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Abstract 

The expansion of the Islamic banking worldwide is one of the most noticeable financial 

events through the last three decades. In order to achieve the predicted success for it, 

Islamic banking needs to stay innovative to reach a higher market share of the financial 

industry in the world. Islamic credit card as a new innovative offered by many Islamic 

banks as well as dual banks (conventional/Islamic), is surrounded by a huge debate 

because of several reasons. One of these reasons is the mechanism of Islamic credit card 

that differs from a bank to another and from a country to another, however, all the 

underlying contracts that support Islamic credit card are being criticized, where the call of 

a new mechanism is raised. This research is exploring the feasibility of creating a new 

mechanism for Islamic credit card based on qard hasan contract applies through the 

crowdfunding platform, particularly peer to peer lending platform, after examining 

tawarruq as one of the most used mechanisms of Islamic credit card. Following a 

qualitative methodology applied by conducting twelve semi-structured qualitative 

interviews, selected based on specific criteria, targeting Shariah scholars working in 

banks and bankers involve in product development process. The main results of the 

research; there is a misapplication of the Islamic finance, most participants are against the 

use of tawarruq for Islamic credit card, there is a need to create a new mechanism. 

Finally, there is a possibility of linking Islamic credit card to crowdfunding platforms, 

with the existence of some conditions.  

 

 

 

Keywords: Islamic Credit Card, Tawarruq, Qard hasan, Crowdfunding, Peer to Peer 

lending  
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1.Introduction 

1.1 Background of Islamic Credit Card  

 In respect to the definition of Islamic Finance as an alternative method of 

financing that is based on ethical and socially responsible values, and guarantees fair 

distribution of benefits and responsibilities between all the parties involved in the 

financial transaction (Alonso, 2015). There are several challenges face Islamic Finance. 

One of the challenges that threaten Islamic finance industry, its credibility in determining 

how Islamic are their products. Another challenge, is the low level of regulation, 

adherence to the standards, and penalties for noncompliance (Khan, 2009). The industry 

is following the approach of structuring an Islamic version of each product offered by the 

conventional counterpart. Developing banking and financing products such as Islamic 

credit card raise the difference between the beliefs that the industry is promoting for and 

the practices that it is applying. Islamic finance in general cannot be assessed based on 

the foundation of Shariah compliance, there are other parameters must be used in order to 

determine how Islamic are the Islamic product such as Islamic credit card (Farooq and El 

Ghattis, 2015). Taking into consideration that structuring Islamic credit card in an 

interest-free environment is not an easy mission, even though there are some Islamic 

financial institutions develop and issue Islamic credit card.  Where the most common 

mechanism for Islamic card holder is based on Tawarruq or Bai al inah, the different 

between both depends on the number of parties involve in the transaction. There are other 

mechanisms used for Islamic credit card such as Ujrah. Each of these underlying 

contracts has its own Shariah issues. Taking into account that the main concern with the 
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usage of credit card is the case where the card holder is not able to pay off the debt in his 

outstanding balance before the interest becomes due (Bakhshi, 2006).  

     All the criticism the Islamic credit card faces raised the need to create a new 

mechanism of Islamic credit card. The need for a new coincided in time with the bad 

economic condition that financial world went through. Bad economic conditions are good 

for new innovative ideas to create, and they are a good environment for improving social 

and community responsibilities. Therefore, Islamic finance needs to fill the gap of where 

conventional finance failed to fill by redefine banking as a partnership where controlling 

risk, monitoring and tying communities are very important. 

     The latest credit crisis is the reason behind the establishment of most of the 

crowdfunding platforms in Europe, because banks started to put more restrictions on 

lending. Crowdfunding born in the UK and it is a type of crowdsourcing and similar to 

resource pooling. The crowd participates by their money, knowledge, and/or experience. 

Borrowers prefer crowdfunding platforms because they offer lower interest rate than 

large bank and credit cards, on the other hand, lenders also prefer these platforms since 

they provide them with higher interest rate than banks deposit (Alonso, 2015). 

Crowdfunding is a new phenomenon that it is growing rapidly recently. Therefore, 

conventional banking system should be smart to catch up with this lending mechanism 

where can adopt crowdfunding platform into their internal system and services by 

maintaining a strong relationship with small creditors, small clients, and small local 

entrepreneurs (Hollas, 2013).     

     The characteristics of the crowdfunding play a significant role in its success.  

These characteristics are; low operating cost, (minimal) regulation restriction, and 
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advanced technology for mobile application, which gives the opportunities for borrowers 

to have easier access to credit and full fill the need for lender who seek great yield 

(Stanley, 2015) 

     There are four types of crowdfunding; donation based crowdfunding, reward 

based crowdfunding equity crowdfunding, and lending/ debt crowdfunding. This research 

focuses on lending crowdfunding It is also known as Peer-to-Peer (P2P) lending and it 

defines as “online platforms where borrowers place requests for loans online and private 

lenders bid to fund these” (Klafft 2008). Since it considers as an alternative source of 

capital. The research will study the possibility of linking P2P lending platform to Islamic 

credit card, taking into consideration that recently there are few Islamic P2P platforms 

established among different Islamic countries.  

1.2 Research Purpose 

 There are many types of research conducted analyzing the underlying contract 

that is being used for Islamic credit card, addressing the weaknesses and Shariah 

concerns related to it. Whereas, there is very limited research which explore new 

mechanisms for Islamic credit card. At the same time, crowdfunding is achieving a 

notable success, as an alternative method of finance. Where there are many research 

papers on crowdfunding, there is no research paper examine the possibility of linking 

Islamic credit card as a tool of finance with the model of crowdfunding. Therefore, the 

purpose of this is study is to explore the possibility of linking Islamic credit card to peer 

to peer lending platform which is a type of crowdfunding. 
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1.3 Research Questions 

 The research uses a general focus research questions as a base for more specific 

research objectives. 

•    Is tawarruq the most suitable mechanism for Islamic credit card?   

•    Can Islamic peer to peer lending platforms be used for Islamic credit card? 

1.4 Research Objectives  

 The research tests the possibility of linking the Islamic credit card with 

crowdfunding as a lending model, taking advantage of the advanced technology available 

in these days in the shape of online platform known as peer to peer lending. 

•    To examine one of the current model used for Islamic credit card 

•    To explore the feasibility of having Islamic credit card based on Islamic 

crowdfunding that uses qard hasan   

1.5 Research Significance 

 This research is important as it is the first research attempting to explore the link 

between Islamic credit card and crowdfunding platform, by exploring the possibility of 

creating a new mechanism of Islamic credit card based on qard hasan applied through 

peer to peer lending platform. In addition to the attempt to involve one of the eight 

segments of the zakat which is for debt defaulter (Al Ghareem) as a risk mitigation tool 

for default risk. 
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1.6 Thesis Structure  

 This research is divided into five chapters. The first chapter gives a brief of the 

background of Islamic credit card, the research question and objectives, in addition to the 

research purpose and significant. Chapter two is the literature review, consists of two 

main parts; Islamic credit card and crowdfunding. Followed by chapter three that 

explains the methodology in details. Chapter four represents the thematic analysis, the 

main results, and the discussion of the findings. The last chapter is the conclusion, 

provides a summary of the whole research in addition to the limitations and the 

suggestions. 
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2.Literature Review 

2.1 Introduction 

  This chapter covers in details the issues that are related to the main topic which 

are Islamic credit card and crowdfunding platform. Starting with providing a background 

of Islamic credit card, leading mechanisms used for this card and the new suggested 

mechanism which is crowdfunding. Consequently, represents the benefits and the 

obstacles of using crowdfunding platforms, and finally the possibility of linking Islamic 

credit card to crowdfunding platforms. 

2.2 Islamic Credit Card System  

  Credit card usually issued by a bank that provides the cardholder the opportunity 

to purchased goods and services without immediate exchange of cash. Each cardholder 

has a credit line that indicates the specific amount of credit that can be used (Walker et 

al., 1999). Where the bank lends the cardholder the amount of money needed to be paid 

thereafter once the periodic statement is issued. There are two options for paying the 

debt, either paying the full outstanding balance, which is an interest-free period or defer 

the payment align with interest charge. One way that issuer companies used to increase 

the use of credit card is giving the cardholder the opportunity to recover a least a small 

percentage of the outstanding balance because the likelihood of recovering increase with 

increasing amount of debt (Wallerstein,1996). 

  From Shariah perspective the main concern with the usage of credit card is the 

case where the cardholder is not able to pay off the debt in his outstanding balance before 

the interest becomes due (Bakhshi, 2006). From here, the idea of developing Islamic 

credit card that is Shariah-compliant came. However, it is not easy to find a way to 
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develop Islamic credit card in an interest-free environment, we find some Islamic 

financial institutions developed and issue Islamic credit card (Khan, 2013).   

  There are different mechanisms of Islamic credit cards based on a combination of 

different underlying contracts. However, Tawarruq and Bai al inah are the most common 

mechanisms that Islamic credit card has been structured based on. Bai al inah is only 

permissible within Malaysia, whereas Tawarruq is still a debatable topic. Tawarruq 

mechanism becomes an Islamic source for liquidity by combining two separate sale 

transaction under one contract. People who are in needs of liquidity or fund will purchase 

an asset on a deferred payment basis from a seller in order to sell it back in the market to 

get cash.  From some Shariah scholars’ perspective this considers a hillah because the 

buyer does not have the intention for purchase or sale the commodity, the buyer engages 

in this transaction to get cash (Obaidullah, 2005). 

   Khan (2013) argued the only difference between interest on delayed outstanding 

balance in a conventional credit card and the fees of the Islamic credit card, that Islamic 

credit card is more expensive compared the conventional one as it contains legal charges 

for sale and purchase of the commodity in addition to the rest of charges that are required 

by conventional bank. Noting that the sale and purchase of tangible asset either in Bai al 

inah or Tawarruq is not real. Another point of concern is the credibility gap, despite the 

fact that Islamic credit card as a product has been generally approved by AAOIFI as 

stated in its Shariah Standard #2 and some Shariah scholars still there are some Shariah 

scholars who criticize Islamic credit cards. 
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2.2.1 The Need for Islamic Credit Card  

 The use of conventional credit cards was a debatable topic for Muslims, whether 

it is permissible to use these cards or no. Some Muslims were convinced that they can use 

these cards as long as they pay on time the whole outstanding balance and avoid cash 

withdrawals. For them by doing so they are not exposed to paying interest on the delayed 

amount and therefore, it is halal to use these cards since that are not exposed to riba. 

Another evidence that they relied on, that all deeds are by intention and since the 

intention of the cardholder is not to keep any outstanding balance, thus using the card is 

permissible.  On the other hand, the Muslims who were against using these cards 

(Niringjuerae, 2009). Their justification was the cardholders will commit them self to pay 

interest (riba) if they did not pay the outstanding balance in full even though they 

promised them self to control their accounts and not to keep any outstanding balance in 

their accounts. Nevertheless, it is still haram because they will be engaged in activities 

that contain riba if they are unable to pay off the debt in their outstanding balance before 

the interest becomes due, taking into account that people do not have control over their 

future circumstances. From here came the idea of developing Islamic credit card the full 

fill the need of Muslims who are against to the use of conventional one, however, the 

majority of Muslims support the first view. Taking into consideration that there are still 

some groups believe that Islamic credit card is not different than the conventional one 

(Bakhshi, 2006). 

2.2.2 Main Parties Involved in Credit Card Process  

 In the credit card process, there are at least three parties involved; the card issuing 

company, the card holder, and the seller (merchant). The relation between this parties 
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take more than one form. First, we will discuss the relationship between the issuing 

company and the card holder. This relationship takes more than one form. The card 

issuing company has more than one role; it can act as an agent (wakeel) who works as an 

agency, guarantor (kafeel) who guarantee the money will be paid back, and lender 

(muqred)who lend the money (Bakhshi, 2006). 

 By issuing the card, the role of the muqred and agent starts. It means that the card 

issuing company is promising the card holder to lend him the money when he is in need, 

however when the card holder actually use the card, the roles of the issuer as a muqred 

and wakeel come by giving the loan. And by paying the merchant or the seller the money 

on behalf of the card holder. All the components of this relationship from Shariah point 

of view are permissible, therefore, this contract is lawful (Bakhshi, 2006), (Cruickshank, 

2003).    

 The relationship between the seller and the card holder lies in transferring the card 

holder (the borrower) responsibility of paying the required amount (the debt) to a third 

party (the issuing company) once the card holder signs on the receipt of purchase. This 

transaction known as Hawala in Islamic jurisprudence. In this case, the seller will claim 

his money from the card issuing company. The contract of hawala is also acceptable in 

fiqh. 

 The relationship between the seller and the card issuing company is a debatable 

subject among Shariah scholars. Some explained this relationship as an agency, where the 

card issuing company act as an agent for the seller by doing lots of work for the benefit of 

the seller, therefore it is acceptable for the issuing company to charge the seller a 

commission for its effort (brokerage services). Thus, the contract is permissible since the 
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seller is paying the card issuing company a commission in return for it brokerage service 

provided (Bakhshi, 2006). 

2.3 Lending Mechanism of Islamic Credit card  

2.3.1 Current Lending Process in Islamic Credit Card 

 Islamic alternatives to conventional credit card can be divided into two types; The 

South East Asian version which is designed based on Bai al inah contract and the Gulf 

version which developed based on Tawarruq contract. 

 The South East Asian version used Bai al inah contract for the outstanding 

balance that is unpaid within the required payment period. The card holder, in this case, 

pay a percentage from the outstanding balance (e.g. 1.25%) per month if the minimum 

required amount from the outstanding balance had not been paid. 

 Bai al inah underlying contract consists of two agreements; the first agreement is 

where the bank sell the card holder an asset at an agreed price, that is usually greater than 

the debt of the card holder. The second agreement is where the card holder sell back the 

asset to the bank at a lower price (usually equal to the amount of the debt). The different 

between the two prices is the bank profit and it is a pre-determent amount or percent 

(Bakhshi, 2006). 

 The asset should have certain criteria to ensure that the transaction is Shariah 

compliant. First, the asset should exist at the time of the contract, taking into account that 

there are some exceptions such as Salaam, Istisna’, and Ijarah, which are not applicable 

to the case of credit card. Second, the asset should be legally owned. Third, it must bring 

value or benefit for the contracting parties. Last, the asset must have a commercial value. 
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 There is another mechanism used in the Southeast Asian for Islamic credit card 

designed based on a combination of three underlying contracts, namely; Bai al inah, 

Wadiah, and Qard hasan. Under Bai al inah contract, there are two agreement as it 

mentioned previously. Where the bank deposits the money that the card holder receives 

from selling back the commodity to the bank into the cardholder wadiah account that it is 

maintained by the bank. Accordingly, the card holder will be able to use the credit card 

for purchasing good and services as well as cash withdrawals which is free for a limited 

amount. Each transaction will be backed by the cash that held in the cardholder account. 

Qard hasan contract will be used if the card holder wishes to use more than what he has 

in his wadiha accounts and therefore he will be required to pay the outstanding balance 

(Malaysia, 2007). The bank profit will be calculated monthly based on the total 

transaction made within the month or the outstanding balance (Bakhshi, 2006), (Ferdian 

et al., 2008). 

 The justification that Bai al inah is a halal contract that can be used in Islamic 

financing product is; the consideration of Bai al inah contract as a sale contract, thus the 

markup price perceived from this contract is halal because it comes from a sale contract 

and not a lending contract. In Malaysia, any transaction that is backed by asset is Shariah 

compliant. Therefore, from their point of view the Islamic credit card is permissible since 

it is based on a sale contract and not lending contract where the bank sell and asset and 

buy it back from the card holder in order to gain profit and validate the transaction of the 

credit card from Shariah point of view (Billah, 2004). This point of view agrees with 

Shafi’i, who considers bai al inah valid as long as the condition of the contract is fulfilled. 

However, it contradicts with Maliki and Hanbali opinions on bai al inah as an invalid 
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contract, whereas Hanafi’ disallows bai al-inah only if the transaction of the sale and buy 

back was between the same two parties (Niringjuerae, 2009). 

 Bai al inah has some advantages that make it a popular contract for Islamic credit 

card. One of these advantages, it is flexible enough to finance any amount with any 

maturity that will provide profit to the bank. Another advantage, the bank repeats the sale 

and purchase of commodity with different customers without the need to get back to the 

market fair value of the commodity. 

 In contrast to Malaysia that is heavily use Bay al inah contract for their financing 

product, we found the middle east region who consider this contract not permissible. 

Therefore, there is a debate between Muslims scholars around the validity of it.  

 The justifications of the scholars who are against bai al inah are; there is no 

conduct of actual sale as the commodity (or asset) does not move from the warehouse of 

the bank to cardholder warehouse and the other way around.  Moreover, the result of this 

transaction is similar to the conventional loan transaction where there is no reference to 

the fair market price with the amount borrowed, therefore the deferred payment is similar 

to a conventional loan repayment plus interest (Obaidullah, 2005). 

 The Gulf seems took a different path than the Southeast Asian. The Gulf solution 

for Islamic credit cards was to develop a mechanism based on Tawarruq contract. There 

are two different ways of using tawarruq as an underlying contract. First, we will explain 

the mechanism of Tawarruq;  

1. Customer seeks bank with a specified need for liquidity  

2.  Bank purchases an asset equal in value to the amount that customer need (P) from a 

seller #1   
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3.  Bank sells the asset to the customer on a deferred basis for a price equal to (P+I)  

4. Bank as an agent of the customer sells the asset to seller # 2 for P* (P* might not be 

equal to P, depending of the fluctuation of the market and the time gap between the 

transactions, however, P* value will be very close the customer financing need) of the 

on cash basis.  

 The process of the first way starts when the bank creates a deposit account for the 

cardholder under the concept of wadiha and deposit certain amount of money to the card 

holder under the concept of tawarruq. After that the cardholder can start using his card for 

retail purchase as well as for cash withdrawals similar to conventional credit card expect 

that the cash deposited in the wadiah contract is set as a backup for each transaction. 

When the billing date is due, the bank will compute all the transaction conducted by the 

card holder and a new tawarruq will be conducted for this value to refill the deposited 

account. The mechanism of this card is similar to another Islamic credit card based on 

Bai al inah (Bakhshi, 2006). 

 Most Shariah scholars have permitted Tawarruq because it fulfills an important 

need which is the of liquidity. Tawarruq is permitted as long as it follows the norms of 

Shariah, being conscious that none of its steps involve riba, however, some scholars 

classified tawarruq as a hillah or legal stratagem.  The primary Shariah requirement is the 

existence of a third party in the transaction, where the asset must be sold to a third party 

in the market, or otherwise, it will be Bai al inah (Ahmad et al., 2009). The second 

requirement is to ensure that there is a time gap between the sale transactions (sale by the 

bank to the customer and by the customer to the market). This time gap differs than the 

time gap that is also essential, which is between the purchase of the asset by the bank and 
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its sale to the customer (under Murabaha contract). The time gap is important to ensure 

that parties are exposed to price risk and to ensure that the profit from the transaction is a 

reward for the risk that the parties are exposed to and thus is free from riba. The lack of 

the time gap between the transactions means that the transaction will result in risk-free 

profit and therefore it is a pure riba. The third requirement is the absence of prior 

arrangement between the three parties involved in the transactions. Under Bai al inah 

contract, there are only two parties involve, thus the market price of the asset does not 

affect the amount being borrowed. Therefore, if in tawarruq there is a pre-arrangement 

between the parties there will be no difference between the Islamic credit card and the 

conventional credit card, since it will be similar to loan plus interest where the parties are 

not exposed to market risk because of the absence of relationship with the market price 

(Obaidullah, 2005). 

 One of the issues that is raised under both Tawarruq and Bai al inah is Kafala. 

Obaidullah (2005) explains kafala or guarantee as a well-known contract that is free of 

charge service (voluntary), where the guarantor is responsible to recover the actual 

expense in case that the guarantee is failed to pay it back.  

2.3.1.1 IIFA & AAOIFI Rule of Tawarruq  

 In April 2009, The International Islamic Fiqh Academy (IIFA) stated a new rule 

related to Tawarruq. The rule stated that organized Tawarruq and reverse Tawarruq are 

not permissible because they are being used as a hillah or trick to get certain amount of 

cash immediately for larger amount of cash to be paid later which consider riba.  Reverse 

Tawarruq is exactly the opposite of tawarruq, the only difference is the bank in this case 

who needs liquidity and the individual who has excess cash by purchasing an asset at spot 
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price P and selling it on a deferred price P+1 where 1 is the profit. Based on this rule, 

IIFA encourages the use qard hasan in order to avoid the use of tawarruq by the people 

who are in need for liquidly (IIFA, 2009).  

 On the other hand, we found that the Accounting and Auditing Organization for 

Islamic Finance Institutions (AAOIFI) is against the rule of The International Islamic 

Fiqh Academy, as it stated in Shariah Standard # 30. However, by analyzing both rules 

we found that both have the same opinion even though it is not explicitly stated. The rule 

of AAOIFI related to Tawarruq is a theoretical model that is hardly be applied in reality 

and that is never have been followed by the financial institutions. The rule consists of 

certain requirements; first, the bank should not sell the asset on behalf of the customer if 

the asset in the first transaction was bought from the bank. Second, the bank should not 

arrange for an agent to sell this asset (which is the opposite of what is happening in 

reality). Accordingly, the customer should sell the asset by himself or by his own agent, 

where the bank can just provide the customer with the needed information to sell the 

asset (Khan, 2009).    

 One of the Shariah concerns with Tawarruq is the movement of the commodity. 

In Tawarruq domain there are certain number of commodity trading companies who are 

active and have the financial ability to own large stocks of mental in their own 

warehouses. Brokers also considered active party in this transaction, they maintain good 

relationships with commodity trading companies. In Tawarruq the commodity trading 

companies and brokers are the parties who act as buyers and sellers in a huge number of 

transactions. What they do exactly is “netting facilities” means they exchanging the net of 

their difference storage facilities, where the mental commodity is rarely get moved from 
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the seller to the buyer as it should happen. This lead us to an important fact, that these 

parties own the same certain amount of commodity at any given point in time, in 

addition, that these commodities are being used and reused many times within the same 

day. This is similar to the concept used by conventional bank and know for fractional 

reserve banking. This concept is being applied in Tawarruq transactions, where the 

commodity stockers can hold certain amount of metal that is worth certain number of 

dollars at their warehouse and then conduct Tawarruq transaction that is equal or a 

multiple of that number of dollars. By doing this mental commodity would not need to 

move from a warehouse to another. This support the fact that AAOIFI standard related to 

Tawarruq is not being followed, where neither the pre-agreement is absent nor the 

movement of the commodity is really happening because of the netting agreement that is 

done on a daily basis or periodic basis between the parties. Therefore, the ownership of 

the mental returns back to the seller (transformation of ownership in most case does not 

even happen) and the mental itself never leave the warehouse in which it is stored in, 

however, in case that there is a certificate of ownership, it must contain the number of 

kilograms of the commodity, type, grade, and the location of the warehouse. In contrast, 

what is happening, in reality, is daily net position to identify the overall stock balance to 

know how much are on hold and how much are free to be used in a new Tawarruq 

transaction. The reason behind the use of netting facilities instead of real movement of 

the commodity is the later will limit both the total volume and the profitability of 

Tawarruq transactions if it not eliminates them altogether. However, most of Islamic 

banks heavily use tawarruq regularly in their treasury operations depending on their 
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Shariah board judgments, who considered Tawarruq daroorat (need) since there is no 

other alternative and therefore they give them the green light to use it (Khan, 2009). 

2.3.2 The Use of Qard Hasan for Islamic Credit Card 

 A justification of not using the most common lending contract in Islam “Qard 

hasan” as underlying contract for Islamic credit card. In regard to the Quranic view of 

qard hasan this contract cannot be part of any profit-oriented or commercial transaction, 

either as part of a commercial product or by itself. However, based on a study conducted 

in Malaysia showed that bankers are agree with idea of offering qard hasan product to 

support corporate social responsibilities and to assist needy people. But on the same time, 

this contract includes high risk and zero profit which make it very difficult to be offered 

(Mohd Ariffin and Adnan, 2011). In addition, there is another study that emphasizes the 

important role of qard hasan as a financing model that effectively assist in empowering 

the economic activities of needy people and has the potential to develop further in the 

future (Widiyanto et al., 2011).  

 Qard hasan considered the only type of loan in Islam. It defined as a benevolent 

loan, where the lender cannot receive any financial benefit from the borrower (Hassan 

and Mahlknecht, 2011). Therefore, some believe that due to its noble role of lending 

money to assist those who are in need, there must not be any commercial financial 

transaction designed based on this contract. Opposing to this opinion, we find there are 

many financial and banking products use Qard hasan as a basis for products, such as 

banking deposits and Islamic credit card (Farooq, 2011).  

 The central bank of Malaysia, Bank Negara Malaysia was one of those who 

recognized the nature of Qard hasan that does not match the requirement of commercial 
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banks that aim to profit, thus it cannot be implement in commercial transaction. 

Therefore, the Shariah Advisory Council of the bank had modified Qard hasan 

terminology to match with the current requirement. Taking into consideration that Qard 

hasan was used in many Islamic product in Malaysia and recently the application of this 

contract has been expanded to include a wider range of products such as credit card and 

charge card (Malaysia, 2007). 

 Not only Malaysia, but also there are many people who wondered how Qard 

hasan can be used in commercial financing transactions particularly in credit card, taking 

into consideration that qard hasan is interest free loan where the lender does not get any 

financial benefit from the borrower as mentioned previously (Farooq and El Ghattis, 

2015). 

 Thera are some banks use Qard hasan in combination with another contract as a 

key component to structure Islamic credit card, such as combining Qard hasan and Ujrah 

(fees) in Mashreq Al Islami (an Emirates bank). Where qard hasan contract conducted 

when the card holder purchases any goods using his Islamic credit card. The bank will 

lend the same amount used for purchasing to the card holder under the qard hasan 

contract. When the monthly billing is issued, the cardholder must repay the entire amount 

borrowed before the due date in addition to the Ujrah fees that must be paid it as well 

(Mashreq Bank, 2017).  

2.3.3 New Lending Mechanism of Islamic Credit Card- Crowdfunding   

 Because of the use of different models for Islamic credit card among the 

countries, all of which has its own fiqh and Shariah issue surrounding it, therefore this 

product is still facing many obstacles, which raises the call to create a new mechanism. 
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Taking into consideration the potential of the credit card to attract more attention is high 

(Ferdian, et all 2008). As an evidence to that, there are many trials across the world for 

developing Islamic credit cards that fit the need of each market it developed in. One of 

these attempts was by the researcher Bakhshi (2006) to develop Islamic credit card 

inspired by the models used in Malaysia and Gulf countries for the British market. He 

proposed two models that can be used in the British market, one is based on kafalah 

while the other is based on combining two contracts; tawarruq and wadiah. Another 

attempt is proposed by Bilal and Meera (2015) structuring Islamic credit card based on Al 

Muqasah model, which is based on mutual setting-off of the debts created by various 

credit card holders against each other at the same time. Salam is also an option that can 

be used for Shariah compliant product that offers liquidly for needy people. Taking into 

consideration that salam authorized by the Prophet for financing and it can be used for 

financing nonagricultural products as well. However, this contact is not popularly used by 

banks due to price risk associated with this contract. The fear of using salam is still there 

despite the fact of availability of many risk mitigating tools (khan, 2009). 

2.4 Crowdfunding  

2.4.1 What is Crowdfunding 

 Crowdfunding is a type of crowdsourcing which is the practice of raising fund for 

a specific project or purpose from a large group of ordinary people where each person 

can contribute with a small amount of money usually ($1-$100) through the internet. 

Crowdfunding is also defined as "democratic finance", because it allows various sizes 

and forms of projects to have access to the fund, ignoring the traditional way of 

financing. Actually, there are four types of crowdfunding; debt-crowdfunding, equity-
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crowdfunding, donation-crowdfunding, and rewards-based crowdfunding. Both debt and 

equity-based crowdfunding are conducted in return for financial rewards (called Financial 

Return Crowdfunding), where donation-based and reward-based crowdfunding are 

conducted without any financial return, people lend their money because they believe in 

the project and they want to support it (called Community Crowdfunding) (Alonso, 

2015). Also, there is hybrid crowdfunding where the platform offers more than one 

method at the same time by considering part of the requested capital as a loan and another 

part as pledges for the creation of the product or service. One advantage of crowdfunding 

that gives the people a hint to which idea have value to be turned into businesses and 

which are not. 

 Debt-crowdfunding is commonly known as peer-to-peer lending (P2P lending), 

which this research is focused on. Peer to peer lending is the practice of directly linking 

together the borrower with the lender through the internet. In debt crowdfunding (lending 

based), the lender receives fixed periodic income and expect to receive the principal at 

the end of the lending period (Hollas, 2013).  

 In order to provide a bigger complete picture of crowdfunding, Valanciene and 

Jegeleviciute (2013) conducted a SWOT analysis of crowdfunding. Starting with the 

strengths of crowdfunding which are: an opportunity to assess marketability, the ease of 

access to capital, provide benefits for communities, give the rights for entrepreneurs to 

make and take the decision. On the other hand, the weaknesses are, administrative and 

accounting still facing some obstacles, the probability of mimic entrepreneurs’ ideas, 

adoption of improper protection model, the possibility of fraud, also, pure internet based, 

and lack of informative advice to the lender. Where the opportunities are; the presence of 
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niche, information society and positive impact on the economy. Finally, the threats are 

the risk involved in the nature of small business and suddenly arise legal restrictions. 

 Crowdfunding, peer-to-peer lending, and microfinance should not be confused 

with each other. They are like triplet sisters who look alike. However, there is a 

difference, where the purpose and the mechanism differ. Microfinance is a bank based 

model, where the bank is the only provider of the loan, and the only one who bears the 

risk. Whereas crowdfunding is based on the concept of many investors contribute a small 

amount of money to finance a specific project (Kirby and Worner, 2014). Where peer to 

peer lending is a synonym to market place lending, it directly links the borrowers and the 

lenders with each other similar to how lending was done centuries ago. Taking into 

consideration what meant by “peer" is the end user regardless of its size.  

2.4.2. The Rise of Debt Crowdfunding  

 Debt crowdfunding platforms are growing as an alternative to the traditional 

banking system. Zopa was the first Peer to Peer (P2P) lending platforms in the word, 

established in the United Kingdom in 2005 (Hulme and Wright, 2006). Zopa connects 

individual lenders to borrowers through an online platform. It used to charge a small 

amount of fee for completed borrowing transaction, however, this did not generate any 

profit for the platform and didn’t meet the expected success, thus in 2009 Zopa CFO has 

made some changes on the platforms (Piskorski et al., 2009). On the next year in 2006, 

the first p2p lending platform established in the United States called Prosper (Freedman, 

and Jin, 2008) and it considered the largest p2p lending platform with more than a million 

of members (Zhang and Liu, 2012). After that, we found that p2p lending platforms start 

spread around the world and particularly in the developed economies.  
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 Recently crowdfunding platforms start showing it protentional in the GCC area. 

There are some crowdfunding platforms that are started in the GCC area. Aflamnah is 

one of these that are started in the UAE in 2012 focusing on local film production. 

Eureeca is another example that is an equity-based platform started in 2013, whereas in 

2014 we find the first real estate platform launched in addition to other platforms based 

on the UAE (Brown, 2016). 

2.4.3 Key Statistic for Crowdfunding 

 As an evidence to the high growth rate of crowdfunding platforms, in 2012 it 

achieved up to a total of $2.7 billion, compared to 2011 which raised $1.5 billion only. 

Despite the fact that crowdfunding platforms is growing around the world, North 

America and Western Europe raised much higher number of funds compared to other 

regions (Alonso, 2015). 

 Peer to peer lending is increasing by 123% compound annual growth rate between 

the period 2010-2014. Where peer to peer loans is doubling every year since 2010 till it 

reached 12$ billion in 2014. This trendy financial model is expanded globally, 

particularly, in Australia, China and the UK, and the forecast estimates that it will domain 

$ 150 billion to $ 490 billion worldwide by 2020 (Stanley, 2015b). Taking into 

consideration peer to peer lending focused more on financing unsecured borrower and 

that around 80% of loans are for small business and consolidate debt (Stanley, 2015a). 

2.4.4. Traditional Banking System vs. Debt Crowdfunding Platforms   

 The core role of banks is to act as an intermediary between savers and borrowers. 

However, this role requires banks to provide their services for the client with high cost, 

slow process and restricted regulations that limit the financing options provided. On the 
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other hand, debt crowdfunding platforms are based on “disintermediating” concept that 

encourages deleting intermediaries from the process and focusing on direct lending 

process, relying on automated web technology that makes what banks do manually 

automatically. Crowdfunding have a positive effect on the economy overall, providing 

more options for both the borrower and lender where offer lower fees or commission, 

higher number of deals options (deal flow), variety of options, less time if not a fraction 

of the time used by conventional, better rate for borrower and higher rate for lender since 

there are a fewer intermediaries and, therefore, fewer salaries and costs (Hollas, 2013), 

(Klafft, 2008). These features surely result in better consumer satisfaction (Stanley, 

2015b). 

 Crowdfunding specifically debt and equity based are gaining popularity in recent 

years which led some to think that it will create a threat to traditional banking system 

particularly in consumer and business loans which may result in losing high-quality deals 

by the banks (Hollas, 2013). 

2.4.5. Elements Contributed in the Success of Crowdfunding Platforms 

 During and after the financial crisis banks started put more restrictions on lending, 

increased regulation and capital requirements, decrease the interest rate on saving 

account, put riskier customer and small business finance on hold due to the huge losses 

that banks suffered. Therefore, there was a need to find another source of finance which 

motivate innovators, borrowers, and entrepreneurs to find a new source of finance. 

(Stanley, 2015a), (Mundial, 2013).  It was a good chance to crowdfunding platforms to 

show in the market, and grab the attention. Therefore, we can say that financial crisis 

played an important role in the success of crowdfunding platforms. However, without the 
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advanced technology that were available at that time that played in significate role in 

reformation of capital, crowdfunding platforms could not success (Mundial, 2013). 

 The big amount of available data and the improvement in analyzing the data 

played a significant role in the success of crowdfunding platforms as well, where lenders 

can easily identify borrowers and take the lending decision quickly. In contrast, in 

traditional lending process, borrower must full fill a list of requirements to be acceptable 

(Stanley, 2015a). Moreover, there are other factors that contributes in the success of the 

p2p lending specifically such as the demographic characteristics (Herzenstein et al., 

2008). 

 Another main encouragement for crowdfunding, in general, was a few years ago, 

in 2012 when President Obama signed the Jumpstart Our Business Startups (JOBS) Act 

into law, the regulation aims to support entrepreneurs to have an access to capital who 

usually find difficult to get banks loans and require personal collateral (Hollas, 2013), 

(Kitchens and Torrence, 2012). 

 Moreover, the following are the fundamental factors that assisted crowdfunding to 

successes in developed countries: (Mundial, 2013). 

•A regulatory framework that force transparency and speed to take place   

•The strong usage of internet and Social media 

•A regulated online transaction that facilitate the capital movement without affecting 

investor protection. 
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 The following are some of the characteristic of the platform, the borrower, and the 

lenders that effect and contribute in the performance and success of p2p lending 

platforms. 

There are several characteristics of p2p lending platform that can vary from one platform 

to another. Some of these are; 

1- Country in which the platforms are established and legally regulated and whether the 

platform is active in other countries as well or not. 

2- Funding model; Crowdfunding platforms can follow two funding options; “all or 

nothing”, where the fund provided to the borrower only if the amount needed is 

achieved or the fund will be returned to the lenders. The other one is “keep it all”, the 

money will be collected even if the goal is not achieved (Borello et al., 2015), (Alonso, 

2015). 

3- Business model:  there are three models; notary model, client segregated account 

model and guaranteed return mode. In fact, most of the European p2p lending 

platforms implement a client segregated model; whereas only few adopt the notary 

model, while only one platform adopts a guaranteed return model.  

4- Platform’s participations: whether the platform act as a lender for the projects being 

posted on the platform or not  

5- Allocation: lender choice which project to lend or automatic diversification where the 

platform can automatically match the borrower and the lenders requirements together 

and therefore the lenders portfolios are diversified. 
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6- Secondary market: lender may want to sell or purchase loan on the secondary market. 

The trading of loans in debt crowdfunding or shares in equity crowdfunding on the 

secondary market is common by European platforms.  

7- Lender’s protections: there are more than one model can be applied; unsecured model, 

secured model, and protected model. The activity of p2p lending platform is highly 

correlated and characterized with credit risk related to the borrowers, thus is it is 

essential to assess what these platforms provides as a grantee for the lenders. Secured 

model where the borrower required to provide real or personal guarantees. Protected 

model, where the platform creates a fund to pay back the money for the lender in case 

of the borrower’s insolvent. Unsecured model where the platform does not provide any 

grantee for the lenders. The study shows that these models are equally distributed 

among the European p2p lending, taking into account that the protected model has 

been developed recently. 

8- Interest rate: There are two ways that usually followed in determining the interest rate 

auction and by platform itself. If the platforms choose the auction way, in this case, 

both the lenders and the borrowers will contribute in a competitive bidding process, 

however, if the platforms choose to determine the interest rate by itself, it will 

determinate based on borrower’s specific credit risk and information collected on the 

market. Some platforms give the user the option to choose which model to apply. 

9- The length of the funding window must be defined the minimum and the maximum 

duration in months. It is typically 30 days similar to most credit cards. In most of 

European platform, the minimum duration is around 1to 13 months while the 

maximum duration is 5 years  
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10- The maximum and the minimum amount of funding also need to be defined (Borello 

et al., 2015). 

The last three variables known as loan decision variables, go between browsers’ 

characteristics and the likelihood of completing funding successfully (Herzenstein et al., 

2008). 

 Analysis borrowers’ characteristics is an important step, by defining target 

borrower who are allowed to borrow from the platforms and sector in which borrower 

operates. Early repayment is another characteristic that need to be clarified, whether it is 

allowed or not, is there a penalty or no.  Taking into consideration that the chance to have 

the loan paid back before the maturity is high among p2p lending platforms around 87%, 

that allow for early payment without imposes any penalties. 

 There are some fees that are common among most p2p lending platforms, the 

application fee that is related to fund processing it is either a fixed amount or percentage 

of the loans. Annual management fee that is related to administration cost, calculated as a 

percentage of the borrowed loan, late payment fee, and enrollment fee, in order to 

promote for the business idea and redemption fee for early repayment. 

 In most of p2p lending platform, the lenders who are allowed to participate can be 

either individuals or companies. However, each platform specifies the minimum and the 

maximum amount can be lent as well as the investment length in months.  In regards to 

the fees, there are enrollment fee, lending fee, and other expense, however usually 

platforms don’t require fees for lender but if there is fee it will be lower than it is required 

by borrowers. 
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 Most of the platforms have different funding windows for the borrowers and 

lenders this might be because the occurrence of secondary market or might be because 

the automatic diversification (Borello et al., 2015).  

 What most crowdfunding platforms follow as a way to generate revenue is 

charging percentage commission based on the amount paid out to lenders. They calculate 

the commission either by adding up all fund raised or /and by achieving the goal of 

needed amount (Borello et al., 2015). Crowdfunding platforms are already applying the 

concept of profit and loss sharing PLS as most of them charge a percentage commission 

on funds paid out to borrowers. (Alonso, 2015)   

2.4.6 Obstacles (Challenges) Facing Crowdfunding Platforms  

 Regulations is still a big problem for marketplace lender, where rule makers try to 

find rules that fit out with latest technology, at the same time they want to ensure how 

crowdfunding model will act in economic recession as interest rate increase, will this 

motive investors to invest in other asset class, which may provide more certainty or limit 

restraint borrower appetite for new credit (Stanley, 2015a).  

 Since crowdfunding is still unregulated activity; therefore, regulation is one of the 

obstacles stand in front of the development of crowdfunding. The absence of regulation 

that controls crowdfunding transactions where are there five different ways in regulating 

peer to peer; first, exempt/ unregulated through lack of definition. Second, platforms 

regulated as an intermediary. Third, platforms regulated as a bank. Fourth, the US model 

where there are two levels of regulation; the Federal regulation through the Securities and 

Exchange Commission (SEC) and state level, where peer to peer platforms have to apply 

on a state-by-state basis. Last, Prohibited (Kirby and Worner, 2014). The absences of 
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standardized regulation regime is affecting its ability to reduce the funding gap for 

entrepreneurs (Borello et al., 2015). Once the expected changes in laws and regulations 

are made crowdfunding will grow more and more, particularly that it is currently in the 

fast-growing phase (Valanciene and Jegeleviciute, 2013). 

 Crowdfunding regulations are not only one of the biggest obstacles that facing 

crowdfunding platforms in developed countries but in the MENA region as well. For 

example, there is no special regulatory regime caring of authorizing crowdfunding 

activities in UAE other than the regulation of UEA central bank or UAE Securities and 

Commodities Authority (SCA) or the Dubai International Financial Centre (DIFC), or the 

Dubai Financial Services Authority (DFSA). Taking into account that DFSA is planning 

to create a regime supporting debt crowdfunding (Zawaya, 2016). 

 Another example, the Egyptian crowdfunding platforms Shekra and Yomken that 

are facing similar challenges as well in addition to other; most important the absence of a 

regulatory structure for crowdfunding, online payment problem, and low internet 

penetration. In addition, the unawareness of Islamic finance and the absence of 

development startup financing ecosystem (Alonso, 2015).  

 Financial technology as crowdfunding raises the possibility of having economic 

opportunity, but at the same time, it increases the possibility for businesses and 

individuals to expose to new risks (Brown, 2016). Risk management is one of the 

obstacle for crowdfunding platforms, where the risk in these platforms consists of many 

types, most importantly; liquidity risk and default risk. The industry has made an 

intensive effort in reducing the default rate, till it reached 30% in 2009. (Kirby and 
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Worner, 2014) where the repayment rate on the loans reached 98.71% in 2015(Michaels, 

2015). 

 Peer to peer lending platforms may provide the option for their user to sell their 

loans before reaching the maturity to other lenders in order to reduce or mitigate liquidity 

risk and credit risk by providing secondary markets for these loans. The roles of the 

secondary markets are essential in reducing these types of risks. In addition to that, they 

use these secondary markets as a tool to promote for their platforms to encourage people 

to practice in these platforms (Alonso, 2015).  

 Another tool for risk mitigation is developing a local circle of trust consist of 

investors that know and recommend by each other, similar to the concept used by Mit 

Ghamr that depends on mutual trust and local investments opportunities (Alonso, 2015). 

Or by cultivating trust in both borrowers and intermediaries to influence lenders intention 

to lend their money. Building lender trust depends on the high-quality information 

provided by the borrower for the requested loan in addition to the high-quality service 

and protection provided by the intermediary (Chen et al., 2014). 

 As a tool of risk mitigation, we find that the American International Group (AIG) 

has launched a new insurance product developed specially to crowdfunding investment 

industry provide protection for investor against issuer fraud. Even though there is a 

limited number of fraud cases in crowdfunding platforms, however, this insurance 

product will enhance building investor trust in this emerging sector. Where Eureeca, a 

global crowd investing platform based in Dubai started in 2013 providing deals from 

different region including the Middle East, Europe, and Southeast Asia. Eureeca is 

consider the first crowdfunding platform that offer their investors the AIG insurance 
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coverage, however, this product I also available to other platforms based on UK and 

Canada and it is regulated by the UK Financial Conduct Authority (Zawya, 2016). 

 The risk that is faced by crowdfunding platforms can be reduced by fixing the 

problems in these areas; regulation, technology, social, and cultural (Mundial, 2013)  

•Regulation: should be created to maintain the balance between the need for investor 

protection and capital formation.  

•Technology: individual must have access to internet in order to use crowdfunding 

platforms. 

•Social: individual within the society must be actively involved in online social networks 

as this is the tool to engage in crowdfunding platforms. The role of the community is to 

support this new financing model to be able to create circle of trust.   

•Cultural:  The private sector as well should be involved in supporting developing 

channels of feasible project that expected to be a good potential investment  

2.4.7 Awareness of the Crowd  

New generation are very awarded of p2p lending solutions as shown in figure1(Stanley, 

2015a). 
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Figure 1: P2p Lender Awareness and Use by Age

 

Source: AlphaWise, Morgan Stanley Research 

 One justification or explanation of figure 1 is that traditional banks are master in 

creating loans and underwriting credit, however, the process to provide this is very slow 

and this goes back to their loan and deposit legacy systems and the capital and liquidity 

rules. On the other hand, marketplace lenders’ main advantage is the lack of the capital 

and liquidity requirements (Stanley, 2015a). 

2.5 Linking Banking System to Peer to Peer Lending Platforms   

 The beginning of peer to peer lending platforms started from the idea of 

microcredit, lending small amount of fund to and within group members at villages in 

poor economic conditions, where members guarantee each other at the bank. Combine 

this idea with power of digital network and a new model for banking begins to take 

shape. 

 Peer to peer lending platform trying to repeat its success with the media industry, 

but this time with banking industry. Because the digital transformation around requires 

innovative ways of thinking about business in general, mastering the use of the digital 
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world will assist in maintaining and delight current customers (Wang, 2015). There are 

already established platforms that had providing micro- banking to customers in 

developed countries such as Kiva and Prosper. Each p2p platforms act as a tiny bank that 

raise small amount of fund among ordinary individual, that is known by trust – one 

another concept (Stalnaker, 2008). 

 It is expected that in the future that traditional financial system will be 

unnecessary with the existence of online lending. It is just few years left before we find 

large banks start using these platforms as well, that lend up to 15% interest rate but pay 

only around 5% on (Stalnaker, 2008). Taking into consideration that there are some 

banks already utilized crowdfunding (online lending resources) as a way to improve their 

business, and catch up with the new movement in the financial market this considers a 

smart move. As an example of the banks that have chosen to work alongside with them, 

Santander’s UK unit, signed an agreement in 2014 with peer-to-peer business-lending 

platform Funding Circle, stated that Santander will transfer small and medium 

entrepreneurs’ customers who do not meet the requirements for its loans to Funding 

Circle those small and medium-sized enterprises and in return, the lending platform 

promotes the banking services of Santander. Another example, the collaboration of Union 

Bank, a San-Francisco-based lender, and peer-to-peer crowdfunding platform Lending 

Club, where the bank obtains loans through the platform of Lending Club. They also 

collaborate in generating credit products that can be used by both parties’ customers. 

More recently, Prosper the popular peer-to-peer lending platform in the United States 

became a partner with US local banking group Western Independent Bankers, in order to 

allow the banks’ customers to have an access to consumer loans through Prosper’s 
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platform. (Michaels, 2015). However, there are still some banks are thinking whether to 

get involved with these new platforms or enhance their current system, in all cases, they 

have to provide similar service and pricing in order to compete with and stay an option to 

choose for their customers (Stanley, 2015a). However, nowadays the failure rate of 

crowdfunding, in general, considers a bit high where many portals cannot meet their 

targets and goals (Hollas, 2013). Crowdfunding has started as pure p2p then developed 

p2b and b2b fundraising (Borello et al., 2015).  

 Another expectation is regarding the personal currencies, that will be used to pay 

for knowledge services offered by other individuals. These currencies are similar to 

national currencies; however, it drives its value from reputation of the network and its 

size, also the number of the friends, instead of the market expectation and other variables 

(Stalnaker, 2008). 

 These expectations if it come true, it will positively affect the economy, where the 

consumption will be transformed into production which will create micro income streams 

for ordinary individuals. The more these expectations come true, the greater it will help 

us to reach to a sustainable economic equilibrium (Stalnaker, 2008), and it will speed the 

growth of crowdfunding (Stanley, 2015a). 

2.5.1 Why Banks Use Crowdfunding 

Banks are adapting crowdfunding models for more than one reason;  

 Background Checks Complete: It is safer for banks to lend through crowdfunding 

platforms to companies because banks will be sure that all the required 
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background checks have been done by the platform and examine by the investor 

community. 

 Market Testing: Crowdfunding platform acting as an intermediary, it allows the 

company to be owned or securitize by many professionals. And after collecting or 

generate the feedback, companies that get accepted from the market get will be 

sending to bank to get more finance in order to grow. By doing so banks become 

ensure to finance the company, having the confidence that all the required check 

is already done and the market test have been done. Recently we will see banks 

and venture capitals collaborate with platform and sending client to them   

 Portfolio Diversification: Having a partnership with crowdfunding platform 

enable banks to catch up with new opportunities in the market, to follow suit, and 

to provide greater transparency products. (Michaels, 2015). Additionally, enable 

banks to diversify their portfolios.  

 Increase in Business Loans: The required capital for any company to achieve its 

goal can be divided between the bank and the investors in crowdfunding platform, 

which will lead to increase in the amount of loans giving to new borrowers and 

also contribute to sharing the risk. Additionally, to promote and encourage ethical 

and local investments. (“How Banks Can”, 2016) 

2.5.2 Islamic Crowdfunding Platforms 

 Crowdfunding own the characteristics that enable it to be the ground for new 

developments in the financial field. As it collaborates with Islamic finance to provide an 

ethical and socially responsible tool to encourage for financing and development, 

providing a great opportunity to promote for innovation across different countries in the 
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MENA economies. Where a study conducted by Abushaban (2014) shows that MENA 

countries have an important potential for successfully managing crowdfunding platforms.  

 Peer to peer lending platforms got inspired by the old Islamic financing methods 

and other religion financing method, which all ban interest on loans because it leads to 

exploitation. Therefore, Islam emphasis on the concept of risk sharing between the parties 

involved in any financial transaction (Looft, 2014).  

 Both Islamic finance and crowdfunding deal with the customers as investors and 

can provide their potential investment opportunities with better rate of return comparing 

to conventional finance. Moreover, both focus on providing transparency, mutual 

involvement, and trust. Actually, we can distinguish between Islamic crowdfunding and 

conventional one based on the following three main elements; risk, interest, the nature of 

the project (Alonso, 2015). 

  In country that is Muslims majority, Islami crowdfunding worth to be implement 

especially that it is easier for project creator to finance their project who do not have 

access to banks. Islamic crowdfunding can take more than one form such as Musharaka 

and Qard hasan (Wahjono and Marina, 2015). Good examples of Islamic crowdfunding 

platforms are Shekra and Yomken (Khan, 2015). They are recently started in 2012 in 

Egypt, where they are Shariah-compliant, however, they do not use “Islamic label” on 

their products (Alonso, 2015). 

2.5.3. Islamic Crowdfunding Platforms Process  

There are four parties involve in Islamic crowdfunding process namely; (Wahjono and 

Marina, 2015) 
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1-Project Creator; can be individuals, organizations, or business                                    

2-Protentional Funders 

3-Crowdfunding Operator 

4-Board of Shariah  

 All the activates in crowdfund platforms are conducted online or internet base. 

After product creator provide all the need information to crowdfunding operator and after 

the operator ensure that all the requirements are provided. The project will be posted on 

the platform and fund provider can start financing the project of their choice by donation, 

equity based (Musharaka), loan (qard hasan). The money will be send to the crowdfund 

account and transaction fees will be cut from the amount by (5%-10%)   based on pre-

agreement, then the rest of the money will be send to the project creator account when the 

fund reaches a certain (goal) amount (Wahjono and Marina, 2015). 

2.5.4 Linking Islamic Credit Card with Islamic Crowdfunding Platforms 

 Since financial engineering is not limited to product innovation and development, 

but it also includes; providing a new funding source, a process of the mechanism, new 

tools to manage the risks associated with product, a new way to market and distribute the 

product through the use of information technology in addition to understand and satisfy 

the need of the customer (Harsha, 2011). The scope of financial innovation through 

financial engineering can be summarized into three sections; Product innovation, Risk 

management, Market environment. This research focuses only on the first two scopes. 

Attempting to find a link between Islamic credit card and Islamic peer to peer lending 
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platform in order to fill the need for new mechanism of Islamic credit card. In addition to 

find a new risk management tools that suit the new product.  

 However, because the topic addressed in this research is still in the exploratory 

phase, there is a lack of academic papers that study the link between credit card in 

general and crowdfunding platforms except for one paper by Brownworth (2009), that is 

the inspiration for this research. Brownworth questioning the concept of only being able 

to get a loan for a specific need for a specific goal, by criticizing peer to peer lending 

platforms that only emphasis on the entrepreneurial projects. The author suggested 

providing uncollateralized loans to individuals for whatever purpose they want.  Where 

visa or master card issues a credit card that is sponsored by p2p lending platform. In this 

case, borrowers get fund by lenders pooling their money, at the same time lenders can 

benefit from p2p by gain more money due to the higher interest rate. This will make the 

p2p market more realistic from Brownworth’s point of view.  

 The second scope is risk management. Conventional credit cards can take 

advantage of the service offered by specific financial companies that are specialized in 

purchasing charged-off credit card receivables. These companies securitize the charge off 

credit card receivables and try to collect them (Froot and Farman, 1998) dealing with 

these companies is an efficient risk management tools in case of default. However, this 

concept of bai al dain or sale of loan is prohibited in Islam. The credit default problem 

can be solved through the implementation of a new model that no other banking model 

provided before. This model called Biniog Sathi, where a bank or microfinance 

institution makes a contractual relationship with an independent Zakat and Charity Fund. 

In the case of beneficiary defaults, after the provided grace period, the bank will provide 
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the beneficiary the option to get assistance from the zakat and charity fund that the bank 

has an agreement with, by receiving an amount equivalent to outstanding financing 

amount and thus repay the loan to the bank. In this case, both parties will benefit; the 

bank gets back its money and the beneficiary gets rid of the debt burden. Taking into 

consideration that there is a certain process to go through before asking the assistance 

from zakat fund, also there is an assessment process done by the zakat fund such as; 

checking the bank accounts of the defaulted beneficiary, assessing his/her lifestyle, 

checking the wealth of his relatives, checking the employment record. In addition to the 

role of the audit that it is significant to increase the people’s confidence in the overall 

mechanism. 

    This new model takes advantage of the eight categories of the recipient of zakat which 

include the debt defaulter (Al Gharemeen). Taking into consideration that the collection 

of zakat amounts in Saudi Ariba is more than $3 billion a per and in the United States, the 

collection of charity is more than $300 billion a year. This model also encourages people 

to recognize the merits of zakat and charity in a new way and it opens up a new avenue 

for zakat and charity utilization. Additionally, it assists zakat and charity to be connected 

with the real economy. Taking into account that charity is encouraged in most global 

religious (Mahmood, 2014). 
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3. Methodology 

3.1 Introduction  

 This chapter explains in details the methodology that is followed in this research. 

It consists of nine main sections; research strategy, target population, sampling 

techniques, sample selection criteria, sample size the procedure of data collection, 

instrument, and analysis and reporting the data.  

3.2 Research Strategy  

 The research strategy builds on the basis of the research questions, which examine 

the current model of Islamic credit card and the possibility of creating Islamic credit card 

based on crowdfunding platforms. Since using crowdfunding as a source of financing for 

credit card is a new idea that has not been studied before, therefore this research 

considered as an expletory qualitative research because an exploratory research seeks to 

define a potential opportunity, to create idea, to chase new insights, and to increase the 

comprehend of a subject (Stevens et al., 2013). These features of the expletory research 

suit the research objectives. The research is a cross-sectional study that examined a 

particular issue, by gathering the information based on data collected for a specific point 

in time. The data collected is from a group of participants with different characteristics  

 The flexibility in exploring the complexity of the topic is the main reason behind 

the use of non-standardized interviews in the research, where the key to answering the 

research questions and achieving its objectives of gaining insights and perceptions with 

go through an semi-structured face to face interviews with experts (Stevens et al., 2013). 

However, they are three main approaches for conducting exploratory research, which are; 

a search of the literature, interviewing experts in the subject and conducting focus group 

interviews (Saunders et al., 2009). 
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3.3 Target Population  

 In order to examine the topic in a wide range and to explore more insights and 

perceptions, the target population is divided into three categories; Shariah Scholars who 

work within a bank, bankers who are responsible for issuing new products or have a 

background of the process, and cardholders who utilize the product. The sample is 

cautiously selected in order to represent the population (Blumberg et al., 2008). However, 

this research focuses only on the first two categories; Shariah scholars and bankers. 

3.4 Sampling Techniques  

 A non-probability sampling known as non-random sampling is followed in this 

research, because this sampling technique suits with the research questions and objects 

where it allows to select the samples based on the researcher subjective judgement, it 

does not require generalization, and it provides the researcher with rich information in 

order to explore the research question and acquire theoretical perceptions (Saunders et al., 

2009).  

 Purposive sampling is a type of non-probability sampling techniques that is been used in 

this research. The core purpose of purposeful sampling is to select cases rich with 

information where studying them will enable the researcher to answer the research 

question (Patton, 2005) and enable him to focus on searching for information that 

provides a variation and significant common patterns rather than attempting to generalize 

the results to the whole population (Polit and Beck, 2010). This type of sample is usually 

used when working with very small samples such as selecting cases that are mainly 

informative. Therefore, purposive sampling is being selected because of its characteristics 

best match with the research objectives (Saunders et al., 2009). 
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 3.5 Sample Selecting Criteria  

 In order to ensure the maximum variation within the sample, the research follows 

what was suggested by Patton (2005) where to identify the varied characteristics or what 

is known as sample selection criteria before selecting the sample. The criteria that are 

used in this research are based on the current position of the participant and his working 

experience. Each category of the target population has its own criteria. The first category 

is Shariah scholars with more than five years experience, who work at a bank to ensure 

they have sufficient background in the financial products and their mechanisms. The 

second category is bankers who work for not less than five years within a product 

development department or credit card department or have a good background of their 

process. Favorably to have knowledge of Islamic contracts, financial Islamic products, 

and crowdfunding. The number of years of experience is important to ensure expertise in 

the field.  

3.5.1 Participants Profiles  

 The interviews are conducted with five Shariah scholars working in banks and 

seven bankers have a background in Islamic finance.  

•    Participant A: the head of department of the sharia group in one of the most famous 

the commercial banks in Saudi Arabia and a member of the Commission of Shariah 

standards. More than 30 years working experience in the field of Shariah advisory.  

•    Participant B: the head of an Islamic banking advisory institution, the general 

consultant for an Islamic banking magazine also consultant for many other newspapers 

related to Islamic banking. More than 20 years of working experience. 



43 
 

•    Participant C: Shariah consultant in the advisory service division in an Islamic 

research institute that it is related to one of the Islamic bank. 

•    Participant D: the vice chairman of an asset management company with an expertise 

in the Islamic banking sector. More than 10 years of working experience. 

•    Participant E: investment officer in the treasury department of an well-known Islamic 

bank 

•    Participant F: Shariah consultant in the advisory service division in an Islamic 

research institute that it is related to one of the Islamic bank 

•    Participant G: manager of the Islamic economics and finance research division in an 

Islamic bank. More than 20 years of experience in the research of Islamic finance filed. 

•    Participant K: foresight strategist in an Islamic bank with an experience in 

crowdfunding project and Islamic products  

•    Participant M: financial analyst in an Islamic back with a backroad in Islamic 

contracts  

•    Participant N: senior vice president of credit card product in one of the most famous 

commercial banks in Saudi Arabia 

•    Participant S: Head of the financial product development center, and authors of many 

books related to Islamic finance. More than 20 years of experience in the Islamic finance 

field 

•    Participant Z: lead operational risk specialist in a famous Islamic bank. More than 15 

years of experience in managing risks in banks  
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3.6    Sample Size 

All non-probability sampling techniques except for quota samples, the matter of sample 

size is unclear and there are no rules, in contrast to probability sampling (Saunders et al., 

2009). The sample size of this research is as the research techniques, depends on the 

research question, the purpose of the inquiry, and what can be done with the available 

time and resources. Since the research question and purpose do not require any statistical 

estimation therefore a small sample size is required.  The research focuses on the quality 

of the data, analysis skills in interpreting the data, the validity of the data, insights within 

the data, more that the size of the sample (Patton 2005).  

 Additional way that the research depends on as a primary citation when 

determining the sample size of the study was “redundancy”. The size of the sample in 

purposeful sampling is usually determined by informational considerations, where the 

purpose is to maximize information, therefore the sampling is concluded when there is no 

new information coming from new sampled units (Patton 2005). Comparing to other 

expletory research is another way uses in this research. Based on the all previous 

justifications, twelve in depth interview is conduced as a sample size, taking into 

consideration that the sample had been studied in this research is not representative of the 

population.  

3.7 The Procedure of Data Collection  

 A semi-structured interview which is also known as qualitative interviews is used 

in this research. Qualitative interview used when integrating multiple perspectives or 

describing process is required (Weiss, 1995). A semi-structured interview is the method 

of data collection that it is followed because it organizes the interview by providing a 
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clear set of instructions and it also a good technique that provides reliable and 

comparable qualitative data. In addition, it gives an opportunity for identifying and 

understand the topic from different prospective and aspects (Cohen and Crabtree, 2006). 

Face to face interviews are conducted over a short time period that is December 2016. 

3.7.1 Interview Preparation  

 In addition to the literature review and the level of knowledge that the researcher 

has related to the topic, the researcher get prepared for each interview, by gathering 

appropriate amount of knowledge and information about the interviewee profile, work, 

and the organization where he works at. Moreover, in order to increase the credibility, 

motivate validity, and encourage reliability of the research, an introductory letter is sent 

requesting interview, outlines in brief the purpose of the research, what the participation 

will involve, the time required to conduct the interview, and the target dates to undertake 

the interview.  

3.7.2 The Beginning of the Interview  

 At the start of each interview the following points are covered within few 

minutes: 

•    Thanking the participant for agreeing to conduct the interview with him  

•    Providing a brief of the research  

•    Explaining the participant’s right to refuse answering any of the asked questions and 

that the interview can be stooped based on the participant wish 

•     Reminding the participant that the interview will be audio recorded  

•    Mentioning the confidentially of his name and the organization he works in 

•    Taking a permission from the participant to start the interview  
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3.7.3 Recording of the Data  

 In order to ensure the reliably of the data that is collected, that data is audio-

recorded in addition to note taking as the interview progresses to show the participants 

that their responses are significant. The importance of audio-recording that it captures the 

tone of voice and hesitation of the participants, although it does not record facial 

expressions and body language cues (Saunders et al., 2009).   

3.7.4 Transcribing Data 

After the interviews is conducted, transcribing the audio-recordings process starts, 

consequently followed by initial analysis of the data collected (Saunders et al., 2009). 

3.8 Instrument  

 The reason behind conducting interview is to acquire data that allows to answer 

the research questions, while identifying the reactions of the participants which will assist 

in analyzing the responses. The interviews consist of a large number of questions where 

these questions are either complicated or open-ended questions, followed by prompts 

questions to explain the answers and to open to a new aspect and subsequent discussion. 

For example; “Do you think there is a need to change the mechanism of Islamic credit 

card?” and “What are the impacts of using crowdfunding on the economy?”. 

 A list of themes and questions is created to be covered in each interview, however 

the questions are not exactly the same in each interview it varied from one interview to 

another. Meaning that some questions is omitted in some interview based on the category 

of the participant his background and experience area whereas additional questions is 

added depends on the follow of the conversation. Moreover, the order of questions also 

varies depending on the flow of the conversation. The interviews start with general open-
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ended questions related to the research topic in order to avoid bias, followed by a range 

of specific clear questions and probing questions to ensure that the answers are been 

understood clearly and to link to the next question, however some specific closed-ended 

questions are added. 

 More than one type of questions is being asked, one section of the questions 

relates to factual facts where the precipitant requires to comment on them.  The other 

section was semi-structured questions in order to get insight of participant’s opinion and 

perception. In regards to the nature of the interaction between the researcher and the 

participants, one to one interview is being conducted by pre-determine meeting 

appointment for face to face meeting.    

3.9 Analysis and Reporting Data 

 Thematic analysis is frequently used as a method to analyze primary data in a 

qualitative research. The process that is followed in the research consists of three stages. 

The first stage is the free line-by-line coding of the findings/transcripts. The second stage, 

the organization of the codes into related areas in order to develop themes that is related 

to the literature. The third and the last stage is the generating analytical themes and the 

developing of a story line that is supported by quotations, in order to assist the reader to 

understand the process (Thomas and Harden, 2008), (Aronson,1995).  

3.9.1 Themes and Codes  

Themes and codes are being selected base on the research questions and objectives, the 

literature review, and interviews output. 

Theme 1: The aim of Islamic Finance (IF), the codes are; the establishment of IF, the 

reason behind IF, and the aim of IF. 
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Theme 2: Th use of Islamic product; the code is why do people use Islamic product? 

Theme 3: Difference between the Islamic and conventional bank, codes are; application 

of IF, and complexity of contracts. 

Theme4: Underlying contracts for Islamic credit card, codes are; bai al inah, tawarruq, 

and tawarruq for late payment. 

Theme 5: Debatable issues with tawarruq, codes are; ownership of the commodity, the 

length of tawarruq transaction, and acquiring penalty. 

Theme 6: The use of Islamic credit card and its benefits  

Theme 7: Rely on qard hasan, code is bank fees 

Theme 8: Innovate New Mechanism, codes are; a new mechanism for Islamic credit card, 

how long it takes to innovate new product? and the need for innovation, come from 

where? 

Theme 9: Crowdfunding threats the banking system, codes are; linking crowdfunding to 

the banking system, and crowdfunding. 

Theme 10: Linking Islamic credit card to crowdfunding (P2P), codes are; the proposed 

idea, reason behind borrowing, and new risk mitigation tools. 
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4. Analysis and Findings 

4.1 Introduction  

 A reverse hierarchy thematic analysis is followed in this research, starting with 

general themes then narrow it down to more specific themes. The second section 

summarizes the main findings, where the last section discusses the finds and links them 

to the research questions and literature review.  

4.2 The Findings from Thematic Analysis  

4.2.1Theme 1: The Aim of Islamic Finance  

 The first theme discusses the aim of the establishment of Islamic finance to 

examine whether its aim has been achieved through the years or no. One of the issues that 

raised the concern to establish Islamic finance was lending. Participant (A) clarifies that 

the concept of financial intermediary established to fill the financial gap and act as a 

matchmaker between people who have a surplus of money and people who have a 

shortage, which is similar to the role of banks nowadays. 

 “The concept of financial intermediary started in the west but when it 

entered the Islamic countries, the easiest way to established it was based 

on the concept of the loan. Take the money from one party with 5% 

interest and give it to the other party by 6% interest, where the difference 

1% is the profit of the bank and the cost to manage the credit and 

customer risk”.  

 This concept with the same philosophy came to Islamic countries because of 

colonization of Islamic countries. The turning point was after using the conventional 
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banks for a while when people start recognized that interest they are paying or receiving 

is the riba that it is prohibited in Islam. At that time, they started to find out a solution by 

establishing the Islamic version of the conventional banks. Participant (C) agrees that the 

reason behind Islamic Finance is to have a financial system that complies with Shariah, 

differs than the conventional one that is built on interest. However, participant (D) argues 

that the aim of Islamic finance is providing financial resources that comply with Shariah 

rules, Therefore, the Islamic products first must modify the business sense then comply 

with Shariah rules, not the other way around. Participant (B) stresses on the fact that the 

Islamic banking came to solve the problem of the prohibition of dealing with interest. In 

his opinion, Islamic banking removed the barrier that its stand between people and 

banking services which is riba. He expresses his opinion by saying; 

“Islamic finance transfer people from the red area to the gray one but not 

the green one” 

He adds, the whole dealings and transactions in the retail sectors in the Saudi banks are 

100% Islamic, where the corporate sector reaches around 65%, in his opinion this is a 

good achievement. On the other hand, there are some people who misunderstand the 

Islamic banks’ role. Islamic banks cannot achieve Maqasid al-Shariah because it is just a 

part of the economic system. Islamic banks created a big market that many people can 

benefit from, whereas, before Islamic banks, the personal finance was very small. 

Therefore, we find that the Islamic banks in Saudi Arabia grow with 34% per year. 

4.2.2 Theme 2: The Use of Islamic Product  

 Exploring what are the reasons behind the use of Islamic products. The answers 

differed from one participant to another. Participants (A) and participant (Z) belief it is a 
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religious issue, people feel satisfied that they are not doing things that are against Allah’s 

desire, regardless how these products work. Another participant (G) thinks that people 

used Islamic product because they are convinced that it is Shariah compliant in addition 

to other factors that motive them to use it, such as, knowing in advance the exact amount 

that will be paid at the end of the period. However, another participant (B) argues that 

people do not understand the mechanism they just follow the fatwa from the Shariah 

scholars that they trust. This opinion consistent with the opinion of another participate 

(C), who divides the people are three types; the first type, imitate each other. The second 

type, follow the fatwa issued by trusted Shariah scholar. The third type, do the research 

by themselves. Whereas, participate (F) divides the users of Islamic products based on a 

research done, into two types regardless they are retail or corporate users.  The first type 

as participant (A) mentioned, they must deal with Islamic product because it is a religious 

requirement even though the cost is high, while the other type follows their benefit, they 

choose the Islamic product if it is less expensive or more profitable. 

4.2.3 Theme 3: Difference Between Islamic Bank and Conventional Bank 

 However, after many years of the establishment of the modem Islamic finance, 

there are some Sharia scholars who are still questing the difference between the Islamic 

bank and the conventional bank. Participant (B) indicates that it is one of two choices, 

either they are not aware of the Islamic financial mechanisms, or they are strict in their 

fiqh opinions and theses are a small segment of scholars as he describes him; 

“These are small school otherwise life stopped” 

  Participant (A) agrees with the explanation of participant (B) scholars who beliefs 

there is no difference between the two models are not aware of the financial operations in 
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the Islamic and the conventional banks and the difference between them, where the 

conventional bank is based on qard, and qard in Islam is a form of donation, therefore 

each model faces different type of risk.  

4.2.3.1 Application of Islamic Finance 

 A common thread among the participants regarding the need to improve the 

application of Islamic finance. Participant (D) is conservative in expressing that Islamic 

products are not properly applied. He admits that there are sometimes some mistakes that 

come from the audit and application, where there are some banks who take the fatwa 

documentation then their employees make some edit to it. From here came the need to 

create Shariah audit department. where another participant (C) argues that Islamic 

banking achieves a lot, however, the need for improvement and achievement is still 

required. 

“Islamic banks achieve good achievements. Their assets now around one 

trillion, yes it represents only 1% of total assets around the world but it 

achieved a lot. Having some problem in the application that does not 

mean we did not achieve, however, we still need to achieve more. We are 

still in the halfway”. 

  This opinion is similar to the opinion of another participant (E), there are still 

some rooms for improvement, there still some areas that need to be addressed and 

improved from the Shariah perspective. Participant (S) expresses that the aim of Islamic 

finance is noble but we are disabled to apply the Shariah at the same level of its value. In 

his opinion, there is a defect in the application, where we find people who work at 

Islamic banks are not convinced by the Islamic products. Therefore, having bias 
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measurement organizations is important, where people can elaborate and freely express 

their opinions. The complication of the process comparing with conventional products 

that end at the same result might be the reason that why some people are not convinced; 

“This is risks that threats Islamic finance” 

  From his perspective, the new generation will not be convinced with is 

application and once the number of people who are not convinced reaches the critical 

mass everything will change. Therefore, the need for new solutions that consistent with 

logic is a must, stimulating people’s emotions will not last for very long, where people 

just follow fatwa. Participant(K) agrees on this point, that within five to ten years there 

will be a huge transformation in the application of Islamic finance. On the other hand, 

participant (F) has a different opinion, he argues that the application differs from a bank 

to another. The role of shareholders is very important, it directs the orientation of the 

bank. Concerning only on profit is a problem because money in Islam is not just about 

the profit. From his perception, Islamic bank must take into its consideration people 

circumstances in the case of inability to repay on time or in the case of early repayment, 

where the imposing penalty is not required in both cases. 

4.2.3.2 Complexity of Contracts 

 The reasons behind the complexity of underlying contracts that support Islamic 

products are not clear. Participant (B) argues that the reason is to make the products 

Shariah compliant and to be able to adopt the market and create Islamic version of the 

conventional products, so the client has the choice to choose between the two types. 

However, it is not meant to make these products difficult for the client to understand. 

Participant (F) supports the opinion of the previous participant, says; 
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“Islamic banks, as well as the conventional bank, try to make thing easy. 

So, if there is a need to a make combination e.g. tawarruq and kafalah, it 

comes from the perspective of Shariah requirements. Banks try to make 

things easier for the clients because the client may not have a background 

and knowledge, and that may reduce the prices of the commodity”.  

 The bank assists the client who needs to purchase with loan and sell in cash, 

which is the role of the bank to act as an intermediary. Therefore, the combination of 

contracts from his perception is in the benefit of the client. In case the client died within 

the days of repayment, and the contract includes kafala, takaful will cover the loan. He 

adds, that this is the role of employees to clearly explain the contract and at the same time 

the client must take its time to read the contract. While participant (A) expresses that the 

main contract is simple one but they have to attach other contracts to the main one in 

order make the procedures smooth or to mitigate the risk. Participant (G) has a different 

point of view, that the complexity of the contracts is not a point of concern to the client 

since they get approved by Shariah scholars. Another participant (S) looks at the issue 

from a different perspective. The negative effect that it leaves in the perception on non-

Muslims. He states that the complexity of contracts make non-Muslims lose interest in 

Islamic finance, because when they study in depth the structure of the Islamic products 

contracts they lose the interest. He adds that Islamic finance replicates the conventional 

one without considering the need of its clients  

“Therefore, marketing is almost zero because the product doesn’t match 

with the market needs”. 
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4.2.4 Theme 4: Underlying Contracts of Islamic Credit Card  

4.2.4.1Bai al inah 

 Aside with the complexity of the contracts, there is a difference in the underlying 

contracts that support the Islamic product, participant (C) explains that this goes back to 

the different in Shariah opinions and he gives an example of Bai al inah that it is not 

usable outside Malaysia. However, a common thread among all the participants whether 

it was implicit or explicit, they are against the use of Bai al inah. Aside from bai al inah, 

tawarruq is another contract that is commonly used for lending products, such as credit 

card.  

4.2.4.2 Tawarruq 

 Some participants are against tawarruq, some are with tawarruq, and some bias. 

Participant (Z), (C), (D), and (F)are biased, they did not give a clear opinion about 

tawarruq they depend on in their discussion on the Shariah scholars’ decision. Shariah 

scholars say that tawarruq in principle, should not be used unless there is an urgent need, 

known as “حكم الضرورة”. Where the organized tawarruq is not permissible.  Participant 

(G) is not against tawarruq in general, the structure in his opinion is the most important 

factor, therefore, he stresses on the role of the Shariah audits to make sure that it is not 

organized tawarruq. While participant (M) states; 

 “I am against the use of Tawarruq unless the organization is in a case of 

necessity (to manage its liquidity for example). I don’t think that someone 

that hold a credit card is in a case of necessity, at most he might be in 

mismanagement”. 
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 Participant (K) has the same opinion.  Whereas, participant (S) who is against 

tawarruq, elaborate more about his opinion. Explaining that the debate between the 

scholars is on the principle of tawarruq is it permissible or not, where there is no debate 

of organized tawarruq because scholars agree that it is prohibited. He adds, 

“AAIFFI decision was clear, tawarruq is not a tool for investment, it is a 

temporary solution for emergency situation or exceptional cases and not a 

rule, it is imposable of Islamic finance to be built on tawarruq, this is 

mean there is nothing called Islamic economy, it is just things that have no 

meaning, tawarruq is a trick (hillah) by the admission of al scholars 

themselves. The argument between the scholars; is it a permissible hillah 

or a prohibited one, there is no argument that it is a hillah. It is obvious 

that there is no any value added or benefit to the buyer”  

He continues,  

“If the person is not allowed to buy a commodity that he does not need, 

because this is profusion, and profusion is prohibited by consensus of 

scholars and in Quran text. So, how come it permissible if the person buys 

something that he doesn’t need and by loan, this is even worse. Taking 

into account that his aim to wiling on riba. So, this is obvious. Tawarruq 

can be a special case, not a normal case that we can build on it a financial 

system” 

On the other hand, participant (B) used to be strongly against tawarruq because it was a 

pure theoretical transaction, but when tawarruq transaction has been edited, where the 
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commodity used in the transaction are from the local markets and there is not mandatory 

wakala contract, tawarruq became semi-acceptable from his point of view. He beliefs that 

there is no evidence that tawarruq is prohibited because there is no contract called 

tawarruq in Shariah.  Tawarruq in his opinion goes back to the action and the attention of 

the individual, because the first seller and the second buyer both may not know that the 

person is conducting tawarruq. The last group of participants (N) and (A) are with 

tawarruq. (N) expresses that tawarruq is Shariah compliant. While participant (A) states; 

“I am one of the people who created tawarruq, so there is no why I will be 

against, people use simple tawarruq since years ago, they called it in Najd 

 and there are some people who are specialized in it, and it exists ”الدين“

from old ages from al-Sahaba, it called الزرنقة and there are some Sahaba 

who deal with it”  

However, when applying tawarruq in these days with the same application that had been 

used before hundreds of years, clients will lose from 10% to 15% from the price of their 

commodity because they will get exploited from the third part. Therefore, the bank came 

up with a mechanism to organize the process and make the whole agreements. However, 

there are some people who criticized what the bank created and call it “organized 

tawarruq” and they said this is a trick “hillah”. In his opinion, the Islamic community did 

not convince with the decision of International Islamic Fiqh Academy  

4.2.4.3Tawarruq for Late Payment 

Taking the discussion to a more practical aspect, examining whether the participants’ 

perceptions regarding tawarruq will differ or remain the same regarding the use of 

tawarruq in Islamic credit card, the product that is been used by most of them. Exploring 
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their opinions whether they consider Tawarruq the most suitable method for repaying the 

late payment in Islamic credit card or no, taking into account that tawarruq is the 

mechanism that almost all Islamic credit card in GCC are following. Participant (N) is 

one of the participants who supports tawarruq, however, he refused the word “late 

payment”, because they do not charge the penalty on late payment, where they use 

tawarruq for unpaid billed, he says; 

“The cardholder has two choices, either to pay in full or to pay the 

minimum amount of 5%. if I as a card holder pay the minimum of 5% 

anything between the 5% and the full amount, anything that is unpaid the 

bank actually will do the trading, the tawarruq process and then charges 

the profit markup…I think it is more straightforward and the customer can 

understand that it is Shariah compliant” 

 Participant(G) agrees with the participant (N) that tawarruq is the most suitable 

way, however, there must be other ways. While participant (A) expresses that it is the 

easiest and fairest way, however, there is another way that is based on fees. Participant 

(F), beliefs that tawarruq solves the problem of conventional bank that depends on 

compounding interest, he says; 

“In Islamic bank, it is not interest, it is sale and sale is fixed riba, the 

price does not get changed, but in conventional banks the price of loan 

differs it is based on the amount” 

  The markup percentage used in Islamic product similar to the fixed amount of 

interest, because it depends on the market, he adds; 
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“First, this is the right of the Islamic bank because it is sale and in the 

sale, determining price is based on the market, and the financial market 

has this approximate indicator and the central bank issues base lending 

rate this is it". 

  Therefore, Jewish said “sale is same as riba” and that true, they are similar and 

Allah says; “ باوأحل هللا البيع و حرم الر ”. Even if at the end the client repays the same amount, 

but the first contract is for sale and the other one is on riba. On the other hand, participant 

(B) is against the use of tawarruq for late repayment, because he is against the concept of 

reversing loan. He suggests that Islamic credit card be based on Murabaha contract from 

the beginning, which is a totally different new mechanism. 

4.2.5 Theme 5: Debatable issues with Tawarruq 

4.2.5.1 Ownership of the Commodity  

 Concerns regarding the ownership of the commodity used in tawarruq transaction. 

Participant (A) stresses on the need to differentiate between the ownership (الملكية)and 

possessionالحيازة)), where they are two different concepts. The ownership takes place by 

mutual acceptance (ايجاد وقبول), however, possession is another process.   

 Once a person owns something, he is allowed to manage it even before the 

possession. The debate is at this point, it is also called “القبض”. It has different types from 

Shariah perspective depends on the thing that the person purchase “قبض كل شيء بحسبه”. 

But for the ownership, there must be a valid sale contract (the price is determined and 

mutual acceptance is full) where the bank owns the commodity before selling it to the 

customer, after that the client has the choice whether to align an agent (other than the 

bank) or sell the commodity by himself. Participant (G) says, the same concept that 
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makes bail al inah prohibited can be applied in commodity Murabaha, the transfer of 

ownership is very important, it must be transferred to the buyer before selling it again. 

“Because this is al bai, you cannot consider it al bai if I didn’t transfer the 

ownership to you. So, for me is the structure and the flow of the movement 

of the money and also the goods should be in place” 

 Participant (A) explains that that tawarruq started by purchasing commodity in the 

international market and the bank was the agent for the clients, because it was very 

difficult for the client to have communicant with the third party, therefore, the bank was 

responsible for arranging the sale of the commodity and/or the transportation of it for the 

client. But, when people start debating, about how they are buying commodity they do 

not know and cannot see, the authority issued a new rule that consists of two conditions 

to enhance the product from the Shariah perspective. Based on that, the bank restructured 

the product from the beginning. The first condition is to conduct tawarruq with local 

commodities, such as rice and stocks while keeping the international one for business and 

people who understand the mechanism. The second condition, a bank is not the agent of 

the client. The client must have the freedom to deal with the commodity the way he 

wants. Participant (G) and participant (B) stress the importance of the second condition. 

While participant (N) clarifies that they use stable commodities for tawarruq e.g. rice, 

however, they used to use steel.  

4.2.5.2 The Length of the Tawarruq Transaction  

 The length of the tawarruq transaction is an issue, where there are some people 

criticized the length of the process “it is all happen in one second”, participant (A) argued 
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that there is no certain time required when you buy something to keep it with you before 

you sell it. While participant (N) explained the process; 

 “We have to do the purchase and the selling once it is done then we take 

that confirmation and we post it as a profit markup for the customers”.  

4.2.5.3 Acquiring Penalty  

 The penalty is another concern with Islamic credit card because it is not 

recommended by Shariah. While some scholars prohibited, the other said it is permissible 

if the bank does not get any benefit from it. Participants (A) supports the second opinion. 

Participant (B) says he is between against and support. He adds; 

“From the retail sector, I excluded because we felt that it affects the 

reputation of the bank and there is no huge benefit from it, but some 

clients need it, some clients are procrastinating” 

 Clients repay the bank who expose penalty and delay the one who does not 

expose penalty. It is a type of punishment, but if the client is facing deficiency, the 

penalty will fall off from Shariah perspective and he ensures that penalty really goes to 

charity. Participant (F) beliefs that it depends on the country; 

“The reason is to make a modification in the market, impose a system, and 

take an indicator for real cost. For example, 3% of the penalty go for real 

cost and the rest for the charity” 

  Where participant (Z) suggests imposing a penalty in case of late payment and 

this penalty goes to zakat fund within the bank, instead of using tawarruq. He is not sure 
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regarding the Shariah perspective, but he beliefs once it is stated in the contract there is 

no problem.   

4.2.6 Theme 6: The Use of Credit Card and its Benefits  

 Most of the participants use Islamic credit card however, they use it as a charge 

card. They repay within the grace period. Participant (F) said the limit of the credit card 

should not be high. It should be based on the client salary where the bank multiplies the 

salary in one or two or three thus the client will be able to repay. Participant (B), justifies 

his use to the Islamic card as a charge card by saying, 

 “I am not convinced with it from a financial perspective and not from a 

Shariah perspective, getting involve in credit is a bad thing” 

Then he adds, 

“Do you know that when you use credit card for credit that you died 

without repaying any principles, all your lifetime you are repaying the 

profit only, whether it is an Islamic credit card or conventional one” 

However, he beliefs that credit card is a good product if it been used properly, he 

expresses; 

“Credit card is perfect if you use it for payments to control your expenses, 

where you can save your salary, or put it in Murabaha or in investment, 

keep the cash only for things that you must use cash for it or emergency, 

and use your money in your credit card for free for all your expenses for 

around 45 -60 days”  
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Another benefit for credit card usually gives the client cash back around 1%. In addition 

to free traveling tickets. Participant (N) uses his credit card and he benefits from the 

reward points. 

4.2.7 Theme7: Relying on Qard Hasan  

 A common thread among most of the participants (C, B, F, A, M), when 

discussing the concept whether the Islamic bank can only rely on qard hasan for 

financing, they all are explicit about the fact;  

“The bank is not a charity organization” 

 Participant (S) clarifies; 

“The Islamic banks are not charity organizations cannot live based on 

qard hasan because at the end how they will distribute profit to 

shareholders, how they will pay bonuses for administration and etc.”  

 Participant (A) agrees with participant (S)’ opinion. Participant (S) beliefs that the 

contracts that are being used are permissible but are not applied in a way that suits this 

era, the mentality being followed is the same of 700-800 years ago. He gives an example 

of tawarruq says; 

“There is no need to buy metals from London and sell it in London to take 

the cash and walk two steps next to the bank branch to buy furniture from 

the shop next to the bank” 
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  Participant (F), expresses a bank must manage its liquidity in order to gain profit, 

the bank determines from the beginning the percentage that it is determined for qard 

hasan e.g. around 5% is for qard hasan. Participant (B) says; 

“Qard hasan is a type of irfaq contracts, it is not a base for the transaction 

between people. Therefore, the prophet permits al bai al ajel, salam, 

istisna’a, all these contracts are deferred sales. So, there is a difference 

between irfaq contacts (heba contract, qard hasan contract) and 

transaction contracts.The prophet says: “ ما من مسلم يقرض مسلما قرضا مرتين إال

 ”كان كصدقتها مرة

 The prophet encourages people to do ma’roof, there is a difference between 

ma’roof and business. Participant (C) stresses on the same point that there is a difference 

between sadagat that people know where it is going to and business. Business is an 

investment that needs profit. Participant (G) has a different point of view, people lend 

each other for good purposes, which is difficult to be controlled, therefore there should be 

a strong governance structure for qard hasan. Participant (F), even in the days of the 

prophet, scholars were discussing, that qard is not a big amount, it is a small amount, if 

all people give loan qard hasan on large amount, it will affect the trade, and consequently 

will affect the economy, and how the zakat will be paid. The zakat is based on an 

increase in assets, how this increase will happen if all the money goes to qard therefore, 

this cannot happen. Participant (M) says;  

"Qard Hassan is the best product in a theoretical word. A Bank needs to 

be profitable and there is no incentive to attract the customer that do not 

manage well their saving. If would happen under the condition of a proper 
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debt, I don’t see any arm to have it in Qard Hassan since understand the 

heaviness to hold a debt and the importance to fulfill its contract”. 

2.7.1 Bank Fees 

 The fees that banks charge for issuing the card, is it really goes for the cost of 

issuing. Participant (C) say it varies from a bank to another. Fees must be fixed regardless 

of the amount of the loan. Participant (B) agrees the fees have nothing to do with the 

financing. These fees for issuing service, not for credit service, therefore, it does not 

relate to the riba issue. 

4.2.8 Theme 8: Innovate New Mechanism 

4.2.8.1 New Mechanism for Islamic Credit Card  

 Participants (G) and (B) belief that there is a need to change the mechanism of 

Islamic credit card. Moreover, participant (B) adds, that they are trying to change the 

structure of their Islamic credit card to be Murabaha card. However, participant (F) 

argues that it depends on the country and the system and he gives an example; 

“It is difficult in Malaysia to have credit card based on qard hasan 

because the market is not huge like the KSA, for e.g. Al Rahji Bank can 

provide credit card based on qard hasan because its profit is one billion, 

whereas another bank cannot provide qard hasan, maybe it is better for it 

to depend on Ujrah for services related to credit card, it is similar to qard 

but the bank take fixed fees”  

Taking into consideration that some scholars do not allow relying on Ujrah for credit card 

because it should be a real cost, because they afraid to fall in riba. Then, he adds; 
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“But if you asked me which one do you prefer, I prefer credit card based 

on qard hasan, because card is a need (haja) and it is not necessity 

(daroura), however, it can be upgraded from needs(hajeyat) to 

improvement(tahsenat), therefore the limit of the card should not be big, 

so banks can afford to give credit card based on qard” 

  Participant (S) agrees that there is a need to change the mechanism of Islamic 

credit card. He stresses on the need to develop all Islamic finance, where some products 

are applied properly, but other need development and modifications. Participant (M) says 

that the development is always there, nothing prevents the development, however, 

meanwhile, we use the available option and once a new model is there we will use it as 

long as it is with the same level of efficiency. Participant (C) says; 

“We are highly comfortable with tawarruq so I don’t think we will explore 

another mechanism” 

4.2.8.2 How Long It Takes to Innovate New Product?  

 Required time to innovate a new product is usually long. Participant (G) states 

that it is difficult to determine because it depends on the speed of the process, sometimes 

it took around two years beginning from the discussion, agreement, reason behind the 

product, getting the approval from the central bank, transfer the structure into legal 

document, and then transfer it into the system. Participant (N) has the same opinion of 

participant (G) it depends on the mechanism and complexity of the mechanism, it 

probably takes a year and a half, then he adds; 



67 
 

“It is not something that it is straight forward because we need to make 

sure that it complies with the Shariah principle and at the same time it is 

fair to the customers”. 

4.2.8.3 The Need for Innovation, Come from Where? 

 The need for innovation usually come from the demand of the market that what 

participant (N) stress on; 

“We only start from the customer, we do not develop a product based on 

what we think and then sell in the market”.  

 He adds that they always start with what the customer want and then they discuss 

it internally with stakeholder. In the case of Islamic products, Shariah scholars will be a 

key input in the decision. Once they get the approval from Shariah scholars they work 

with marketing department closely to develop the concept. Stressing on the role of the 

marketing department that works parallel with the product development department. 

Participant (G), (M), and (A) have the same opinion of the participant (N) the call it 

always starts from the demand of the customer. Where participant (S) says that the need 

for a new mechanism comes once there is a competition. On the other hand, participant 

(Z) has a different point of view, the need comes from the motivation to make the product 

more Shariah complaint in order to make people more interested in the product.  

4.2.9. Theme 9: Crowdfunding Threats the Banking System 

 Participant (N) expresses the distributive alternative financing options is what all 

banks worry about, crowdfunding is one of them. He adds; 
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“I hope it will not succeed”. Participant (S) asks a question “what is the 

future of the financial industry? Crowdfunding and telecommunications 

are the risks, people know that, but they do not say it, afraid to say it”.  

In his opinion, competition is required because people will not care about client 

satisfaction unless there is a competition. So, innovation is the solution and competition. 

4.2.9.1 Linking Crowdfunding to the Banking System 

 Only participant (S) has a background of the new phenomena of linking 

crowdfunding platforms to the banking system. He beliefs that it already started in Saudi 

Arabia because the question is always there. He expresses since the demand for finance is 

there and the banks are not filling the gap between the supply and demand, where they 

only full filling part of the gap. He continues, there is a big part of the gap for financing 

the young generation, and small business who do not have financing resources, on the 

other hand, there are investors who want to invest, especially small and medium investors 

who do not have chances for investment. Therefore, there is a very good opportunity to 

match these parties together. He adds; 

 “Technology of matching is the economy; the market mechanism is match 

making” 

  The technique that allows for matchmaking is getting develop very fast. The role 

of banks and other organizations is matching, banks take the interest of depositors and 

deal with the borrower and fill the gap. Before sixty years in the united states, this role 

started to decrease when the capital markets established. The companies reached directly 

the investors and issued shares or bonds, whereas the Sukuk started recently so there was 
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no need to go to banks to borrow from them. The third channel that started recently goes 

out of the market. First was banks then transfer to capital market and now starts to 

transfer to other channels one of them is crowdfunding. Channels that make 

matchmaking between the supply and demand are many and they are continue growing, 

but the new technique allows to pass many things. A long time ago, in the united states, 

people said that the model of commercial banking died.  In the united states twenty years 

ago, when mutual funds had been created it grabbed the attentions from banks. Investors 

started to invest their money in mutual funds because it gives them better return the 

deposits.  Banks found that deposits are going out, so banks started to create mutual 

funds. At the time of the venture capital revolution, banks did the same. He emphasizes 

on the fact that the world is changing, but we as Muslims are not believing that the turn is 

coming to us. Therefore, if we did not get ready from now, we will have no time to adopt 

later. The world is all connected, once it reaches the critical mass, where there is a 

sufficient number of users and beneficiaries, there will be to time for planning. While 

participant (F) thinks that banks start thinking of having a relationship with crowdfunding 

platforms as a way or solution for the bank to finance lending products such as credit 

card, thus it is from the perspective of liquidity management. 

4.2.9.2 Crowdfunding 

 The participants have a great knowledge of crowdfunding. Participant (D) says; 

“Crowdfunding is more simple that it looks like” 

 It is being used long years ago, where merchants used to finance each, the only 

difference that they are using the digital platforms now. He expresses, nowadays people 

use more sophisticated or fancy terminology. Participant (M) beliefs that impact of using 
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crowdfunding on the economy are social cohesion, empathy, compassion, initiative, and 

motivation. He adds; 

“When it is used for the right cause, and all the success story of 

crowdfunding is around helping something we believe in” 

 He agrees with participant (M)’s opinion,  

“Crowdfunding is the oldest way in the world to raise money and it is 

always linked to a cause. Of course, sometimes we might disagree with the 

cause we contribute and Tax is one example of coercive crowdfunding. 

But when it is deliberate then the cause is of paramount importance and I 

don’t believe that helping someone fulfilling is addiction on buying shoes 

is good cause”.  

4.2.10 Theme 10: Linking Islamic Credit Card to Crowdfunding (P2P) 

 This theme investigates the possibility of link Islamic credit card to crowdfunding 

particularly peer to peer lending platform. Some participants can see the linking between 

two is possible, as the participant (G) who expresses his opinion by saying there is a 

possibility to link Islamic credit card it to p2p lending and even other different platforms. 

He gives an example of a Malaysian, a Singapore, and an Indonesian who created new 

crowdfunding platforms based on waqf. Where they consider the cash as a waqf, and they 

invest the money and only the return can be used. Participant (C) expresses that 

theoretically, it is possible to be done, but there is a need to work on an applicable 

mechanism. While participant (M) states it is possible to happen, however, he is not with 

the idea. Participant (S) beliefs that it is possible as well, where it can be an ordinary 
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credit card, but the question is who will deposit the money in these accounts. It can be an 

association that will make agreements with all the parties; depositors beneficiaries, and 

merchants to make sure that the money goes the right place. Participant (N) discusses the 

issue from a different angle, says; 

“I am not sure is visa or master card will allow such a platform to issue 

credit card using their brand”  

 He adds, that credit card is much more complex that it seems.  On the other hand, 

participant (F), thinks the problem that crowdfunding does not suit credit card because 

the credit card has a very short grace period, maximum two months. Whereas projects 

listed in crowdfunding platforms suit either Mudarabah or Musharaka, because they have 

a long period as they are investments. He thinks crowdfunding can be applied based on 

the perspective of a charity organization and as a part of the organization is qard hasan 

that has a determined certain amount that can be financed with a bank. In this case, all the 

three parties who are involved in the transaction will benefit. The charity organization 

can use the network system of the bank. The bank will manage liquidity from the funds 

that come to the bank. People who take qard hasan from the charity organization will 

benefit from the bank’ services, he adds; 

“It is a great idea if it exists” 

 Charity organizations have billions of funds, so this will be a new channel for 

banks especially from a local perspective. Participant (A) beliefs that this idea is very 

difficult to apply, because of a couple of obstacles that need to be solved. First, the credit 

card has a specific monthly cycle. Second, the credit card is a very costly product because 
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it involves very high risk therefore, its margin is high, comparing to the personal finance 

that charges 2% to 3%, maximum 5%, whereas credit card charges around 30% to 36 %. 

Third, the limit that the card is giving to the borrowers cannot be very high in addition to 

the feature of the cash withdrawals, where the borrow will be allowed to withdrawal the 

whole limit or just partial amount (50% or 20%). Fourth, the matching between platforms 

repayment to the merchant and between the borrower repayment for the platform.  

4.2.10.1 The Proposed Idea 

 Participant (G) emphasizes the importance of several aspects; first, the purpose of 

the lending must be valuable. Second, creating a solid governance to ensure who can be 

included under al gharemeen. Third, the same amount of loan must be repaired with no 

extra markup. Moreover, he recommends to focus only on one purpose rather than make 

it affordable to everyone, until people get used to it in the market then can be linked it to 

the gharemeen. He adds, 

“Nice good proposal” 

 Participant (S) focuses on a different aspect.  He says since it is qard hasan means 

the lenders will not get any profit. So, the motive of the lender is not profit, it is a social 

and ethical motive. Therefore, the conditions will differ compared to lending with profit, 

where who pay more will get the money, however, the case here is different, means not 

everyone will be able to get the card. Thus, it should be linked to an association that 

supports a specific purpose e.g. it treats the patients who cannot afford to pay for health 

services or a charity organization that creates this card in order to improve its work and to 

make sure where the money will be spent. Or it can be an association for qard hasan 

where it has an agreement with a bank. So, the lender ensures where their money is going 
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to or they might like the idea to donate to people who cannot pay. He stresses on the idea 

that it must be a social project. He adds, 

“qard hasan limits the consumption and enhances the social behavior, 

however, unfortunately, what is happening nowadays everyone go for 

tawarruq to repay, tawarruq is a profit tool or formula, regardless it is 

permissible or not. Lenders who depend on tawarruq do not care, where 

the money is going to because it is profit formula, the borrow has the 

freedom where to spend the money. The main question is from where you 

will finance it?  there are different ways. One of them that lenders 

themselves waived of part of the qard amount for administration 

cost….The idea is there, not something that nobody did it.”  

He continues; 

“There is no shortage of funds, and there is no shortage in the ethical 

motivation for donation, all of these are available. The problem is how to 

provide the mechanism that translates these motivations and ethics into 

action” 

He adds; 

“This question is very important, why people will lend? this is the 

difference between a successful entrepreneur and not a successful 

entrepreneur. A successful entrepreneur will discern client wants, or fund 

owner, or buyer, or investors and try to meet it, if the system fits all 

Insha’Allah it will success”  



74 
 

 Convincing fund owner, creating social and ethical goals, designing a clear 

mechanism for spending the money that really achieves its goals, creating a mechanism 

of repayment and guarantees (governance), and clarifying to whom the money will be 

given, all these factors should be valid in order the lender feels confident to give the 

money. Moreover, scoring and evaluation method, how to score the people who are in 

need, is very important because guarantees are not enough, it does not always work 

which will limit the lending, and it is good to limit the lending. It is a full circle that must 

be completed and each step must be clear. He adds; 

“These progressively will grow and we do not know what will happen in 

the future… if one of the large companies e.g. telecom or internet 

companies enters crowdfunding strongly, the world will change in a way 

that we don’t expect” 

Participant (Z) agree with the participant (S) the whole mechanism including the 

underlying structure, parties involved, regulation, a source of income, and the use of loan 

need to be clear. 

4.2.10.2 Reasons Behind Borrowing 

 As the discussion goes deeper, a question raised to know the Shariah perspective 

on the need to know where the borrower will use the money Therefore, this question was 

asked to only one participant (S). He says in principle it is not required to know exactly 

how the borrower will use the money, same as bai al ajel, however, the seller is sure that 

the buyer will use the commodity.  He adds; 
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“The risk in tawarruq and bai al inah, the commodity is not beneficiary 

from the beginning. It is a money laundry. However, the real Murabaha 

and real bai we are sure that the client will benefit from the contract” 

 Then he continues, questioning whether the donation or not; 

“This is donation, qard without interest is a type of donation, I should 

donate to someone who I think he deserves because I want to create a 

value from this attitude, either financial value or emotional value”  

In order to ensure that emotional value received. Then he adds; 

“Me as an individual am not required to know why he needs the money, 

but when I transfer to an organization the situation differs”  

Because the organization will be responsible where the money will be spent, 

otherwise it will face problem such as money laundry. 

4.2.10.3 New Risk Mitigation Tools 

 Asking about new risk mitigation tools for the proposed mechanism. Participant 

(Z) suggested creating a regulatory party that acts as a bank, that control the transferring 

of the money from the lender to the borrower and maintain all the information of the 

borrower. In his opinion, this is the only way. He adds, even in the form of a charity 

organization, there must be a regulatory party to monitor where the money is being sent, 

otherwise, the money might be going to wrong channels. He clarifies that crowdfunding 

platforms have a very high risk, therefore in his opinion, it is very difficult to create a 

contract, where the borrower is unknown and the use of the money also it is unknown and 

there is a high risk of default. There is also a chance for money laundry which is a very 
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important point, where the central bank will punish for. So in his opinion banks platform 

is better because of several reasons; these crowdfunding platforms are not regulated yet, 

not mature, and there is no face to face communication between the parties unless it is in 

form of donation but it forms of financial transaction is difficult. Another participant (N) 

thinks that the platform of the suggested idea needs to create new risk mitigation tools 

and need to find the resources to handle it. He adds, 

“I don’t think it will happen anytime soon” 

 However, regarding the risk mitigation tools that they are currently used in the bank, he 

says; 

“We keep on enhancing our risk capabilities” 

 In order to protect the bank from the types of fraud in the market, he adds; 

“It is not a project kind of thing so this fraud monitoring parameter keeps 

on changing as we go along depends on which type of fraud”. 

4.3 Summarizing the Finding 

• There is a consensus among participants that the need to solve the problem of dealing 

with riba was the reason behind the establishment of the modern Islamic Finance. 

Stressing on the need to modify the business sense first and the need to ensure that the 

financial resources are Shariah compliant. However, there are some people who 

misunderstand the role of the Islamic bank.  

• The reasons behind the use of Islamic products vary from one participant perception 

to another. Some participants belief the reasons is a religious requirement, while other 

participants think people might choose Islamic product if they found it more 
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profitable. Whereas another participant belief, people prefer it because they can plan 

in advance their financial plan, while the rest says, people just follow the fatwa. 

• Participants agree that the scholars who think there is no difference between Islamic 

and conventional banks are not aware of the financial transaction conducted in each 

model, where the conventional model on is based on the loan, while the Islamic 

model is based on the sale. 

• There is a consensus among participants that misapplication is one of the problems 

that needs to be solved, where some participants state that this situation will not last 

for a long time, another participant says we don’t have to deny the achievements that 

Islamic banking have achieved since it started. While another participant says, that 

misapplication goes back to the bank itself and the direction that the shareholders 

choose to it. Another participant adds that improvement is always required. 

• The reason behind the complexity of Islamic products’ contracts is to make the 

products comply with the Shariah rules and at the same time able to adopt the market. 

the complexity of contracts is for the benefit of the client and does not affect the 

decision of the client to use Islamic product. However, this might negatively affect 

the perception of Islamic finance particularly from the perspective of non- Muslims. 

• There are some differences in the underlying contracts that support Islamic lending 

products because of the difference in the Shariah opinion  

• All participants are against the use of Bai al inah contract 

• The opinions regard tawarruq vary between participants, some are with tawarruq, 

other are against, while the rest are bias. Each of these three groups has its own 

justifications. 
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• Applying tawarruq for paying the late repayment is a debatable issue, while most 

participants are with applying it as it is the fairest, easiest way, and it solves a 

problem of compounding interest. One participant is against this method and he 

suggests another way to be followed 

• There are several debatable concerns under tawarruq transaction. Ownership is one of 

these concerns, where people must differentiate between ownership and possession, 

they are must ensure the ownership is transferred in each sale transaction, otherwise, 

it will be similar to bai al inah.  

• In order to make the transaction more Shariah requirement, AAOIFI adds two 

conditions for tawarruq transition (dealing with local commodities and extract the 

wakala contract from tawarruq transaction) which force the bank to restructure the 

whole mechanism from the beginning. 

• The time that tawarruq transaction need to be conducted is a couple second, where the 

participant argues that nothing states in Shariah to keep what have been purchased a 

certain time before sell it. 

• All the participants agree with the Shariah view that acquiring penalty is permissible 

once the bank will not benefit from it and it goes to charity.  

• Most participants use the credit card as a charge get and they are enjoying the benefits 

and reward points that this card provides for them. 

• Participants consensus that bank is no a charity organization that can rely on qard 

hasan, however, bank need to gain profit in order to continue. Each participant 

discusses the issue from his own point of view, addressing different aspects, the 
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most important one that qard hasan is a type of irfaq contracts and the amount of 

the qard should not be huge.  

• Fees that bank required for issuing or renewing credit card is a fixed amount that does 

not vary with the loan amount, however, regarding the question, is it really goes for 

the expenses of issuing the card, it differs depend on the bank. 

• Most of the participants belief that there is a need to have a new mechanism of 

Islamic credit card. One of the reasons because there are not convinced with the 

current mechanism. however, it depends on the county and the bank position. 

Whereas other participants are comfortable with tawarruq as a mechanism for Islamic 

credit card  

• Creating a new mechanism for a product is a complicated process that takes around 

one year and a half year and more. 

• From where the call to innovate a new product in general come. Most participants say 

it come from the demand of the market where one participant beliefs that it comes 

from the motive to make the product more Shariah-compliant whereas another 

participant belief that the need comes once there is competition.     

• Crowdfunding shape a threat to the banking system  

• Only one participant who has an idea of the new phenomena of linking crowdfunding 

to the banking system, however, other participants have a great understanding of 

crowdfunding. They believe that it is an old method of finance if not the oldest one. It 

must be linked to a great cause. However, one participant believes that banks may get 

involve with crowdfunding platforms as a way to manage their liquidity.     
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• Half of the participant think that there is a possibility of linking crowdfunding 

platforms to Islamic credit card, however, there are some factors that must take into 

consideration, such as the purpose of the lending must be linking to a valuable cause, 

governance of the platform, the motive of the lender, whereas the other group say that 

it is undoable since the nature of crowdfunding does not suit credit card, because of 

the short of  grace period, the limit of credit, the high risk, the high-profit margin in 

addition to other factors 

• Linking the lending to a valuable purpose is a very important factor that needs to be 

included in the proposed mechanism in order to motive the lender to lend his money 

in addition to the fact the crowdfunding platform used to be linked to a noble cause. 

Creating a clear structure that explains each detail clearly is very important as well, in 

order to ensure where the money will be spent and who can be included under al 

gharemeen, in addition to other factors. 

• Some participants belief that the proposed mechanism of Islamic credit card is 

applicable if it involves certain conditions. 

• Taking advantage of one category of zakat, which is the debt defaulter (Al 

Gharemeen) as a risk management tool is applicable   

• It is not required from Shariah perspective to know why the borrower needs the 

money however when it is an organization it is a must. 

• Find new risk mitigation tools for the proposed mechanism is important since 

crowdfunding platforms are high risk due to some reasons such as; it is not regulated, 

not mature yet, and lack of face to face communication. In addition to the fact that 

credit card is high risk too.  
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4.4 Discussing the Findings 

 One of the main reasons behind the development of Islamic finance is to find a 

way to solve the problem of dealing with riba, whether by paying it or receiving it. This 

problem usually involved in all lending and financing transactions. The question is; does 

Islamic finance solved the problem by full filling the aim behind its establishment, are the 

mechanism of Islamic products efficiently applying the Shariah rules. 

 In order to measure how successfully Islamic finance achieved its aim behind its 

establishment the research focuses on two aspects; The reasons behind the use of Islamic 

products from the experts’ perspective, and the efficiency of the application of Islamic 

finance. These two aspects will provide an indication of the current status of Islamic 

finance. The first aspect, which is the reasons behind the use of Islamic products, differs 

from one participant to another. The most realistic and common analysis, that people do 

not want to feel guilty by involving into riba, however, there is a fact that must be 

addressed, most of the people who deal with Islamic financial institution do not have the 

desire to know more about the mechanism of the products they used, they are following 

the fatwa and imitate each other’s, which drive to the result that there is still a level of 

unaware between people who use these products. 

 The difficulty of differentiating between the Islamic bank and conventional bank 

that some scholars face, raise the question of how Islamic finance is applied, which is the 

second aspect. Is there any misapplication of Islamic finance or it really applies and 

complies the Shariah rule? As all participants express, Islamic finance is facing the 

challenge of misapplication, that goes to different reasons from participants’ perspectives, 

however their future insight expects that the current situation will not last for long and 
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major transformations will take place, which answer part of the research question that 

examines the possibility of finding new sources of financing that match with the 

requirement of current era since there are some issues with the current one. A defect in 

the application can take different shapes such as the complexity of the process and the 

complexity of the underlying contracts that support Islamic products. However, 

participant ensures that complexity is not a trick to make the client unable to understand 

the contract. It is the other way around, it is for the benefit of the client. The complexity 

of contract is the only available way to make the products Shariah compliant and be able 

to compete in the financial market. Unfortunately, this complexity is affecting the 

perception of Islamic finance which leads to losing some of the potential clients and 

supporters.  

 Exploring the participants’ opinions regards some contracts used for the lending 

product will make the picture clearer. However, there are differences in the underlying 

contracts that supports Islamic lending products and that goes back to the differences in 

the mazaheb that been followed, and the regulation of the country where the products are 

being used. As discussed in the literature, most of the underlying contracts that support 

the lending products are surrounding by aggressive debate; Bai al inah and Tawarruq are 

good examples. Bai al inah is prohibited by most scholars exist outside Malaysia. 

Whereas, the opinions vary regarding tawarruq in general, its structure, and its 

application. Narrowing the discussion to more specific aspects related to one of the 

research questions, whether tawarruq the most suitable way for repaying the late payment 

on Islamic credit card. The results show that most participants belief tawarruq is a good 

way to be followed practically that it solves the problem of compounding interest of 
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conventional credit card in case of late repayment. However, there is always a room for 

improvement and replacement.  

 A notable attitude among most of the participants who are banker and Shariah 

experts that work within banks, they avoid having a late payment in their credit card 

outstanding balance. They use the credit card as a charge card, which cast doubt on are 

they really convinced with the mechanism of repaying the late payment or do they really 

avoid involving into the credit dilemma.   

 Tawarruq with all its details is a debatable topic. There is an argument regarding 

the concept of tawarruq itself, although that both International Islamic Fiqh Academy and 

AAOIFI had issued their decision regarding tawarruq as discussed in detailed in the 

literature. The debate is related to each condition and each step under the transaction; 

starting from transferring ownership to the type of the commodity used (it is preferred to 

be stable commodity as discussed in the literature), to the length of the transaction that 

has been aggressively criticized, to the underlying contract that support these contract and 

whether the combination is acceptable from Shariah point of view or not (as mention in 

the literature where the wakeel cannot be the kafeel at the same time). Acquiring penalty 

on late payment is an issue as well, however, there is a common consensus among 

participants that it is permissible since it goes to charity. All these concerns with tawarruq 

bring up the need to find a new mechanism of Islamic credit card, which will be 

discussed later in this section.     

 The first question appears to mind when thinking of the new mechanism of 

Islamic credit card is the use one of the most common lending contracts in Islam; qard 

hasan, however, it seems to be a difficult idea to applied.  As one of the participants 
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stresses on the fact that the concept of Islamic bank is based on the sale, not on the loan, 

therefore, relying on qard hasan for lending products is difficult. Bank need to gain profit 

in order to continue and distribute dividends to shareholders. Relying on qard hasan on 

the banking system may have an effect on the whole economy and trade, taking into 

consideration that the qard hasan is a type of the irfaq contract and it is for small 

amounts. However, there might be a small hope to go back to basic contracts and use 

each contract for its purpose, this might be happening through different financial models 

other than the banking system, it might be possible to apply through crowdfunding 

platforms, which is the main objective of the research to explore whether it is possible to 

create Islamic credit card based on qard hasan contract through peer to peer lending 

platforms.   

 The research also examining whether there is a real need to change the existing 

mechanism of credit card and exchange it with more efficient one. Most of the 

participants agree with the concept itself, where on participant declare that they are 

working on restructuring the mechanism of Islamic credit card.  Taking into 

consideration that changing the mechanism of Islamic credit card depends on many 

internal and external factors such as; the country in which the card is being used, the 

central bank requirements, the Shariah board opinion, marketing department inputs, 

because all of that it is a very long process that takes around a year and a half or even 

more.  

 The call or the need to innovate a new product may come from different aspects 

as participant belief, either from the demand of the market which is most properly, or the 

competition, or from the perspective to make the product more Shariah compliant. 
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 Crowdfunding creates a threat to the banking system, where during and after the 

financial crisis banks started put more restrictions on lending, therefore, there was a need 

to find another source of finance. It was a good chance to crowdfunding platforms to 

show in the market and from here we can say that financial crisis played an important 

role in the popularity of crowdfunding platforms. This is approved by the articles in the 

literature review and the perception of one participant who are up to date with the news 

of crowdfunding, while the rest of the participants have no background on it, which 

provide us with an evidence that linking crowdfunding to banking system is still a new 

phenomenon that are not yet discussed in the academic paper, nor by the experts within 

some of the banks. Where there are some suggestions that crowdfunding platform can be 

used as a business model for banks, where banks charge a fee for providing the platform 

that matches together the potential borrowers and lenders in addition to a fee for the 

credit scoring and risk valuation of different projects. There is a need for banks to build 

and develop their client's experience and to change their approach in dealing with their 

clients from a product-based approach to a relationship-based approach. The only one 

participant who has an idea of this phenomena beliefs that this phenome will reach the 

middle east and the Muslims countries, because the whole world is connected and 

because the banking system is not able to fill the gap of the demand for financing, 

therefore a new channel of finance such as crowdfunding and peer to peer lending will be 

used as an alternative to the banking system. Another participant expresses that 

crowdfunding is a well-known source of finance, that been relaunched in a new shape 

that consistent with the available advanced technology. Peer to peer lending, bring us 

back centuries ago where the lending where directly occur between people before the 
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banks created and been the norm intermediary in almost all financial transaction. A good 

point to consider that crowdfunding is used to be related to a good cause, which raised 

the question between the participants; is credit card a good cause that we need to use 

crowdfunding for it?  

 Linking Islamic credit card with P2P lending platform through qard hasan 

contract, faces different responses from participants.  Some think that it is a great idea if 

it is well-structured while other cannot see the link between the two. Each group has its 

own justifications. Where the first group emphasizes on the main factors that must be 

there such as the valuable purpose of the lending, a solid governance structure, the use of 

money and other factors. In addition to the need to create new risk mitigation tools to 

limit the risk associated with both crowdfunding and credit card, where it can be the 

suggested model that benefit from one category of zakat which is debt defaulter (Al 

Gharemeen). The default rate is a good indicator that must rely on while structuring the 

new mechanism. While the other group beliefs that the structure of crowdfunding 

platforms does not suit credit card mechanism nor its purpose.  

 To conclude, tawarruq is the most suitable mechanism for Islamic credit card, for 

the time being, however, this does not contradict with the need to replace and improve 

the mechanism of Islamic credit card. Creating an Islamic credit card based on qard hasan 

contract through peer to peer lending platform, is a feasible idea, however, there are some 

conditions need to apply in order to ensure the success of the product. 
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5. Conclusion 

5.1 Introduction  

 This chapter consists of three sections; the first section is the summary that 

summarizes the whole research. The second section is the limitations that the research 

faced. The last second is the recommendation. 

5.2 Summary 

 The reason behind the establishment of modern Islamic finance is to solve the 

problem of riba that it usually comes from lending transactions. Therefore, Islamic banks 

created based on the sale concept where conventional banks created based on the lending 

concept. However, relying on sale contracts for financing Islamic products did not solve 

the problem completely, because Islamic banks misapply the use of Shariah contracts, 

therefore we find some Islamic lending product such as Islamic credit card been criticized 

by Shariah scholars and experts.  

 Whereas, at the same time, there is no motive for the banking system to innovate 

a new mechanism for these products. The reasons behind that; these products provide the 

banks with high profit and the absence of the competition. Banks will not enhance their 

products unless there is a demand, however, customers who use these products are most 

properly following the decision of the Shariah board. Thus, the motive for innovation is 

limited to competition in this case and since the world is all connecting, the phenomena 

of relying on crowdfunding platforms well reach us one day (although, it is already 

started in some Islamic countries). This phenomenon is growing very fast especially after 

the financial crisis, where bank started to put restrictions on the lending transaction, 

limiting the supply whereas the demand on the other side does not be full filled or 
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satisfied. Under crowdfunding, there are four types of platforms, one of them is peer to 

peer lending where the borrower and the lender match directly through an online website.  

 Crowdfunding considers a new channel of financing, therefore this research 

attempts to explore the possibility of taking advantage of this new model of financing and 

link it to the mechanism of Islamic credit card that faces many challenges. Since this is 

the first research that studying this possibility, therefore, it considers an expletory 

research and therefore a qualitative methodology has been followed, the data were 

collected by conducting twelve semi-structured interviews selected based on purposeful 

sampling, chosen based on specific criteria.  Target population was Shariah scholars that 

work at banks and bankers with a background either in crowdfunding or credit card or 

both of them. Thematic analysis is followed, where the data were divided into codes and 

collected within themes, then were discussed and linked to the research questions, 

objectives, and the literature review.  

 The main findings ensure that there are problems with the underlying contracts of 

Islamic credit card particularly tawarruq, however it is currently considered a suitable 

contract to apply. This does not contradict with the need to find a new mechanism of 

Islamic credit card other than the used one.   

 The suggested idea of linking Islamic credit card to crowdfunding based on qard 

hasan, received different feedback from the participants. Not all the participants can see 

the link either because that qard hasan contract does not suit the concept of credit card or 

because the nature of credit card differs from the nature of crowdfunding platform or 

both. On the other hand, the rest of the participants believe that this proposed mechanism 

can be applied, if there are certain criteria such as linking it to a social value in order to 
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motive lender to lend qard hasan without profit, to ensure where the money will be used, 

and create solid governance to ensure who will be classified as Al Gharemeen. So, 

participants are divided between supporters and opponents.  

 5.3 Limitation of The Research 

 Although the research achieves its objectives by answering the research questions, 

there are some unavoidable limitations. First, the absence of academic papers that address 

the new phenomena of merging crowdfunding platforms with the banking system, or 

study the link between the credit card and the crowdfunding, therefore some of the 

articles that been used in the literature chapter were non-academic papers. Second, the 

limited number of experts who have a solid background of the new phenomena of 

crowdfunding to interview. Third, some participants refused to audio recorded the 

interview which caused in loss of some important information. Fourth, the unwillingness 

of all the potential participants to participate. Finally, the limitation of time. 

5.4 Recommendations for Future Research 

 There are number of areas related to the research that need to be studied in more 

depth such as, new risk mitigation tools to Islamic lending products, and the perceptions 

of the card holders regarding the current mechanism and the new suggested mechanism 

of Islamic credit card (the third group of the target population).  Therefore, there is a call 

to continue what has been started in this research. In addition to more research to be 

conducted in this new area. 
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Appendix  

 

Interview Questions 

Section one: General Questions about Islamic Finance  

1. One of the main reasons behind the development of the modern Islamic finance 

was the prohibition of riba which is shaped in interest payment obligated by 

conventional finance. Do you think Islamic finance has successfully solved this 

issue or achieve the objective of Islamic finance (having Shariah compliant 

financial system)? How?  

2. The aim of Islamic finance is very noble that is to comply with Shariah rules, 

however, the application of Islamic finance is still struggling, still does not full fill 

its objectives, what is your opinion on this matter?  

3. Some Shariah scholars argued that there is no difference between conventional 

banks and Islamic banks, what is your response to this statement? 

4. What is the reason behind the demand of Islamic products from Muslims? Is it 

because Muslims believe and convince that these products are purely halal or 

because it is better to use them instead of conventional one, even if they don’t 

know how they work or they are not 100% convinced? 

5. Lending is one of the biggest issues that Islamic finance is trying to solve or deal 

with, as an evidence for that the differences in the underlying contacts that 

support the financial product that banks offer. What do you think?  

6. What do you think about using sale contract such as Murabaha for Islamic lending 

product? 

7. Contract combination makes Islamic financing product difficult to understand by 

banks’ customer, is this intentionally made, to make the normal individual hard to 

judge on Shariah issue?  

 

Section Two: Examine Current Mechanisms for Islamic Credit Card 

1.  Many scholars are against the use of tawarruq in general, particularly for Islamic 

credit card, however, this contract is being used by ICC in Saudi Arabia and 

GCC, what is your position on this issue? Are you in support or against it?  
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2. Do you think that tawarruq is the most suitable underlying contract for repayment 

the delayed amount? What do you base your opinion on? 

3. In your opinion what is the most suitable method of paying the delayed payment 

for Islamic credit card?  

4. Why do you think banks do not rely on a purely Qard al Hasan contract to finance 

Islamic credit card, taking into account that is one of the most common lending 

contact in Islam? 

5. Regarding the fees that banks acquire for card issuance and management fees, do 

you think it is a hidden way (hillah) or another name of interest or it is really 

going to management costs? 

6. Why the assets attached to sale contract for example tawarruq, Bai al inah, 

Murabaha is not under the control of the buyer (card holder)? Why banks do 

attach wakala contract to tawarruq contract for ICC? 

Section Three: linking Islamic Credit Card to P2P 

1. Do you think there is a need to change the mechanism of Islamic credit card? 

2. Are you thinking of changing the mechanism of your Islamic credit card? 

3. If we assumed that you are going to change the mechanism of you ICC, how long 

it will take for Islamic bank to change the way of financing their product and 

services and innovate their own way of financing? 

4. From where the call or the need to do so will come; customer demand, market 

research, Shariah scholars? And from which department it will start; product 

development, Shariah board, marketing department? 

5. What do you think of the new phenomenon of linking crowdfunding platforms to 

banking system? Is it viable in your opinion? 

6. What are the impacts of using crowdfunding on the economy? 

7. Is there any possibility of linking ICC with crowdfunding, particularly p2p 

platforms?  

8. Can we use crowdfunding (peer to peer lending platform) for Islamic credit card, 

where directly linking customer (fixed) saving account with credit card users? 
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9. Islamic p2p lending mostly based on Murabaha contract? Can we create ICC 

based purely on Qard al Hasan contract, where the lender does not have any 

financial reward for lending his money? 

10. Is your Credit card a conventional or Islamic one? 

11. Thank you for all that valuable information, is there anything else you’d like to 

add before we end 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 




