 

confusion, inefficiencies, and competitive disadvantages for an Islamic institution. Therefore, the 

integration of Islamic legal concepts with modern commercial law, as well as mutual recognition 

between regulators, is essential for a more harmonised financial environment (Kazi, 2020). 

 

Ethics in Finance and ESG Compatibility   
As global attention shifts towards ethical, socially responsible and sustainable investing, Islamic 

finance is uniquely positioned to lead, and its ethical constraints also align naturally with ESG 

goals (Khaliq, 2025; Putra et al., 2022), that is, including:  

 The Prohibition of investment in harmful industries  

 To promote transparency and accountability 

 To ensure fair risk distribution and environmental responsibility  

However, ESG and Islamic finance are not identical; ESG is legally market-driven and often lacks 

enforceability (Nasution et al., 2022). In contrast, Islamic finance mandates companies to adhere 

to divine law, making it an ethical requirement and more comprehensive and compulsory (Habib, 

2023).  

This presents an opportunity: Islamic finance could set the gold standard for ethical finance, 

integrating an ESG framework with religious accountability and social obligation.  

 

Innovation and Technological Integration  
One of the significant constraints facing Islamic finance and microfinance is technological lag and 

limited innovation (Rabbani, 2022). While conventional fintech has rapidly expanded lending, 

saving and wealth management platforms, Islamic fintech (or “Shariah-compliant fintech”) 

remains underdeveloped (Alshater et al., 2022).  

To scale effectively and reach the underbanked population, Islamic financial institutions must: 

 Embrace digital transformation  

 Develop Shariah-compliant smart contracts 

 Integrated Blockchain in Zakat and Waqf management  

 Offer a mobile-based Islamic microfinance platform 

Islamic microfinance, in particular, can benefit from digital waqf and micro-saving schemes, 

which could enhance transparency, accessibility, and efficiency (Masyita, 2012).  
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Policy Implication 
Policymakers in countries with a dual financial system should consider the following points 

discussed as follows:  

 

The Regulatory Harmonisation  
 To establish national Shariah boards to ensure consistent fatwa interpretations.  

 Integrated Islamic financial instruments into the national development plans.  

The Financial Literacy Campaigns 
 To educate the public on the difference between interest-based lending and Islamic contracts.  

 To promote awareness of ZISWAF, Qard al Hasan and the ethical investment opportunities. 

 

Support of Islamic Microfinance  
 To offer tax incentives for Islamic social enterprises.  

 To encourage private-public partnerships to fund infrastructure for Islamic microfinance.  

 

Monitoring and Evaluation  
 To develop new metrics to evaluate not only financial returns but also social impact (e.g 

inclusion, equity and justice) 

 

Cross-sector integration  
 To use Islamic finance to fund sectors like health, education and green infrastructure through 

social Sukuk and impact Waqf models.  

 

Toward a Hybrid Model 
Rather than viewing Islamic and conventional systems as mutually exclusive, a hybrid financial 

model could harness the strengths of both (Benyamina, 2024). This would include the following 

important points discussed below:  

 The efficiency, liquidity and scale of the conventional system  

 The ethics, inclusion and stability of the Islamic system  

Such integration can foster holistic financial reform capable of addressing contemporary crises of 

inequality, climate change and unsustainable debt. Countries like Indonesia and Pakistan are 

uniquely positioned to pilot such a hybrid system due to their existing dual-banking environments 

and growing Islamic finance sectors (Bukhari, 2020; Zulkhibri, 2017).   

 

Conclusion  
This research paper has examined the comparative dimensions of Islamic and conventional 

systems in economics, banking, and microfinance through a synthesis of five scholarly sources 

spanning diverse geographical and thematic contexts. The study explored critical issues, including 

economic growth dynamics, legal distinctions between interest and profit-sharing, financial 

performance, ethical foundations, and poverty alleviation tools.   

The findings reveal a clear philosophical and structural decision between the two paradigms, which 

is discussed below:  

 The Conventional System: It is driven by interest, efficiency, and capital maximisation, which 

has historically led to financial innovation and profitability. They offer speed, scalability, and 

deep capital markets, but are prone to crises, moral hazards, and social inequality. 
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 The Islamic System: In contrast, the Islamic system offers a more value-based, equitable, and 

inclusive approach, anchored in Shariah principles. Although slower growth and lower 

profitability, the emphasis is on fairness, financial justice, and social welfare through 

instruments like mudharabah, zakat, waqf, and qard al-hasan. 

The economic performance of Islamic banks and microfinance institutions shows greater resilience 

during periods of crisis, such as the global financial crisis and the COVID-19 pandemic. Their 

reliance on asset-backed finance and avoidance of interest-driven speculation has made them safer, 

more transparent, and aligned with sustainable development objectives.    

Despite their potential, the Islamic financial system faces challenges, including limited regulatory 

infrastructure, inconsistent Shariah interpretations, lower public financial literacy, and 

underinvestment in digital innovation. In contrast, conventional systems benefit from institutional 

maturity and established norms but face ethical scrutiny, social backlash, growing inequality, and 

environmental concerns  

 

Recommendation  
In light of these findings, several recommendations are suggested, which are discussed below: 

 

To Promote a Hybrid Financial System  
In countries like Pakistan and Indonesia, it is essential to explore a policy framework that integrates 

the strengths of both models, ensuring efficiency and profitability while embedding justice, ethics, 

and inclusion at the core.  

 

To Develop an Inclusive Regulatory Framework  
Regulators must harmonise legal and Shariah requirements, support the standardisation of Islamic 

contracts, and create a dedicated platform for Islamic financial product innovation. 

 

To Strengthen Islamic Financial Literacy  
Government and financial institutions must invest in massive awareness and education or training 

campaigns to familiarise citizens with the principles and benefits of Islamic finance.   

 

To Leverage Islamic Finance for SDGs 
Islamic Finance tools should be strategically aligned with the SDGs, especially in areas such as 

poverty alleviation, gender equality, education, and climate action. Instruments like social sukuk 

and impact waqf should be scaled up.  

 

To Encourage Technological Innovation in Islamic Finance  
Fintech, blockchain, and mobile banking solutions should be adapted for Islamic finance 

applications to reach underserved populations and improve transparency.  

 

Final Reflection 
The Islamic and conventional systems need not exist in opposition to each other. In a world 

confronting inequality, environmental degradation, and moral crises in finance, a reimagined 

financial ecosystem rooted in both ethical imperatives and financial pragmatism is urgently 

required. 

Islamic finance, with its moral compass and focus on human well-being, offers a compelling vision 

for a more balanced, resilient and socially responsible financial future. When paired with the 
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institutional strength and innovation of the conventional system, it holds transformative potential 

to redefine finance for the common good.  
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