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Abstract

This research paper presents a critical examination of the legal and Shari‘ah evolution of
Islamic banking in Pakistan, with a focus on the process of incorporating Islamic provisions
within the existing conventional banking regulatory framework. Adopting a qualitative
research methodology grounded in Legal Doctrinal Theory. The primary data is collected
through semi-structured interviews’ questions through focus group discussions (FGDs). The
total number of FGDs conducted is 9 that contain 8 academicians, 5 judicial officers, 3 from
Council of Islamic Ideology, 5 legal practitioners, 4 Shariah Academy Islamabad and 3
respondents one each from legislation, money Bill Drafting Department of the National
Assembly and Deputy Secretary Finance from the Finance Division. Interviews were
transcribed manually and then through Virginia Braun and Vitoria Clark’s thematic
methodology were analyzed. For statistical analysis Google Studio, Claud and Google Gemini
pro were used. The study conducts a systematic analysis of the legal texts, judicial precedents,
and regulatory frameworks — in particular the Banking Companies (Amendment) Act 2024
and the Banking Companies Ordinance (BCO) 1962. The paper raises fundamental questions
about the legal validity of the said Amendment Act. A central concern is that while the Federal
Shariat Court (FSC), in its landmark judgment on the Prohibition of Riba (2022), directed the
complete elimination of Riba from Pakistan's economic system, the Amendment Act — by
inserting Part-1IA and and repeated reaffirmation of Section 7 of the BCO — has granted
Islamic banking only a nominal and structurally constrained space within an interest-based
statutory framework. This legislative development has, in effect, provided renewed legal
legitimacy to the existing interest-based banking system. The FSC's judgment had closed the
door on the legal validity of the interest-based banking system beyond 2028, yet the Amendment
Act has breathed new life into it. The FSC had also effectively suspended the operation of
Sections 7 and 9 of the BCO, yet through this Amendment Act, these provisions have been given
formal legislative endorsement. Moreover, the Amendment Act is also in conflict with Articles
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38(1), 2, 226, and 229 of the Constitution of Pakistan, which mandate the elimination of laws
repugnant to Islam and the establishment of an interest-free Islamic economic system. The
paper addresses a significant research gap in the existing literature, where the structural
incompatibility arising from grafting Shari ‘ah provisions onto a conventional legal base —
and the absence of a constitutional and legal mandate for the State Bank's key Shari‘ah
regulatory institutions — is typically overlooked. The findings reveal that, notwithstanding
recent amendments such as the omission of Section 25AA, the addition of Part-1I14, and the
exemptions provided under Section 264, the fundamental legal structure remains anchored in
conventional financial logic, giving rise to a fragmented and dualistic financial system.
Furthermore, key State Bank institutions — the Islamic Banking Department (IBD) and the
Shari‘ah Advisory Committee (SAC) — continue to operate without an explicit constitutional
or legal mandate, rendering them legally ultra vires and structurally vulnerable. This academic
and structural discord constitutes a major impediment to meeting the FSC's 2027 deadline for
a fully interest-free economy. The paper concludes that piecemeal amendments have failed to
achieve the genuine objectives of Shari‘ah, and that a truly Islamized economy demands a
comprehensive and systemic procedural and legal transformation.
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