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ABSTRACT

The aim of this study is to examine the jurisprudential and legal foundations of the profit determination model in the
Islamic banking system. This research has been conducted using a descriptive-analytical method, and the data
collection technique employed is document-library based, relying on credible books, articles, websites, and
academic portals. The findings of the study indicate that the issue of bank interest is among the newly emerged
jurisprudential topics that, with the emergence of the modern global banking system, has become one of the main
challenges for Islamic, interest-free banking. A group of Shi'a jurists believe that charging and paying interest on
bank loans constitutes usurious lending (riba al-qard) and is therefore prohibited. However, some jurists, by altering
certain conditions, have deemed such interest permissible. Additionally, another group of jurists and legal scholars
argue that bank interest is distinct from riba, and in their writings, they have presented arguments based on historical
narratives or epistemological reasoning to support this distinction. Ultimately, this study concludes that a banking
system based on a profit model linked to capital productivity is more successful in achieving the goals of both the
real and monetary sectors of the economy. It is also better able to meet the needs of depositors, borrowers, and
banks. The profit model based on capital productivity is thus considered a desirable model, and the necessary
foundations for its implementation should be established.
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The jurisprudential and legal debate

surrounding the profit determination model in
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which the prohibition of riba has been a
foundational precept of Islamic finance, yet
the practical requirements of modern banking

have challenged traditional interpretations.
From the earliest Islamic era, scholars agreed
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that interest, in all its forms, constituted riba;
however, the penetration of Western banking
models into Muslim economies introduced a
structural  reliance on interest-based
instruments, leading some modern jurists and
economists to re-evaluate the applicability of
classical prohibitions in contemporary
contexts (Chopra, 2006). This re-evaluation
has produced divergent positions: some
scholars maintain that bank interest,
especially in loan contracts (qard), is
unequivocally riba and therefore
impermissible (Torabi & Torabi, 2017), while
others have sought to distinguish between
forms of interest, arguing for the permissibility
of interest in certain contractual or
institutional = arrangements, such as
differentiating between consumption and
production loans (Ahmadi, 2018) or permitting
returns derived through non-loan Shari‘ah
contracts. Yet these justificatory frameworks,
as critiqued by leading Islamic finance
scholars, often falter under close examination
of Qur’anic injunctions, prophetic traditions,
and historical precedent (Mousavian et al.,
2016). In parallel, economic theorists have
attempted to legitimize interest on pragmatic
grounds—such as  compensation  for
inflationary depreciation, opportunity cost, or
time preference—but these arguments also
face significant jurisprudential objections
(Davoudi, 1995; Golpayegani, 2002). Against
this backdrop, the search for a profit
determination model in Islamic banking that
both adheres to Shari‘ah principles and serves
macroeconomic objectives remains a central
concern of policymakers, jurists, and financial
practitioners.

The conceptualisation of profit (ribh) in
Islamic jurisprudence is distinct from interest,
as it refers to lawful gains derived from
productive, risk-sharing economic activity
rather than guaranteed returns on loans
(Farhang, 2005; Ibn Manzur, 1987; Karaki,
1983). The core challenge in designing a profit

determination model lies in aligning the
interests of depositors, borrowers, and banks
without contravening the prohibition of riba
while ensuring economic efficiency. In
conventional banking, interest rates are
largely determined by the aggregate supply
and demand for money and serve as the basis
for calculating returns to depositors and the
cost of borrowing. In contrast, Islamic banking
must derive such rates from permissible
contractual structures—modes such as
mudarabah, musharakah, ijarah, or
murabahah—which naturally link returns to
the performance of underlying assets or
ventures (Haji Hashemi Varnosfaderani &
Tohidi, 2023; Ibrahimi, 2013). This necessitates
a departure from fixed, predetermined interest
rates toward a framework in which profits are
tied to capital productivity, thus embedding
risk-sharing and value creation into the
financial system (Arghandeh et al., 2022;
Shabani, 2013). Pioneering theorists like
Muhammad Bagqir al-Sadr conceptualised two
models—“Islamic banking” and “interest-free
banking”—to operationalise this shift (Sadr,
1982, 2004), proposing that banks act as
investment intermediaries who channel funds
into socially beneficial and economically viable
projects, remunerating depositors from actual
profits rather than guaranteed interest (Zia al-
Din, 1989). The practical implementation of
such models, however, depends on robust
legal frameworks, efficient institutional
governance, and the capacity to assess and
monitor project returns, all of which influence
the feasibility of different profit determination
approaches.

At the macroeconomic level, the profit
determination model selected within the
Islamic banking system must be evaluated in
light of its contribution to both the real and
monetary sectors of the economy (Paul, 1964).
In the real sector, the system should facilitate
the creation and growth of productive
enterprises capable of delivering goods and



services at competitive quality and prices,
generating employment, and ensuring
equitable income distribution (Alinaghi
Langari, 2015; Anderson et al., 1994; Kotler,
2009). The chosen model must incentivise
banks to finance projects with high capital
productivity, thereby enhancing output,
stimulating economic diversification, and
supporting fiscal revenues through increased
taxable activities. From a systems perspective,
the banking sector is embedded within
broader economic structures and must align
its processes with the objectives of upstream
(macroeconomic policy) and downstream
(enterprise and household) systems. This
implies that the evaluation of profit models
requires an integrated assessment of their
impacts on capital allocation efficiency,
sectoral balance, and long-term growth
sustainability. By contrast, a model overly
fixated on nominal returns detached from real
productivity risks undermining both economic
stability and distributive justice.

In the monetary and financial sector, the
primary objectives include maintaining price
stability, preserving the value of money,
facilitating efficient savings mobilisation, and
providing accessible financing to productive
users (Bayzai, 1994, 2006; Feyouzi & Rais Dana,
1989; Ghaninezhad, 1997; Hoggson, 1926). A
profit model based on capital productivity can
contribute to these aims by creating self-
adjusting mechanisms that balance supply and
demand across product markets. In
inflationary conditions, the link between
deposit returns and project profitability
encourages higher savings rates, reducing
excess consumption and increasing the funds
available = for  productive  investment.
Conversely, during recessions, lower project
returns naturally depress deposit yields,
incentivising greater consumption and
stimulating aggregate demand. This counter-
cyclical behaviour contrasts sharply with
fixed-interest systems, where deposit rates

adjust  sluggishly, often exacerbating
inflationary or recessionary pressures
(Alinaghi Langari, 2015). Moreover, by

prioritising the financing of high-return
projects—often associated with products in
high demand—such a model can help
moderate price spikes through increased
supply, thereby aligning profitability
incentives with price stabilisation objectives.
The capacity of the profit determination model
to support financial stability, reduce systemic
risk, and maintain depositor confidence is
therefore a critical dimension of its overall
desirability.

When comparing the two principal models—
profit determination based on money-value
and risk premiums  versus  profit
determination based on capital productivity—
the evidence suggests that the latter is superior
in fulfilling the objectives of both the real and
monetary sectors. A capital-productivity
model promotes more efficient project
selection, fosters transparency in taxation and

corporate  reporting, reduces systemic
vulnerabilities, and distributes returns more
equitably among stakeholders (Alinaghi

Langari, 2015). It also aligns more closely with
Shari‘ah requirements by avoiding fixed,
predetermined returns detached from actual
economic activity, thereby reducing the risk of
riba contamination. Additionally, such a
model addresses operational challenges faced
by both depositors and borrowers: depositors
benefit from returns that more accurately
reflect prevailing economic conditions, while
borrowers face repayment schedules that are
better aligned with project cash flows,
lowering default risks. Banks, in turn, can
enhance profitability through improved asset
quality and reduced non-performing loans,
strengthening their competitive position
within the financial system. By contrast, the
money-value and risk-premium model tends
to maintain rigid return structures, weakening
the transmission of economic signals to
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investment decisions and impairing the
system’s adaptability to macroeconomic
fluctuations.

In conclusion, the research underscores that a
profit determination model anchored in
capital productivity offers distinct advantages
over interest-based or quasi-interest models in
Islamic banking. It is more capable of
achieving the integrated objectives of
economic  growth, monetary stability,
distributive justice, and Shari‘ah compliance.
By directly linking financial returns to real
economic performance, it harmonises the
incentives of depositors, banks, and
borrowers, while fostering resilience against
inflationary and recessionary shocks. Its
adoption, however, requires the establishment
of supportive legal and institutional
frameworks, the development of advanced risk
assessment methodologies, and the cultivation
of market discipline among financial
institutions and clients. As Islamic banking
systems continue to evolve in response to
global economic changes and the enduring
imperative of riba prohibition, the capital
productivity-based  profit  determination
model stands out as a robust and principled
foundation for sustainable, equitable, and
Shari‘ah-compliant financial intermediation.
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