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ABSTRACT

This study examines the developmental role of Islamic banking in
achieving a balance between economic growth and social welfare through Shariah-
compliant financial practices that prohibit usury (riba) and encourage productive
investment. The research highlights a major challenge facing Islamic banks,
namely the dominance of debt-based financing contracts, particularly Murabaha,
over genuine partnership-based investment models, in addition to legislative
shortcomings and the lack of specialized judicial references for Islamic financial
disputes. These challenges have, in some cases, led to Islamic financial contracts
being treated similarly to conventional commercial loans. The study analyzes the
Bahraini experience in Islamic banking, focusing on the role of the Central Bank
of Bahrain in strengthening governance and enforcing Shariah supervision, and
compares it with the Malaysian experience, which has established an effective
legal and regulatory framework for Islamic financial products through specialized
legislation that provides legal and tax protection while preventing double taxation.
The study concludes that enhancing the effectiveness of Islamic banking requires
addressing legislative gaps through the adoption of AAOIFI standards as a binding
judicial reference, activating Shariah arbitration mechanisms, and developing
qualified human resources trained in the principles of Islamic economics. The
research emphasizes the importance of transitioning from debt-based financing
toward partnership-based investment models that fulfill the objectives of Shariah
in promoting wealth circulation, sustainable development, and social justice.
Keywords: The Bahraini Experience, The Malaysian Experience, Debt-based
Financing, Islamic Financial Legislation, Equity-based Financing.
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