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The collapse of Islamic banking in
angladesh Causes and consequences

MdKamruzzaman

long been considered a_ financial

system that aligns with the religious
values of the country’s Muslim major-
ity. For decades, it gained popularity
by promising interest-free and ethical
banking. However, recent scandals and
widespread mismanagement have ex-
posed serious weaknesses within this

Islalmc banking in Bangladesh has

failute 1o adhere to Islamic principles
has turned it into a significant problerm
for the country’s financial seclor.

Apromising start: The rise of Istamic
bankin

Islamic banking initially found success
in Bangladesh due to the latge Muslin
population, many of whom were at
tracted by the idea of banking that corn-
plicd with Istamic law (Shariah.

Iskamic Bank Bangladesh Limited
(1BBL) quickly became the largest and

t trusted private bank in the coun-
try, setting an example for others. See-
ing this success, conventional banks
also began opening Islamic windows
or Shariah branches, further expanding
this model.

However, bebind the scenes, things
wete not as they seemed. Baks yere
using the Islamic lahel as a marketing
tool 1o atract deposits, but in practice,
many failed 1o follow true skamic bank-
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nancial discipline.

Differences between conventional
and Istamic banking

Al the core of Tslamic banking is the
prohibition of interes (riba), which scis
itapart from conventional banking. Ina
teaditional bauk, depositors earn inter-
est, while horrowers pay it. The banles
profit or loss is not shared with the de-
positor.
Islamic banking, on the other hand,
ishased on a profitloss-sharing model.
epositors are supposed {0 share in the
banks profits if it does well and bear
losses ifit does not. This is what males
Islamic banking appealing to sone, as
itis seen asa fairer systern.

Some key Islamic banking methods

include:
Mudaraba (Profit-sharing): The
bank invests depositors’ money, and
piofits are shated according to an
agreed ratio.

Murabaha (Costplus By
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1o the borrower at a markuj

Musharala (Joint venture): Profils

and losses are shared based on the

investment ratios.

Despite these principles, the prac-
tical application of these models in
Bangladesh's Islamic banks has often
been questionable.

Structural weaknessesand the

collapse of Islamic banking

IBBL, once the most prominent Islam-

s
n the government transferred own-

.m.p 10 the § Alam Group, ollowing

e never proven). The bank's subse-
quent downfall became eviden!, with
revelations of major financial fraud.

$ Alam Group gradually forced sen-

Chattogram area. Under their control,
over Tk 50,000 crore (US $58 billion)
was siphoned off, causing a massive
liquidity crisis. The banics tolal loans
now stand at Tk 1.75 trillion, and the
gtoup alone reportedly withdress Tlc
88,000 crote. This misuse of public
funds has taken place under the guise
of slamic principles.

Recently, the.interim government
has exposed the fragile state of Bangla-
destis Islamic banking seclor, particu-
larly those banks controlled by politi-
cally connected groups. Islamic Banl
Bangladesh, SIBL, Al-Arafah, and First
SecurityIlami Bank are now under the
Bangladesh Banks “red zone,” signal-
ing they are at high risk of filure.

https://businesspostbd.com/epaper/2024/09/08//page-05

Key reasons behind the collapse

Exploiling religious sentiment: Tslamic
banks marketed themselves as follow-
ing Shartab principles, which attracted.
many eligiously motivated depositors.
However, they often neglected sound
financial management, focusing more

auditing allowed unethical practices
1o fake rool, resulting in poor deci-
sion-making and risky lending.

Assetliability imbalance: Islamic
hanks face unique challenges due tothe

Rising non-performing loans: High
levelsof had debt bave further wealened
these banks. Poor lending practices and
inadequate loan recovery effo
caused mang loans to g

ed products,
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bealth of these hanles.
Regulatory challenges: While the
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on religious branding than on mitigat-

Weak corporate.goverrance: Poor
oversighl, the absence of strong S
ah councils, and a lack of independent.

wihich complicates assetliability man-

agement. Many Islamic banks in Bang-
ladesh failed 1o maintain a balance be-
tween assels and liabilities,

liquidity shortages.

saugLadesh Bank has develm)ed arer
ulator

ulation, contributing 1o their instability.

Impacton the public’s trust

I'he ongoing crisis in the banking sector
has severely shaken public confidence,
especially in Islamic banking, Customers.
face constant issues with basic services
like cash withdrawals, fund transfers,
o3 s g, Py
bea monumental challenge.
Even though the interim government
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ards in several Islamic banks, insta-
hility persists. In Islamic Bank Bang-
ladesh alone, nearly 5,000 employees
have been promolted—many under
questionable circumstances.

This turmoil in the Islamic banking
sector bas ot only damaged the repu-
tation of these institutions but has also
raised concerns about the overall sta-
bility of Bangladlests hanking systern.

‘The path forward: Urgent need for
reform

et dearthat telying solely on religious
sentiment is not enough to sustain a
banking system. For Islamic banls to re-
‘gain stability, they must strengthen their
governance structures, improve asset-li-
ability management, and inctease trans-
wency. The Bangladesh Bank must
also play a more active role in ensuring
consistent regulation and addressing
the specific needs of Islamic banking.
Currently, Islamic banking in Bang-
ladesh is governed only by a sel of
guidelines issued by the central bank
in 2009. There is no dedicated law to
regulale Islamic banks, which makes
it easier for mismanagement fo occur.
Io safeguard the system, a robust legal
framework is urgently needed.

Conclusion
Islamic banking in Bangladesh hegan
with greal promise, driven by religious
values. However, ils recen! siruggles
have exposed significant structural
wealcnesses, For the sector to improve,
a strong regulatory and legal frame-
work must be established, along with
& commiment o sound financial man-

Withoul these changes, Islam-
i banking will continue lo sirugele,
jeopardising the public’s trust and the
health of the broader banking system.
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