
prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Islamic banking is expanding and same is the case with Islamic financial products. 
The banks are using different modes of Shariah based finance for the variety of 
their products and services. Ijarah is one of the most commonly used form of 
finance for the wide range of Islamic consumer and corporate products. There are 
two broad categories of Ijarah, namely Ijarah al Ayaan and Ijarahal Ashkhaas. 
Ijarah al Ayyan is the hiring of the usufruct of a fixed asset for example; car 
finance, house finance, plant and machinery finance etc. Second type of Ijarah is 
Ijarah al Ashkhaas (commonly known as service Ijarah) which is the hiring of 
usufruct of intangible goods or services. 
Islamic banks opt it for financing personal banking products like education, medi-
cal, or travelling, etc. in several Islamic countries including Malaysia, Indonesia, 
UAE and Bangladesh. Contrary to this, Pakistan has twenty two Islamic banking 
institutions including five full fledge Islamic banks but there is not a single prod-
uct based on service Ijarah facility.  Therefore, the main objective of this study is 
to explore the need to develop service Ijarah based personal finance by Islamic 
banks of Pakistan. This paper also discusses the concept and application of Ijarah 
al Ashkhaas, the model and process of service Ijarah financing by banks globally 
and possible adoption of service Ijarah facility by Islamic banks in Pakistan. 
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shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

INTRODUCTION
The Islamic banking industry is growing and the portfolio of the products and 
services is changing its composition with every passing day. Commonly used 
Islamic modes of financing include Musharakah, Mudrabah, Ijarah, Murabaha, 
Salam and Istisna. Service Ijarah is yet another attractive and lucrative option of 
Shariah based financing facility for all the stakeholders. The concept of service 
Ijarah is not new but based on Ijarah Al Ashkhaas and is well-known and regularly 
adopted by all civilizations until today. Islamic banks around the globe use it for 
financing their personal banking products like education, marriage, medical, or 
travelling, etc. in several Islamic countries including Malaysia, Indonesia, UAE 
and Bangladesh(Dariana & Ismanto, 2020; Purwanto, 2017). Islamic banking 
industry is developing very fast in Pakistan with wide range of product portfolios 
based on Musharakah, Mudarabah, Murabahah, Ijarah, Salam and Istisna, never-
theless not a single bank in Pakistan has the facility of service Ijarah financing for 
any of its products.

Service Ijarah financing facility is equally beneficial for all its stakeholders 
including Islamic banks, service providers and the consumers. Service Ijarah is a 
financing mode which does not affect the liquidity of the Islamic banks because 
they do not need to pay any cash to the customers but provide service to them 
against a deferred payment basis.The banks hire the services of the provider and 
sub-lease to the customer with agreed profit. This way, all three parties achieve 
their objectives. On the other hand, the service providers lease their products/ser-
vices against real demand and a secure sale as bank has to purchase or hire the 
services first before selling it to the customer. So the conditions of Ijarah guaran-
tees a genuine transaction of purchase/hire, and avoids a mere speculation. And 
last but not the least, service Ijarah provides the prime benefit to the general 
customer who gets required service now for a deferred payment in future. 
 
Islamic banking is quickly flourishing in Pakistan. Its branches network and the 
product portfolio are increasing very fast. State bank of Pakistan is working round 
the clock to provide interest free banking system throughout the country. There 
are five full fledge Islamic banks providing Shariah compliant consumer and 

corporate products with a wide variety of Islamic financial products and services 
based on Musharakah, Mudarabah, Murabaha, Ijarah, Salam and Istisna. Despite 
the fact that Service Ijarah is equally beneficial to all of its stakeholders, not a 
single bank in Pakistan has the facility of service Ijarah financing for any of its 
products. Therefore, the main objective of this study is to explore the need to 
develop service Ijarah based personal finance by Islamic banks of Pakistan. This 
paper also discusses the concept and application of Ijarah al Ashkhaas, the model 
and process of service Ijarah financing by banks and possible adoption of service 
Ijarah facility by Islamic banks in Pakistan. 

The Origin and Concept of Service Ijarah
Ijarah is the mode of finance which is widely allowed by Islamic jurists and schol-
ars. The term Ijarah is derived from Al-ajir which means compensation. Techni-
cally, Ijarah is referred “to give something on rent”. There are several Quranic 
verses that jurists have cited for the permissibility of Ijarah contract. Most 
frequently quoted verse is related to the Prophet Musa (a.s) who was hired by 
Hazrat Shoaib (a.s) for some time. Allah says in surah Al-Qasas “Said one of 
them: O father, hire him on wages, for truly the best to employ is a strong and 
trustworthy man”. He said: “I intend to wed one of my daughters to you, on condi-
tion that you work for me for eight years, and if you complete ten full years, that 
will be a grace from you” (Quran, 28:26-27). This verse is an obvious sign of 
Ijarah as Musa was recruited for a particular period for time with explicit compen-
sation. Another verse imply that there is an obligation of a father to pay reasonable 
wages to the women who breastfeed his child, in surah Al-Talaq Allah says “Then 
if they suckle to the children for you, give them their due compensation” (Quran: 
65:6). This verse clearly indicated the notion of Ijarah where wages are given as a 
consideration of the hired services. 

The above Quranic verses demonstrate that Ijarah or hire contract was commonly 
practiced and necessity in the society of all ages. Similarly, the evidence of hiring 
the worker and paying the wages (ajir) can also be derived from the practice of 
Prophet Muhammad (s.a.w). Prophet Muhammad (s.a.w) says, “Pay the hired 
worker his wages before his sweat dries” (Sunan Ibn Majah, 3:399, Hadith no. 

2443).  Also, Ibn Abbas narrated that the Prophet (s.a.w) had cupping performed 
on him and gave the cupper his wage (Sunan Ibn Majah, 3:238, Hadith no. 2162). 
All above practices by Prophet (pbuh) show the validity of hiring contract which 
is also a part of Ijarah contract. Hence, the Ijarah contract is clearly permissible 
and valid contract endorsed by Quran and Sunnah.  

Mansoori (2005, p. 234) mentions two broad forms of Ijarah i.e. Ijarah Al Ayyan 
and Ijarah Al Ashkhaas. Ijarah Al Ayyan (also called Ijarah Al Ashya) refers the 
Ijarah that is related to the transfer of usufruct of fixed asset on rent from lessee 
(mustajir) to the lessor (mujir). Whereas, in Ijarah Al Ashkhaas (also called Ijarah 
Al Amal), the services of a person is hired against some compensation or wages. 
In this case, the employer is called mustajir and the person whose services are 
hired is called ajir. Ajir can be an educator, engineer, carpenter, architecture, 
consultant, or any other person who can render his services.According to Nyazee 
(2005, p. 281) the hiring of the services can be further classified into two types i.e. 
Ajir Khass (a bounded worker) and Ajir Mushtarik (a common or independent 
worker). In Ajir Khass, the worker works exclusively for his employer as a servant 
or employee. He cannot work for other persons(AAOIFI, 2015, p. 845). He is 
hired for specific duration and for bounded services (Saleem, 2013, p. 53). Where-
as in Ajir Mushtarik, the worker is not bound to work for one employer only, but 
he can work for other employers also and the employer cannot stop them for 
working others (AAOIFI, 2015, p. 845; Saleem, 2013, p. 54). For example; a 
tailor, doctor, mechanic, technician, or a consultant (Dar & Akram, 2006, p. 363).

The first form of Ijarah, Ijarah Al Ayaan is the most popular and commonly used 
by almost all the Islamic financial institutions for the lease of the fixed assets. This 
form of financing is widely available for consumer financing as well as for corpo-
rate financing because of its asset based nature. Example of such products include 
financing of car, house, plant, machinery, equipment, fleet, etc.  The second form 
of Ijarah, Ijarah al Ashkhaas(also called service Ijarah) is newly adopted and 
infrequently use by Islamic banks for consumer financing particularly for educa-
tion, marriage, medical, travelling plans or retirement benefits of their consumers.

Kahf and Mohomed (2017) define Service Ijarah as a mode of finance in which an 
Islamic bank purchases a service or the usufruct from its provider and sells these 
services to the customer on credit in return of cost plus markup. Malaysian 
Accounting Standard Board (2020) mentions that Ijarah may be contracted for the 
usufruct of a service or an intangible items like Ijarah based financing for educa-
tion, medical, travel, etc., in which a bank would hire the usufruct of service from 
service provider and then sub-Ijarah that usufruct to a customer. Likewise Kahf 
(2013) indicates that Service Ijarah is a contract of hiring a service provider to 
perform some service, or hiring a service provider along with the assets or acquir-
ing a usufruct of an asset against some salaries or fees. Kahf (2013) further clari-
fies that employing a person to perform some task is the Ijarah of a human service 
whereas, obtaining the services of an assets along with its operator is a Service 
Ijarah.Following table 1 shows several Islamic banks that offer service Ijarah for 
personal banking including finance for higher education: 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 

120



prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

INTRODUCTION
The Islamic banking industry is growing and the portfolio of the products and 
services is changing its composition with every passing day. Commonly used 
Islamic modes of financing include Musharakah, Mudrabah, Ijarah, Murabaha, 
Salam and Istisna. Service Ijarah is yet another attractive and lucrative option of 
Shariah based financing facility for all the stakeholders. The concept of service 
Ijarah is not new but based on Ijarah Al Ashkhaas and is well-known and regularly 
adopted by all civilizations until today. Islamic banks around the globe use it for 
financing their personal banking products like education, marriage, medical, or 
travelling, etc. in several Islamic countries including Malaysia, Indonesia, UAE 
and Bangladesh(Dariana & Ismanto, 2020; Purwanto, 2017). Islamic banking 
industry is developing very fast in Pakistan with wide range of product portfolios 
based on Musharakah, Mudarabah, Murabahah, Ijarah, Salam and Istisna, never-
theless not a single bank in Pakistan has the facility of service Ijarah financing for 
any of its products.

Service Ijarah financing facility is equally beneficial for all its stakeholders 
including Islamic banks, service providers and the consumers. Service Ijarah is a 
financing mode which does not affect the liquidity of the Islamic banks because 
they do not need to pay any cash to the customers but provide service to them 
against a deferred payment basis.The banks hire the services of the provider and 
sub-lease to the customer with agreed profit. This way, all three parties achieve 
their objectives. On the other hand, the service providers lease their products/ser-
vices against real demand and a secure sale as bank has to purchase or hire the 
services first before selling it to the customer. So the conditions of Ijarah guaran-
tees a genuine transaction of purchase/hire, and avoids a mere speculation. And 
last but not the least, service Ijarah provides the prime benefit to the general 
customer who gets required service now for a deferred payment in future. 
 
Islamic banking is quickly flourishing in Pakistan. Its branches network and the 
product portfolio are increasing very fast. State bank of Pakistan is working round 
the clock to provide interest free banking system throughout the country. There 
are five full fledge Islamic banks providing Shariah compliant consumer and 

corporate products with a wide variety of Islamic financial products and services 
based on Musharakah, Mudarabah, Murabaha, Ijarah, Salam and Istisna. Despite 
the fact that Service Ijarah is equally beneficial to all of its stakeholders, not a 
single bank in Pakistan has the facility of service Ijarah financing for any of its 
products. Therefore, the main objective of this study is to explore the need to 
develop service Ijarah based personal finance by Islamic banks of Pakistan. This 
paper also discusses the concept and application of Ijarah al Ashkhaas, the model 
and process of service Ijarah financing by banks and possible adoption of service 
Ijarah facility by Islamic banks in Pakistan. 

The Origin and Concept of Service Ijarah
Ijarah is the mode of finance which is widely allowed by Islamic jurists and schol-
ars. The term Ijarah is derived from Al-ajir which means compensation. Techni-
cally, Ijarah is referred “to give something on rent”. There are several Quranic 
verses that jurists have cited for the permissibility of Ijarah contract. Most 
frequently quoted verse is related to the Prophet Musa (a.s) who was hired by 
Hazrat Shoaib (a.s) for some time. Allah says in surah Al-Qasas “Said one of 
them: O father, hire him on wages, for truly the best to employ is a strong and 
trustworthy man”. He said: “I intend to wed one of my daughters to you, on condi-
tion that you work for me for eight years, and if you complete ten full years, that 
will be a grace from you” (Quran, 28:26-27). This verse is an obvious sign of 
Ijarah as Musa was recruited for a particular period for time with explicit compen-
sation. Another verse imply that there is an obligation of a father to pay reasonable 
wages to the women who breastfeed his child, in surah Al-Talaq Allah says “Then 
if they suckle to the children for you, give them their due compensation” (Quran: 
65:6). This verse clearly indicated the notion of Ijarah where wages are given as a 
consideration of the hired services. 

The above Quranic verses demonstrate that Ijarah or hire contract was commonly 
practiced and necessity in the society of all ages. Similarly, the evidence of hiring 
the worker and paying the wages (ajir) can also be derived from the practice of 
Prophet Muhammad (s.a.w). Prophet Muhammad (s.a.w) says, “Pay the hired 
worker his wages before his sweat dries” (Sunan Ibn Majah, 3:399, Hadith no. 

2443).  Also, Ibn Abbas narrated that the Prophet (s.a.w) had cupping performed 
on him and gave the cupper his wage (Sunan Ibn Majah, 3:238, Hadith no. 2162). 
All above practices by Prophet (pbuh) show the validity of hiring contract which 
is also a part of Ijarah contract. Hence, the Ijarah contract is clearly permissible 
and valid contract endorsed by Quran and Sunnah.  

Mansoori (2005, p. 234) mentions two broad forms of Ijarah i.e. Ijarah Al Ayyan 
and Ijarah Al Ashkhaas. Ijarah Al Ayyan (also called Ijarah Al Ashya) refers the 
Ijarah that is related to the transfer of usufruct of fixed asset on rent from lessee 
(mustajir) to the lessor (mujir). Whereas, in Ijarah Al Ashkhaas (also called Ijarah 
Al Amal), the services of a person is hired against some compensation or wages. 
In this case, the employer is called mustajir and the person whose services are 
hired is called ajir. Ajir can be an educator, engineer, carpenter, architecture, 
consultant, or any other person who can render his services.According to Nyazee 
(2005, p. 281) the hiring of the services can be further classified into two types i.e. 
Ajir Khass (a bounded worker) and Ajir Mushtarik (a common or independent 
worker). In Ajir Khass, the worker works exclusively for his employer as a servant 
or employee. He cannot work for other persons(AAOIFI, 2015, p. 845). He is 
hired for specific duration and for bounded services (Saleem, 2013, p. 53). Where-
as in Ajir Mushtarik, the worker is not bound to work for one employer only, but 
he can work for other employers also and the employer cannot stop them for 
working others (AAOIFI, 2015, p. 845; Saleem, 2013, p. 54). For example; a 
tailor, doctor, mechanic, technician, or a consultant (Dar & Akram, 2006, p. 363).

The first form of Ijarah, Ijarah Al Ayaan is the most popular and commonly used 
by almost all the Islamic financial institutions for the lease of the fixed assets. This 
form of financing is widely available for consumer financing as well as for corpo-
rate financing because of its asset based nature. Example of such products include 
financing of car, house, plant, machinery, equipment, fleet, etc.  The second form 
of Ijarah, Ijarah al Ashkhaas(also called service Ijarah) is newly adopted and 
infrequently use by Islamic banks for consumer financing particularly for educa-
tion, marriage, medical, travelling plans or retirement benefits of their consumers.

Kahf and Mohomed (2017) define Service Ijarah as a mode of finance in which an 
Islamic bank purchases a service or the usufruct from its provider and sells these 
services to the customer on credit in return of cost plus markup. Malaysian 
Accounting Standard Board (2020) mentions that Ijarah may be contracted for the 
usufruct of a service or an intangible items like Ijarah based financing for educa-
tion, medical, travel, etc., in which a bank would hire the usufruct of service from 
service provider and then sub-Ijarah that usufruct to a customer. Likewise Kahf 
(2013) indicates that Service Ijarah is a contract of hiring a service provider to 
perform some service, or hiring a service provider along with the assets or acquir-
ing a usufruct of an asset against some salaries or fees. Kahf (2013) further clari-
fies that employing a person to perform some task is the Ijarah of a human service 
whereas, obtaining the services of an assets along with its operator is a Service 
Ijarah.Following table 1 shows several Islamic banks that offer service Ijarah for 
personal banking including finance for higher education: 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

INTRODUCTION
The Islamic banking industry is growing and the portfolio of the products and 
services is changing its composition with every passing day. Commonly used 
Islamic modes of financing include Musharakah, Mudrabah, Ijarah, Murabaha, 
Salam and Istisna. Service Ijarah is yet another attractive and lucrative option of 
Shariah based financing facility for all the stakeholders. The concept of service 
Ijarah is not new but based on Ijarah Al Ashkhaas and is well-known and regularly 
adopted by all civilizations until today. Islamic banks around the globe use it for 
financing their personal banking products like education, marriage, medical, or 
travelling, etc. in several Islamic countries including Malaysia, Indonesia, UAE 
and Bangladesh(Dariana & Ismanto, 2020; Purwanto, 2017). Islamic banking 
industry is developing very fast in Pakistan with wide range of product portfolios 
based on Musharakah, Mudarabah, Murabahah, Ijarah, Salam and Istisna, never-
theless not a single bank in Pakistan has the facility of service Ijarah financing for 
any of its products.

Service Ijarah financing facility is equally beneficial for all its stakeholders 
including Islamic banks, service providers and the consumers. Service Ijarah is a 
financing mode which does not affect the liquidity of the Islamic banks because 
they do not need to pay any cash to the customers but provide service to them 
against a deferred payment basis.The banks hire the services of the provider and 
sub-lease to the customer with agreed profit. This way, all three parties achieve 
their objectives. On the other hand, the service providers lease their products/ser-
vices against real demand and a secure sale as bank has to purchase or hire the 
services first before selling it to the customer. So the conditions of Ijarah guaran-
tees a genuine transaction of purchase/hire, and avoids a mere speculation. And 
last but not the least, service Ijarah provides the prime benefit to the general 
customer who gets required service now for a deferred payment in future. 
 
Islamic banking is quickly flourishing in Pakistan. Its branches network and the 
product portfolio are increasing very fast. State bank of Pakistan is working round 
the clock to provide interest free banking system throughout the country. There 
are five full fledge Islamic banks providing Shariah compliant consumer and 

corporate products with a wide variety of Islamic financial products and services 
based on Musharakah, Mudarabah, Murabaha, Ijarah, Salam and Istisna. Despite 
the fact that Service Ijarah is equally beneficial to all of its stakeholders, not a 
single bank in Pakistan has the facility of service Ijarah financing for any of its 
products. Therefore, the main objective of this study is to explore the need to 
develop service Ijarah based personal finance by Islamic banks of Pakistan. This 
paper also discusses the concept and application of Ijarah al Ashkhaas, the model 
and process of service Ijarah financing by banks and possible adoption of service 
Ijarah facility by Islamic banks in Pakistan. 

The Origin and Concept of Service Ijarah
Ijarah is the mode of finance which is widely allowed by Islamic jurists and schol-
ars. The term Ijarah is derived from Al-ajir which means compensation. Techni-
cally, Ijarah is referred “to give something on rent”. There are several Quranic 
verses that jurists have cited for the permissibility of Ijarah contract. Most 
frequently quoted verse is related to the Prophet Musa (a.s) who was hired by 
Hazrat Shoaib (a.s) for some time. Allah says in surah Al-Qasas “Said one of 
them: O father, hire him on wages, for truly the best to employ is a strong and 
trustworthy man”. He said: “I intend to wed one of my daughters to you, on condi-
tion that you work for me for eight years, and if you complete ten full years, that 
will be a grace from you” (Quran, 28:26-27). This verse is an obvious sign of 
Ijarah as Musa was recruited for a particular period for time with explicit compen-
sation. Another verse imply that there is an obligation of a father to pay reasonable 
wages to the women who breastfeed his child, in surah Al-Talaq Allah says “Then 
if they suckle to the children for you, give them their due compensation” (Quran: 
65:6). This verse clearly indicated the notion of Ijarah where wages are given as a 
consideration of the hired services. 

The above Quranic verses demonstrate that Ijarah or hire contract was commonly 
practiced and necessity in the society of all ages. Similarly, the evidence of hiring 
the worker and paying the wages (ajir) can also be derived from the practice of 
Prophet Muhammad (s.a.w). Prophet Muhammad (s.a.w) says, “Pay the hired 
worker his wages before his sweat dries” (Sunan Ibn Majah, 3:399, Hadith no. 

2443).  Also, Ibn Abbas narrated that the Prophet (s.a.w) had cupping performed 
on him and gave the cupper his wage (Sunan Ibn Majah, 3:238, Hadith no. 2162). 
All above practices by Prophet (pbuh) show the validity of hiring contract which 
is also a part of Ijarah contract. Hence, the Ijarah contract is clearly permissible 
and valid contract endorsed by Quran and Sunnah.  

Mansoori (2005, p. 234) mentions two broad forms of Ijarah i.e. Ijarah Al Ayyan 
and Ijarah Al Ashkhaas. Ijarah Al Ayyan (also called Ijarah Al Ashya) refers the 
Ijarah that is related to the transfer of usufruct of fixed asset on rent from lessee 
(mustajir) to the lessor (mujir). Whereas, in Ijarah Al Ashkhaas (also called Ijarah 
Al Amal), the services of a person is hired against some compensation or wages. 
In this case, the employer is called mustajir and the person whose services are 
hired is called ajir. Ajir can be an educator, engineer, carpenter, architecture, 
consultant, or any other person who can render his services.According to Nyazee 
(2005, p. 281) the hiring of the services can be further classified into two types i.e. 
Ajir Khass (a bounded worker) and Ajir Mushtarik (a common or independent 
worker). In Ajir Khass, the worker works exclusively for his employer as a servant 
or employee. He cannot work for other persons(AAOIFI, 2015, p. 845). He is 
hired for specific duration and for bounded services (Saleem, 2013, p. 53). Where-
as in Ajir Mushtarik, the worker is not bound to work for one employer only, but 
he can work for other employers also and the employer cannot stop them for 
working others (AAOIFI, 2015, p. 845; Saleem, 2013, p. 54). For example; a 
tailor, doctor, mechanic, technician, or a consultant (Dar & Akram, 2006, p. 363).

The first form of Ijarah, Ijarah Al Ayaan is the most popular and commonly used 
by almost all the Islamic financial institutions for the lease of the fixed assets. This 
form of financing is widely available for consumer financing as well as for corpo-
rate financing because of its asset based nature. Example of such products include 
financing of car, house, plant, machinery, equipment, fleet, etc.  The second form 
of Ijarah, Ijarah al Ashkhaas(also called service Ijarah) is newly adopted and 
infrequently use by Islamic banks for consumer financing particularly for educa-
tion, marriage, medical, travelling plans or retirement benefits of their consumers.

Kahf and Mohomed (2017) define Service Ijarah as a mode of finance in which an 
Islamic bank purchases a service or the usufruct from its provider and sells these 
services to the customer on credit in return of cost plus markup. Malaysian 
Accounting Standard Board (2020) mentions that Ijarah may be contracted for the 
usufruct of a service or an intangible items like Ijarah based financing for educa-
tion, medical, travel, etc., in which a bank would hire the usufruct of service from 
service provider and then sub-Ijarah that usufruct to a customer. Likewise Kahf 
(2013) indicates that Service Ijarah is a contract of hiring a service provider to 
perform some service, or hiring a service provider along with the assets or acquir-
ing a usufruct of an asset against some salaries or fees. Kahf (2013) further clari-
fies that employing a person to perform some task is the Ijarah of a human service 
whereas, obtaining the services of an assets along with its operator is a Service 
Ijarah.Following table 1 shows several Islamic banks that offer service Ijarah for 
personal banking including finance for higher education: 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

INTRODUCTION
The Islamic banking industry is growing and the portfolio of the products and 
services is changing its composition with every passing day. Commonly used 
Islamic modes of financing include Musharakah, Mudrabah, Ijarah, Murabaha, 
Salam and Istisna. Service Ijarah is yet another attractive and lucrative option of 
Shariah based financing facility for all the stakeholders. The concept of service 
Ijarah is not new but based on Ijarah Al Ashkhaas and is well-known and regularly 
adopted by all civilizations until today. Islamic banks around the globe use it for 
financing their personal banking products like education, marriage, medical, or 
travelling, etc. in several Islamic countries including Malaysia, Indonesia, UAE 
and Bangladesh(Dariana & Ismanto, 2020; Purwanto, 2017). Islamic banking 
industry is developing very fast in Pakistan with wide range of product portfolios 
based on Musharakah, Mudarabah, Murabahah, Ijarah, Salam and Istisna, never-
theless not a single bank in Pakistan has the facility of service Ijarah financing for 
any of its products.

Service Ijarah financing facility is equally beneficial for all its stakeholders 
including Islamic banks, service providers and the consumers. Service Ijarah is a 
financing mode which does not affect the liquidity of the Islamic banks because 
they do not need to pay any cash to the customers but provide service to them 
against a deferred payment basis.The banks hire the services of the provider and 
sub-lease to the customer with agreed profit. This way, all three parties achieve 
their objectives. On the other hand, the service providers lease their products/ser-
vices against real demand and a secure sale as bank has to purchase or hire the 
services first before selling it to the customer. So the conditions of Ijarah guaran-
tees a genuine transaction of purchase/hire, and avoids a mere speculation. And 
last but not the least, service Ijarah provides the prime benefit to the general 
customer who gets required service now for a deferred payment in future. 
 
Islamic banking is quickly flourishing in Pakistan. Its branches network and the 
product portfolio are increasing very fast. State bank of Pakistan is working round 
the clock to provide interest free banking system throughout the country. There 
are five full fledge Islamic banks providing Shariah compliant consumer and 

corporate products with a wide variety of Islamic financial products and services 
based on Musharakah, Mudarabah, Murabaha, Ijarah, Salam and Istisna. Despite 
the fact that Service Ijarah is equally beneficial to all of its stakeholders, not a 
single bank in Pakistan has the facility of service Ijarah financing for any of its 
products. Therefore, the main objective of this study is to explore the need to 
develop service Ijarah based personal finance by Islamic banks of Pakistan. This 
paper also discusses the concept and application of Ijarah al Ashkhaas, the model 
and process of service Ijarah financing by banks and possible adoption of service 
Ijarah facility by Islamic banks in Pakistan. 

The Origin and Concept of Service Ijarah
Ijarah is the mode of finance which is widely allowed by Islamic jurists and schol-
ars. The term Ijarah is derived from Al-ajir which means compensation. Techni-
cally, Ijarah is referred “to give something on rent”. There are several Quranic 
verses that jurists have cited for the permissibility of Ijarah contract. Most 
frequently quoted verse is related to the Prophet Musa (a.s) who was hired by 
Hazrat Shoaib (a.s) for some time. Allah says in surah Al-Qasas “Said one of 
them: O father, hire him on wages, for truly the best to employ is a strong and 
trustworthy man”. He said: “I intend to wed one of my daughters to you, on condi-
tion that you work for me for eight years, and if you complete ten full years, that 
will be a grace from you” (Quran, 28:26-27). This verse is an obvious sign of 
Ijarah as Musa was recruited for a particular period for time with explicit compen-
sation. Another verse imply that there is an obligation of a father to pay reasonable 
wages to the women who breastfeed his child, in surah Al-Talaq Allah says “Then 
if they suckle to the children for you, give them their due compensation” (Quran: 
65:6). This verse clearly indicated the notion of Ijarah where wages are given as a 
consideration of the hired services. 

The above Quranic verses demonstrate that Ijarah or hire contract was commonly 
practiced and necessity in the society of all ages. Similarly, the evidence of hiring 
the worker and paying the wages (ajir) can also be derived from the practice of 
Prophet Muhammad (s.a.w). Prophet Muhammad (s.a.w) says, “Pay the hired 
worker his wages before his sweat dries” (Sunan Ibn Majah, 3:399, Hadith no. 

2443).  Also, Ibn Abbas narrated that the Prophet (s.a.w) had cupping performed 
on him and gave the cupper his wage (Sunan Ibn Majah, 3:238, Hadith no. 2162). 
All above practices by Prophet (pbuh) show the validity of hiring contract which 
is also a part of Ijarah contract. Hence, the Ijarah contract is clearly permissible 
and valid contract endorsed by Quran and Sunnah.  

Mansoori (2005, p. 234) mentions two broad forms of Ijarah i.e. Ijarah Al Ayyan 
and Ijarah Al Ashkhaas. Ijarah Al Ayyan (also called Ijarah Al Ashya) refers the 
Ijarah that is related to the transfer of usufruct of fixed asset on rent from lessee 
(mustajir) to the lessor (mujir). Whereas, in Ijarah Al Ashkhaas (also called Ijarah 
Al Amal), the services of a person is hired against some compensation or wages. 
In this case, the employer is called mustajir and the person whose services are 
hired is called ajir. Ajir can be an educator, engineer, carpenter, architecture, 
consultant, or any other person who can render his services.According to Nyazee 
(2005, p. 281) the hiring of the services can be further classified into two types i.e. 
Ajir Khass (a bounded worker) and Ajir Mushtarik (a common or independent 
worker). In Ajir Khass, the worker works exclusively for his employer as a servant 
or employee. He cannot work for other persons(AAOIFI, 2015, p. 845). He is 
hired for specific duration and for bounded services (Saleem, 2013, p. 53). Where-
as in Ajir Mushtarik, the worker is not bound to work for one employer only, but 
he can work for other employers also and the employer cannot stop them for 
working others (AAOIFI, 2015, p. 845; Saleem, 2013, p. 54). For example; a 
tailor, doctor, mechanic, technician, or a consultant (Dar & Akram, 2006, p. 363).

The first form of Ijarah, Ijarah Al Ayaan is the most popular and commonly used 
by almost all the Islamic financial institutions for the lease of the fixed assets. This 
form of financing is widely available for consumer financing as well as for corpo-
rate financing because of its asset based nature. Example of such products include 
financing of car, house, plant, machinery, equipment, fleet, etc.  The second form 
of Ijarah, Ijarah al Ashkhaas(also called service Ijarah) is newly adopted and 
infrequently use by Islamic banks for consumer financing particularly for educa-
tion, marriage, medical, travelling plans or retirement benefits of their consumers.

Kahf and Mohomed (2017) define Service Ijarah as a mode of finance in which an 
Islamic bank purchases a service or the usufruct from its provider and sells these 
services to the customer on credit in return of cost plus markup. Malaysian 
Accounting Standard Board (2020) mentions that Ijarah may be contracted for the 
usufruct of a service or an intangible items like Ijarah based financing for educa-
tion, medical, travel, etc., in which a bank would hire the usufruct of service from 
service provider and then sub-Ijarah that usufruct to a customer. Likewise Kahf 
(2013) indicates that Service Ijarah is a contract of hiring a service provider to 
perform some service, or hiring a service provider along with the assets or acquir-
ing a usufruct of an asset against some salaries or fees. Kahf (2013) further clari-
fies that employing a person to perform some task is the Ijarah of a human service 
whereas, obtaining the services of an assets along with its operator is a Service 
Ijarah.Following table 1 shows several Islamic banks that offer service Ijarah for 
personal banking including finance for higher education: 

Table 1

Source: Websites of the banks 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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tion of the service must be clearly known to all the parties in the contract.
2. Moreover, the service or the work should be permissible in Shariah(AAOIFI, 
2015, p. 847; Ayub, 2013, p. 281; Mansoori, 2005, p. 237; Saleem, 2013, p. 54). 
The services should not involve any Haram activities like the contract of killing 
people or the performance of black magic(Kahf & Mohomed, 2017).  
3. Also, the performance of a service must not include a mandatory obligation like 
to offer someone’s prayers(Mansoori, 2005, p. 237; Saleem, 2013, p. 54). In this 
case, the service provider is not entitled for wages because these are mandatory 
performances. Further, the hiring of services must not only be halal but also be 
moral and ethical, like hiring of services for begging, child labor, etc.(Dar & 
Akram, 2006; Kahf, 2015; Mansoori, 2005). 
4. The service required should be definite and clear cut in terms of price, form, 
outcome and time period and indicates an explicit span and definitive scope of the 
service (Kahf & Mohomed, 2017; Saleem, 2013, p. 55).
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service(Kahf & Mohomed, 2016).  That’s why Islam-
ic banks are entitled to a return on the service Ijarah contract by purchasing and 
providing the value added service (Kahf & Mohomed, 2017). 

Conditions for the rent/pay/compensation
1. The rent or compensation should be specified fixed (AAOIFI, 2015, p. 849; Dar 
& Akram, 2006, p. 365; Mansoori, 2005, p. 241). 
2. The rental / compensation, subject to the mutual agreement of the parties, can 
be determined on the basis of aggregate cost incurred for purchase of the service 
including processing, documentation, etc. charges (Ayub, 2013, p. 283).
3. When the Ijarah agreement is finalized, lessor cannot increase the rent/compen-
sation unilaterally (AAOIFI, 2015, p. 850; Ayub, 2013, p. 283).
4. Rent becomes due on the attainment of the usufruct or the ability of the lessee 
to use the usufruct of the services (AAOIFI, 2015, p. 849; Dar & Akram, 2006, p. 

prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Conditions of Service Ijarah (Ijarah Al Ashkhaas)
The following are the general terms and conditions for a valid service Ijarahcontract: 
1. The first pillar of the contract is the consent of the contracting parties (Ahmed, 
2011, p. 25). Consent includes both the offer (ijab) and the acceptance (qabul)(Dar 
& Akram, 2006, p. 364). The acceptance must not have any errors, coercion, 
duress, or misrepresentation and fraud. Therefore free consent of the parties is 
required to enter into the contract. 
2. The contracting parties have legal capacity to enter into the contract i.e. parties 
must not be minor, debtor or drunk (AAOIFI, 2015, p. 845; Ahmed, 2011, p. 25; 
Dar & Akram, 2006, p. 364).
3. The object of a valid contract must be legal, permissible and known to both the 
parties (Ahmed, 2011, p. 25; Dar & Akram, 2006, p. 366). 
4. Purpose and consideration: All contracts must have both the purpose and the 
consideration. The purpose and consideration must be permissible and valid. 
Moreover, the purpose of the contract should be continue because if the purpose 
come to an end, the contract become cancelled(Ahmed, 2011, p. 25).
5. For a valid Shariah approved contract, there must not be the involvement of 
Riba, Gharar and Maysir in any element or any stage of the contract(Ahmed, 
2011, p. 30; Ayub, 2013, p. 281).

The following are the conditions exclusively related to service Ijarah:
Conditions regarding the Services/Usufruct 
1. The nature and scope of the services to be performed must be explicitly deter-
mined at the time of the contract (AAOIFI, 2015, p. 847; Ayub, 2013, p. 281; Dar 
& Akram, 2006, p. 364; Mansoori, 2005, p. 240; Saleem, 2013, p. 54). In this 
regard, the name of the service provider, details of the required service, and dura-

365; Mansoori, 2005, p. 238). However, advanced rent can be taken when the 
availability is ensured for the period of the lease (Ayub, 2013, p. 282).
5. The rent/pay can be determined for the work as a whole so that the service 
provider becomes entitled to it after doing all the work, or it can be determined in 
installments and the service provider becomes entitled to each installment at the 
relevant stage of the cork done (AAOIFI, 2015).  

Conditions for the Bank
1. For the validity of service Ijarah, the bank cannot purchase or get the right of 
the service before the client’s application. The customer selects the services and 
the service provider first, and then the bank, as a financial intermediary, can get 
the right to that service from the service provider upon the request of the customer. 
This condition must be fulfilled before the promise to purchase those services 
(Kahf & Mohomed, 2017). 
2. Islamic banks are not permitted to sell the service before hiring of it until or 
unless the service is well defined, pre-determined and standard service and availa-
ble at the specific time in future(AAOIFI, 2015, p. 848; Dar & Akram, 2006, p. 
364; Kahf & Mohomed, 2017). 
3. At the same time, the bank cannot own the prior right of service on the plea that 
bank will hire the service and execute the transaction as per pre-agreed terms and 
conditions by itself or through another party(Kahf & Mohomed, 2017).  
4. In case, if the service provider is not in existence at the time of the Ijarah 
contract, then the second agreement of sale between Islamic bank and customer 
cannot be enforced until the service provider comes into existence (Resolution No 
195/196, 2013) by OIC Fiqh academy(Kahf & Mohomed, 2017).  
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service.  That’s why Islamic banks are entitled to a 
return in the service Ijarah contract by purchasing and providing the value added 
service. 

Conditions for the Service Provider
1. The service provider (the institution) should own the service and have the abili-
ty to deliver it. Hence, it is impermissible for the institution to sign a contract with 
the client before it possesses the service and becomes in a position to perform the 
actual or constructive delivery (AAOIFI, 2015, p. 848). 
2. There must not be an earlier planning of the usufruct between the customer and 
the service provider prior to the execution of the sale contract between the Islamic 
bank and the service provider otherwise it would be a financing transaction of 
prior services(Kahf & Mohomed, 2017). 

Termination of Ijarah
 Service Ijarah contract may come to an end if the following conditions are 
met: 
1. If the asset is not capable of giving the usufruct (AAOIFI, 2015, p. 852; Saleem, 
2013, p. 60)
2. If the lessee or tenant fails to pay the rental or adhere to other conditions (AAO-
IFI, 2015, p. 846; Saleem, 2013, p. 60)
3. If the service provider is not be able to provide the usufruct. (AAOIFI, 2015, p. 
852; Saleem, 2013)
4. If either of the parties dies/ usufruct destroyed (Ayub, 2013, p. 283; Saleem, 
2013, p. 60)
5. By mutual consent of the parties (AAOIFI, 2015, p. 853; Ayub, 2013, p. 284; 
Saleem, 2013, p. 60)
6. Lapse of the agreed on time (Saleem, 2013, p. 60)

The Model of Service Ijarah for Personal Financing
Generally, the contract of service Ijarah includes following steps as depicted in 
figure 1:
1. The customer in need of personal finance for travel, medical, wedding or educa-
tion requests the Islamic bank for the service Ijarah financing. Before this, 
customer requests the service provider to provide him/her the service confirma-
tion letter along with the details.
2. An application form is submitted by the customer to the bank with the undertaking 

to buy the requested service. Usually the customer already selects the service 
provider and the required service before applying for finance from the bank. The 
customer provides service details, specifications and other provisions to the bank. 
At this stage, the customer discusses the terms and conditions for the Service 
Ijarah facility with the bank. This includes rate of profit, payment mode, tenure 
etc. A promise to purchase or hire the requested service is also required by the 
customer from the bank, when the bank purchase such service.
3. The credit department and Shariah committee of the bank review the custom-
er’s application. After authenticating the quotation invoice, the bank forwardsthe 
quotation priceand a service confirmation order to the service provider to 
purchase/hire the required service. 
4. When the service provider accepts the quotation and service confirmation order, 
it issues the invoice in favor of the Islamic bank. However, if there is a Wakalah 
contract between customer and bank, and customer act as an agent of the bank, 
then the same invoice is issued to the customer. After receiving the invoice, the 
bank pays quoted price to the service provider and purchases/hires the requested 
services. 
5. At this stage, the bank gets the full rights of the service. It can sub lease it to the 
customer against anaforementioned well-defined service fee payment or the 
contract price. The contract price must be on cost plus margin basis and payable 
as per agreed payment plan.
6. Now the customer uses the purchased/hired services and makes payment as per 
agreed schedule.

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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tion of the service must be clearly known to all the parties in the contract.
2. Moreover, the service or the work should be permissible in Shariah(AAOIFI, 
2015, p. 847; Ayub, 2013, p. 281; Mansoori, 2005, p. 237; Saleem, 2013, p. 54). 
The services should not involve any Haram activities like the contract of killing 
people or the performance of black magic(Kahf & Mohomed, 2017).  
3. Also, the performance of a service must not include a mandatory obligation like 
to offer someone’s prayers(Mansoori, 2005, p. 237; Saleem, 2013, p. 54). In this 
case, the service provider is not entitled for wages because these are mandatory 
performances. Further, the hiring of services must not only be halal but also be 
moral and ethical, like hiring of services for begging, child labor, etc.(Dar & 
Akram, 2006; Kahf, 2015; Mansoori, 2005). 
4. The service required should be definite and clear cut in terms of price, form, 
outcome and time period and indicates an explicit span and definitive scope of the 
service (Kahf & Mohomed, 2017; Saleem, 2013, p. 55).
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service(Kahf & Mohomed, 2016).  That’s why Islam-
ic banks are entitled to a return on the service Ijarah contract by purchasing and 
providing the value added service (Kahf & Mohomed, 2017). 

Conditions for the rent/pay/compensation
1. The rent or compensation should be specified fixed (AAOIFI, 2015, p. 849; Dar 
& Akram, 2006, p. 365; Mansoori, 2005, p. 241). 
2. The rental / compensation, subject to the mutual agreement of the parties, can 
be determined on the basis of aggregate cost incurred for purchase of the service 
including processing, documentation, etc. charges (Ayub, 2013, p. 283).
3. When the Ijarah agreement is finalized, lessor cannot increase the rent/compen-
sation unilaterally (AAOIFI, 2015, p. 850; Ayub, 2013, p. 283).
4. Rent becomes due on the attainment of the usufruct or the ability of the lessee 
to use the usufruct of the services (AAOIFI, 2015, p. 849; Dar & Akram, 2006, p. 

prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Conditions of Service Ijarah (Ijarah Al Ashkhaas)
The following are the general terms and conditions for a valid service Ijarahcontract: 
1. The first pillar of the contract is the consent of the contracting parties (Ahmed, 
2011, p. 25). Consent includes both the offer (ijab) and the acceptance (qabul)(Dar 
& Akram, 2006, p. 364). The acceptance must not have any errors, coercion, 
duress, or misrepresentation and fraud. Therefore free consent of the parties is 
required to enter into the contract. 
2. The contracting parties have legal capacity to enter into the contract i.e. parties 
must not be minor, debtor or drunk (AAOIFI, 2015, p. 845; Ahmed, 2011, p. 25; 
Dar & Akram, 2006, p. 364).
3. The object of a valid contract must be legal, permissible and known to both the 
parties (Ahmed, 2011, p. 25; Dar & Akram, 2006, p. 366). 
4. Purpose and consideration: All contracts must have both the purpose and the 
consideration. The purpose and consideration must be permissible and valid. 
Moreover, the purpose of the contract should be continue because if the purpose 
come to an end, the contract become cancelled(Ahmed, 2011, p. 25).
5. For a valid Shariah approved contract, there must not be the involvement of 
Riba, Gharar and Maysir in any element or any stage of the contract(Ahmed, 
2011, p. 30; Ayub, 2013, p. 281).

The following are the conditions exclusively related to service Ijarah:
Conditions regarding the Services/Usufruct 
1. The nature and scope of the services to be performed must be explicitly deter-
mined at the time of the contract (AAOIFI, 2015, p. 847; Ayub, 2013, p. 281; Dar 
& Akram, 2006, p. 364; Mansoori, 2005, p. 240; Saleem, 2013, p. 54). In this 
regard, the name of the service provider, details of the required service, and dura-

365; Mansoori, 2005, p. 238). However, advanced rent can be taken when the 
availability is ensured for the period of the lease (Ayub, 2013, p. 282).
5. The rent/pay can be determined for the work as a whole so that the service 
provider becomes entitled to it after doing all the work, or it can be determined in 
installments and the service provider becomes entitled to each installment at the 
relevant stage of the cork done (AAOIFI, 2015).  

Conditions for the Bank
1. For the validity of service Ijarah, the bank cannot purchase or get the right of 
the service before the client’s application. The customer selects the services and 
the service provider first, and then the bank, as a financial intermediary, can get 
the right to that service from the service provider upon the request of the customer. 
This condition must be fulfilled before the promise to purchase those services 
(Kahf & Mohomed, 2017). 
2. Islamic banks are not permitted to sell the service before hiring of it until or 
unless the service is well defined, pre-determined and standard service and availa-
ble at the specific time in future(AAOIFI, 2015, p. 848; Dar & Akram, 2006, p. 
364; Kahf & Mohomed, 2017). 
3. At the same time, the bank cannot own the prior right of service on the plea that 
bank will hire the service and execute the transaction as per pre-agreed terms and 
conditions by itself or through another party(Kahf & Mohomed, 2017).  
4. In case, if the service provider is not in existence at the time of the Ijarah 
contract, then the second agreement of sale between Islamic bank and customer 
cannot be enforced until the service provider comes into existence (Resolution No 
195/196, 2013) by OIC Fiqh academy(Kahf & Mohomed, 2017).  
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service.  That’s why Islamic banks are entitled to a 
return in the service Ijarah contract by purchasing and providing the value added 
service. 

Conditions for the Service Provider
1. The service provider (the institution) should own the service and have the abili-
ty to deliver it. Hence, it is impermissible for the institution to sign a contract with 
the client before it possesses the service and becomes in a position to perform the 
actual or constructive delivery (AAOIFI, 2015, p. 848). 
2. There must not be an earlier planning of the usufruct between the customer and 
the service provider prior to the execution of the sale contract between the Islamic 
bank and the service provider otherwise it would be a financing transaction of 
prior services(Kahf & Mohomed, 2017). 

Termination of Ijarah
 Service Ijarah contract may come to an end if the following conditions are 
met: 
1. If the asset is not capable of giving the usufruct (AAOIFI, 2015, p. 852; Saleem, 
2013, p. 60)
2. If the lessee or tenant fails to pay the rental or adhere to other conditions (AAO-
IFI, 2015, p. 846; Saleem, 2013, p. 60)
3. If the service provider is not be able to provide the usufruct. (AAOIFI, 2015, p. 
852; Saleem, 2013)
4. If either of the parties dies/ usufruct destroyed (Ayub, 2013, p. 283; Saleem, 
2013, p. 60)
5. By mutual consent of the parties (AAOIFI, 2015, p. 853; Ayub, 2013, p. 284; 
Saleem, 2013, p. 60)
6. Lapse of the agreed on time (Saleem, 2013, p. 60)

The Model of Service Ijarah for Personal Financing
Generally, the contract of service Ijarah includes following steps as depicted in 
figure 1:
1. The customer in need of personal finance for travel, medical, wedding or educa-
tion requests the Islamic bank for the service Ijarah financing. Before this, 
customer requests the service provider to provide him/her the service confirma-
tion letter along with the details.
2. An application form is submitted by the customer to the bank with the undertaking 

to buy the requested service. Usually the customer already selects the service 
provider and the required service before applying for finance from the bank. The 
customer provides service details, specifications and other provisions to the bank. 
At this stage, the customer discusses the terms and conditions for the Service 
Ijarah facility with the bank. This includes rate of profit, payment mode, tenure 
etc. A promise to purchase or hire the requested service is also required by the 
customer from the bank, when the bank purchase such service.
3. The credit department and Shariah committee of the bank review the custom-
er’s application. After authenticating the quotation invoice, the bank forwardsthe 
quotation priceand a service confirmation order to the service provider to 
purchase/hire the required service. 
4. When the service provider accepts the quotation and service confirmation order, 
it issues the invoice in favor of the Islamic bank. However, if there is a Wakalah 
contract between customer and bank, and customer act as an agent of the bank, 
then the same invoice is issued to the customer. After receiving the invoice, the 
bank pays quoted price to the service provider and purchases/hires the requested 
services. 
5. At this stage, the bank gets the full rights of the service. It can sub lease it to the 
customer against anaforementioned well-defined service fee payment or the 
contract price. The contract price must be on cost plus margin basis and payable 
as per agreed payment plan.
6. Now the customer uses the purchased/hired services and makes payment as per 
agreed schedule.

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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tion of the service must be clearly known to all the parties in the contract.
2. Moreover, the service or the work should be permissible in Shariah(AAOIFI, 
2015, p. 847; Ayub, 2013, p. 281; Mansoori, 2005, p. 237; Saleem, 2013, p. 54). 
The services should not involve any Haram activities like the contract of killing 
people or the performance of black magic(Kahf & Mohomed, 2017).  
3. Also, the performance of a service must not include a mandatory obligation like 
to offer someone’s prayers(Mansoori, 2005, p. 237; Saleem, 2013, p. 54). In this 
case, the service provider is not entitled for wages because these are mandatory 
performances. Further, the hiring of services must not only be halal but also be 
moral and ethical, like hiring of services for begging, child labor, etc.(Dar & 
Akram, 2006; Kahf, 2015; Mansoori, 2005). 
4. The service required should be definite and clear cut in terms of price, form, 
outcome and time period and indicates an explicit span and definitive scope of the 
service (Kahf & Mohomed, 2017; Saleem, 2013, p. 55).
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service(Kahf & Mohomed, 2016).  That’s why Islam-
ic banks are entitled to a return on the service Ijarah contract by purchasing and 
providing the value added service (Kahf & Mohomed, 2017). 

Conditions for the rent/pay/compensation
1. The rent or compensation should be specified fixed (AAOIFI, 2015, p. 849; Dar 
& Akram, 2006, p. 365; Mansoori, 2005, p. 241). 
2. The rental / compensation, subject to the mutual agreement of the parties, can 
be determined on the basis of aggregate cost incurred for purchase of the service 
including processing, documentation, etc. charges (Ayub, 2013, p. 283).
3. When the Ijarah agreement is finalized, lessor cannot increase the rent/compen-
sation unilaterally (AAOIFI, 2015, p. 850; Ayub, 2013, p. 283).
4. Rent becomes due on the attainment of the usufruct or the ability of the lessee 
to use the usufruct of the services (AAOIFI, 2015, p. 849; Dar & Akram, 2006, p. 

prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Conditions of Service Ijarah (Ijarah Al Ashkhaas)
The following are the general terms and conditions for a valid service Ijarahcontract: 
1. The first pillar of the contract is the consent of the contracting parties (Ahmed, 
2011, p. 25). Consent includes both the offer (ijab) and the acceptance (qabul)(Dar 
& Akram, 2006, p. 364). The acceptance must not have any errors, coercion, 
duress, or misrepresentation and fraud. Therefore free consent of the parties is 
required to enter into the contract. 
2. The contracting parties have legal capacity to enter into the contract i.e. parties 
must not be minor, debtor or drunk (AAOIFI, 2015, p. 845; Ahmed, 2011, p. 25; 
Dar & Akram, 2006, p. 364).
3. The object of a valid contract must be legal, permissible and known to both the 
parties (Ahmed, 2011, p. 25; Dar & Akram, 2006, p. 366). 
4. Purpose and consideration: All contracts must have both the purpose and the 
consideration. The purpose and consideration must be permissible and valid. 
Moreover, the purpose of the contract should be continue because if the purpose 
come to an end, the contract become cancelled(Ahmed, 2011, p. 25).
5. For a valid Shariah approved contract, there must not be the involvement of 
Riba, Gharar and Maysir in any element or any stage of the contract(Ahmed, 
2011, p. 30; Ayub, 2013, p. 281).

The following are the conditions exclusively related to service Ijarah:
Conditions regarding the Services/Usufruct 
1. The nature and scope of the services to be performed must be explicitly deter-
mined at the time of the contract (AAOIFI, 2015, p. 847; Ayub, 2013, p. 281; Dar 
& Akram, 2006, p. 364; Mansoori, 2005, p. 240; Saleem, 2013, p. 54). In this 
regard, the name of the service provider, details of the required service, and dura-

365; Mansoori, 2005, p. 238). However, advanced rent can be taken when the 
availability is ensured for the period of the lease (Ayub, 2013, p. 282).
5. The rent/pay can be determined for the work as a whole so that the service 
provider becomes entitled to it after doing all the work, or it can be determined in 
installments and the service provider becomes entitled to each installment at the 
relevant stage of the cork done (AAOIFI, 2015).  

Conditions for the Bank
1. For the validity of service Ijarah, the bank cannot purchase or get the right of 
the service before the client’s application. The customer selects the services and 
the service provider first, and then the bank, as a financial intermediary, can get 
the right to that service from the service provider upon the request of the customer. 
This condition must be fulfilled before the promise to purchase those services 
(Kahf & Mohomed, 2017). 
2. Islamic banks are not permitted to sell the service before hiring of it until or 
unless the service is well defined, pre-determined and standard service and availa-
ble at the specific time in future(AAOIFI, 2015, p. 848; Dar & Akram, 2006, p. 
364; Kahf & Mohomed, 2017). 
3. At the same time, the bank cannot own the prior right of service on the plea that 
bank will hire the service and execute the transaction as per pre-agreed terms and 
conditions by itself or through another party(Kahf & Mohomed, 2017).  
4. In case, if the service provider is not in existence at the time of the Ijarah 
contract, then the second agreement of sale between Islamic bank and customer 
cannot be enforced until the service provider comes into existence (Resolution No 
195/196, 2013) by OIC Fiqh academy(Kahf & Mohomed, 2017).  
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service.  That’s why Islamic banks are entitled to a 
return in the service Ijarah contract by purchasing and providing the value added 
service. 

Conditions for the Service Provider
1. The service provider (the institution) should own the service and have the abili-
ty to deliver it. Hence, it is impermissible for the institution to sign a contract with 
the client before it possesses the service and becomes in a position to perform the 
actual or constructive delivery (AAOIFI, 2015, p. 848). 
2. There must not be an earlier planning of the usufruct between the customer and 
the service provider prior to the execution of the sale contract between the Islamic 
bank and the service provider otherwise it would be a financing transaction of 
prior services(Kahf & Mohomed, 2017). 

Termination of Ijarah
 Service Ijarah contract may come to an end if the following conditions are 
met: 
1. If the asset is not capable of giving the usufruct (AAOIFI, 2015, p. 852; Saleem, 
2013, p. 60)
2. If the lessee or tenant fails to pay the rental or adhere to other conditions (AAO-
IFI, 2015, p. 846; Saleem, 2013, p. 60)
3. If the service provider is not be able to provide the usufruct. (AAOIFI, 2015, p. 
852; Saleem, 2013)
4. If either of the parties dies/ usufruct destroyed (Ayub, 2013, p. 283; Saleem, 
2013, p. 60)
5. By mutual consent of the parties (AAOIFI, 2015, p. 853; Ayub, 2013, p. 284; 
Saleem, 2013, p. 60)
6. Lapse of the agreed on time (Saleem, 2013, p. 60)

The Model of Service Ijarah for Personal Financing
Generally, the contract of service Ijarah includes following steps as depicted in 
figure 1:
1. The customer in need of personal finance for travel, medical, wedding or educa-
tion requests the Islamic bank for the service Ijarah financing. Before this, 
customer requests the service provider to provide him/her the service confirma-
tion letter along with the details.
2. An application form is submitted by the customer to the bank with the undertaking 

to buy the requested service. Usually the customer already selects the service 
provider and the required service before applying for finance from the bank. The 
customer provides service details, specifications and other provisions to the bank. 
At this stage, the customer discusses the terms and conditions for the Service 
Ijarah facility with the bank. This includes rate of profit, payment mode, tenure 
etc. A promise to purchase or hire the requested service is also required by the 
customer from the bank, when the bank purchase such service.
3. The credit department and Shariah committee of the bank review the custom-
er’s application. After authenticating the quotation invoice, the bank forwardsthe 
quotation priceand a service confirmation order to the service provider to 
purchase/hire the required service. 
4. When the service provider accepts the quotation and service confirmation order, 
it issues the invoice in favor of the Islamic bank. However, if there is a Wakalah 
contract between customer and bank, and customer act as an agent of the bank, 
then the same invoice is issued to the customer. After receiving the invoice, the 
bank pays quoted price to the service provider and purchases/hires the requested 
services. 
5. At this stage, the bank gets the full rights of the service. It can sub lease it to the 
customer against anaforementioned well-defined service fee payment or the 
contract price. The contract price must be on cost plus margin basis and payable 
as per agreed payment plan.
6. Now the customer uses the purchased/hired services and makes payment as per 
agreed schedule.

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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tion of the service must be clearly known to all the parties in the contract.
2. Moreover, the service or the work should be permissible in Shariah(AAOIFI, 
2015, p. 847; Ayub, 2013, p. 281; Mansoori, 2005, p. 237; Saleem, 2013, p. 54). 
The services should not involve any Haram activities like the contract of killing 
people or the performance of black magic(Kahf & Mohomed, 2017).  
3. Also, the performance of a service must not include a mandatory obligation like 
to offer someone’s prayers(Mansoori, 2005, p. 237; Saleem, 2013, p. 54). In this 
case, the service provider is not entitled for wages because these are mandatory 
performances. Further, the hiring of services must not only be halal but also be 
moral and ethical, like hiring of services for begging, child labor, etc.(Dar & 
Akram, 2006; Kahf, 2015; Mansoori, 2005). 
4. The service required should be definite and clear cut in terms of price, form, 
outcome and time period and indicates an explicit span and definitive scope of the 
service (Kahf & Mohomed, 2017; Saleem, 2013, p. 55).
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service(Kahf & Mohomed, 2016).  That’s why Islam-
ic banks are entitled to a return on the service Ijarah contract by purchasing and 
providing the value added service (Kahf & Mohomed, 2017). 

Conditions for the rent/pay/compensation
1. The rent or compensation should be specified fixed (AAOIFI, 2015, p. 849; Dar 
& Akram, 2006, p. 365; Mansoori, 2005, p. 241). 
2. The rental / compensation, subject to the mutual agreement of the parties, can 
be determined on the basis of aggregate cost incurred for purchase of the service 
including processing, documentation, etc. charges (Ayub, 2013, p. 283).
3. When the Ijarah agreement is finalized, lessor cannot increase the rent/compen-
sation unilaterally (AAOIFI, 2015, p. 850; Ayub, 2013, p. 283).
4. Rent becomes due on the attainment of the usufruct or the ability of the lessee 
to use the usufruct of the services (AAOIFI, 2015, p. 849; Dar & Akram, 2006, p. 

prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Conditions of Service Ijarah (Ijarah Al Ashkhaas)
The following are the general terms and conditions for a valid service Ijarahcontract: 
1. The first pillar of the contract is the consent of the contracting parties (Ahmed, 
2011, p. 25). Consent includes both the offer (ijab) and the acceptance (qabul)(Dar 
& Akram, 2006, p. 364). The acceptance must not have any errors, coercion, 
duress, or misrepresentation and fraud. Therefore free consent of the parties is 
required to enter into the contract. 
2. The contracting parties have legal capacity to enter into the contract i.e. parties 
must not be minor, debtor or drunk (AAOIFI, 2015, p. 845; Ahmed, 2011, p. 25; 
Dar & Akram, 2006, p. 364).
3. The object of a valid contract must be legal, permissible and known to both the 
parties (Ahmed, 2011, p. 25; Dar & Akram, 2006, p. 366). 
4. Purpose and consideration: All contracts must have both the purpose and the 
consideration. The purpose and consideration must be permissible and valid. 
Moreover, the purpose of the contract should be continue because if the purpose 
come to an end, the contract become cancelled(Ahmed, 2011, p. 25).
5. For a valid Shariah approved contract, there must not be the involvement of 
Riba, Gharar and Maysir in any element or any stage of the contract(Ahmed, 
2011, p. 30; Ayub, 2013, p. 281).

The following are the conditions exclusively related to service Ijarah:
Conditions regarding the Services/Usufruct 
1. The nature and scope of the services to be performed must be explicitly deter-
mined at the time of the contract (AAOIFI, 2015, p. 847; Ayub, 2013, p. 281; Dar 
& Akram, 2006, p. 364; Mansoori, 2005, p. 240; Saleem, 2013, p. 54). In this 
regard, the name of the service provider, details of the required service, and dura-

365; Mansoori, 2005, p. 238). However, advanced rent can be taken when the 
availability is ensured for the period of the lease (Ayub, 2013, p. 282).
5. The rent/pay can be determined for the work as a whole so that the service 
provider becomes entitled to it after doing all the work, or it can be determined in 
installments and the service provider becomes entitled to each installment at the 
relevant stage of the cork done (AAOIFI, 2015).  

Conditions for the Bank
1. For the validity of service Ijarah, the bank cannot purchase or get the right of 
the service before the client’s application. The customer selects the services and 
the service provider first, and then the bank, as a financial intermediary, can get 
the right to that service from the service provider upon the request of the customer. 
This condition must be fulfilled before the promise to purchase those services 
(Kahf & Mohomed, 2017). 
2. Islamic banks are not permitted to sell the service before hiring of it until or 
unless the service is well defined, pre-determined and standard service and availa-
ble at the specific time in future(AAOIFI, 2015, p. 848; Dar & Akram, 2006, p. 
364; Kahf & Mohomed, 2017). 
3. At the same time, the bank cannot own the prior right of service on the plea that 
bank will hire the service and execute the transaction as per pre-agreed terms and 
conditions by itself or through another party(Kahf & Mohomed, 2017).  
4. In case, if the service provider is not in existence at the time of the Ijarah 
contract, then the second agreement of sale between Islamic bank and customer 
cannot be enforced until the service provider comes into existence (Resolution No 
195/196, 2013) by OIC Fiqh academy(Kahf & Mohomed, 2017).  
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service.  That’s why Islamic banks are entitled to a 
return in the service Ijarah contract by purchasing and providing the value added 
service. 

Conditions for the Service Provider
1. The service provider (the institution) should own the service and have the abili-
ty to deliver it. Hence, it is impermissible for the institution to sign a contract with 
the client before it possesses the service and becomes in a position to perform the 
actual or constructive delivery (AAOIFI, 2015, p. 848). 
2. There must not be an earlier planning of the usufruct between the customer and 
the service provider prior to the execution of the sale contract between the Islamic 
bank and the service provider otherwise it would be a financing transaction of 
prior services(Kahf & Mohomed, 2017). 

Termination of Ijarah
 Service Ijarah contract may come to an end if the following conditions are 
met: 
1. If the asset is not capable of giving the usufruct (AAOIFI, 2015, p. 852; Saleem, 
2013, p. 60)
2. If the lessee or tenant fails to pay the rental or adhere to other conditions (AAO-
IFI, 2015, p. 846; Saleem, 2013, p. 60)
3. If the service provider is not be able to provide the usufruct. (AAOIFI, 2015, p. 
852; Saleem, 2013)
4. If either of the parties dies/ usufruct destroyed (Ayub, 2013, p. 283; Saleem, 
2013, p. 60)
5. By mutual consent of the parties (AAOIFI, 2015, p. 853; Ayub, 2013, p. 284; 
Saleem, 2013, p. 60)
6. Lapse of the agreed on time (Saleem, 2013, p. 60)

The Model of Service Ijarah for Personal Financing
Generally, the contract of service Ijarah includes following steps as depicted in 
figure 1:
1. The customer in need of personal finance for travel, medical, wedding or educa-
tion requests the Islamic bank for the service Ijarah financing. Before this, 
customer requests the service provider to provide him/her the service confirma-
tion letter along with the details.
2. An application form is submitted by the customer to the bank with the undertaking 

to buy the requested service. Usually the customer already selects the service 
provider and the required service before applying for finance from the bank. The 
customer provides service details, specifications and other provisions to the bank. 
At this stage, the customer discusses the terms and conditions for the Service 
Ijarah facility with the bank. This includes rate of profit, payment mode, tenure 
etc. A promise to purchase or hire the requested service is also required by the 
customer from the bank, when the bank purchase such service.
3. The credit department and Shariah committee of the bank review the custom-
er’s application. After authenticating the quotation invoice, the bank forwardsthe 
quotation priceand a service confirmation order to the service provider to 
purchase/hire the required service. 
4. When the service provider accepts the quotation and service confirmation order, 
it issues the invoice in favor of the Islamic bank. However, if there is a Wakalah 
contract between customer and bank, and customer act as an agent of the bank, 
then the same invoice is issued to the customer. After receiving the invoice, the 
bank pays quoted price to the service provider and purchases/hires the requested 
services. 
5. At this stage, the bank gets the full rights of the service. It can sub lease it to the 
customer against anaforementioned well-defined service fee payment or the 
contract price. The contract price must be on cost plus margin basis and payable 
as per agreed payment plan.
6. Now the customer uses the purchased/hired services and makes payment as per 
agreed schedule.

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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tion of the service must be clearly known to all the parties in the contract.
2. Moreover, the service or the work should be permissible in Shariah(AAOIFI, 
2015, p. 847; Ayub, 2013, p. 281; Mansoori, 2005, p. 237; Saleem, 2013, p. 54). 
The services should not involve any Haram activities like the contract of killing 
people or the performance of black magic(Kahf & Mohomed, 2017).  
3. Also, the performance of a service must not include a mandatory obligation like 
to offer someone’s prayers(Mansoori, 2005, p. 237; Saleem, 2013, p. 54). In this 
case, the service provider is not entitled for wages because these are mandatory 
performances. Further, the hiring of services must not only be halal but also be 
moral and ethical, like hiring of services for begging, child labor, etc.(Dar & 
Akram, 2006; Kahf, 2015; Mansoori, 2005). 
4. The service required should be definite and clear cut in terms of price, form, 
outcome and time period and indicates an explicit span and definitive scope of the 
service (Kahf & Mohomed, 2017; Saleem, 2013, p. 55).
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service(Kahf & Mohomed, 2016).  That’s why Islam-
ic banks are entitled to a return on the service Ijarah contract by purchasing and 
providing the value added service (Kahf & Mohomed, 2017). 

Conditions for the rent/pay/compensation
1. The rent or compensation should be specified fixed (AAOIFI, 2015, p. 849; Dar 
& Akram, 2006, p. 365; Mansoori, 2005, p. 241). 
2. The rental / compensation, subject to the mutual agreement of the parties, can 
be determined on the basis of aggregate cost incurred for purchase of the service 
including processing, documentation, etc. charges (Ayub, 2013, p. 283).
3. When the Ijarah agreement is finalized, lessor cannot increase the rent/compen-
sation unilaterally (AAOIFI, 2015, p. 850; Ayub, 2013, p. 283).
4. Rent becomes due on the attainment of the usufruct or the ability of the lessee 
to use the usufruct of the services (AAOIFI, 2015, p. 849; Dar & Akram, 2006, p. 

prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

Conditions of Service Ijarah (Ijarah Al Ashkhaas)
The following are the general terms and conditions for a valid service Ijarahcontract: 
1. The first pillar of the contract is the consent of the contracting parties (Ahmed, 
2011, p. 25). Consent includes both the offer (ijab) and the acceptance (qabul)(Dar 
& Akram, 2006, p. 364). The acceptance must not have any errors, coercion, 
duress, or misrepresentation and fraud. Therefore free consent of the parties is 
required to enter into the contract. 
2. The contracting parties have legal capacity to enter into the contract i.e. parties 
must not be minor, debtor or drunk (AAOIFI, 2015, p. 845; Ahmed, 2011, p. 25; 
Dar & Akram, 2006, p. 364).
3. The object of a valid contract must be legal, permissible and known to both the 
parties (Ahmed, 2011, p. 25; Dar & Akram, 2006, p. 366). 
4. Purpose and consideration: All contracts must have both the purpose and the 
consideration. The purpose and consideration must be permissible and valid. 
Moreover, the purpose of the contract should be continue because if the purpose 
come to an end, the contract become cancelled(Ahmed, 2011, p. 25).
5. For a valid Shariah approved contract, there must not be the involvement of 
Riba, Gharar and Maysir in any element or any stage of the contract(Ahmed, 
2011, p. 30; Ayub, 2013, p. 281).

The following are the conditions exclusively related to service Ijarah:
Conditions regarding the Services/Usufruct 
1. The nature and scope of the services to be performed must be explicitly deter-
mined at the time of the contract (AAOIFI, 2015, p. 847; Ayub, 2013, p. 281; Dar 
& Akram, 2006, p. 364; Mansoori, 2005, p. 240; Saleem, 2013, p. 54). In this 
regard, the name of the service provider, details of the required service, and dura-

365; Mansoori, 2005, p. 238). However, advanced rent can be taken when the 
availability is ensured for the period of the lease (Ayub, 2013, p. 282).
5. The rent/pay can be determined for the work as a whole so that the service 
provider becomes entitled to it after doing all the work, or it can be determined in 
installments and the service provider becomes entitled to each installment at the 
relevant stage of the cork done (AAOIFI, 2015).  

Conditions for the Bank
1. For the validity of service Ijarah, the bank cannot purchase or get the right of 
the service before the client’s application. The customer selects the services and 
the service provider first, and then the bank, as a financial intermediary, can get 
the right to that service from the service provider upon the request of the customer. 
This condition must be fulfilled before the promise to purchase those services 
(Kahf & Mohomed, 2017). 
2. Islamic banks are not permitted to sell the service before hiring of it until or 
unless the service is well defined, pre-determined and standard service and availa-
ble at the specific time in future(AAOIFI, 2015, p. 848; Dar & Akram, 2006, p. 
364; Kahf & Mohomed, 2017). 
3. At the same time, the bank cannot own the prior right of service on the plea that 
bank will hire the service and execute the transaction as per pre-agreed terms and 
conditions by itself or through another party(Kahf & Mohomed, 2017).  
4. In case, if the service provider is not in existence at the time of the Ijarah 
contract, then the second agreement of sale between Islamic bank and customer 
cannot be enforced until the service provider comes into existence (Resolution No 
195/196, 2013) by OIC Fiqh academy(Kahf & Mohomed, 2017).  
5. The Service Ijarah contract must also be according to the principle of realism. 
According to Kahf (2006), the principle of realism means that “all financing 
contracts must be founded on real, in contrast to presumed or deemed exchanges 
of things or services”. This implies that the service must have some value so that 
it provides value adding and the contract should have a real and bona fide inten-
sion to provide the intended service.  That’s why Islamic banks are entitled to a 
return in the service Ijarah contract by purchasing and providing the value added 
service. 

Conditions for the Service Provider
1. The service provider (the institution) should own the service and have the abili-
ty to deliver it. Hence, it is impermissible for the institution to sign a contract with 
the client before it possesses the service and becomes in a position to perform the 
actual or constructive delivery (AAOIFI, 2015, p. 848). 
2. There must not be an earlier planning of the usufruct between the customer and 
the service provider prior to the execution of the sale contract between the Islamic 
bank and the service provider otherwise it would be a financing transaction of 
prior services(Kahf & Mohomed, 2017). 

Termination of Ijarah
 Service Ijarah contract may come to an end if the following conditions are 
met: 
1. If the asset is not capable of giving the usufruct (AAOIFI, 2015, p. 852; Saleem, 
2013, p. 60)
2. If the lessee or tenant fails to pay the rental or adhere to other conditions (AAO-
IFI, 2015, p. 846; Saleem, 2013, p. 60)
3. If the service provider is not be able to provide the usufruct. (AAOIFI, 2015, p. 
852; Saleem, 2013)
4. If either of the parties dies/ usufruct destroyed (Ayub, 2013, p. 283; Saleem, 
2013, p. 60)
5. By mutual consent of the parties (AAOIFI, 2015, p. 853; Ayub, 2013, p. 284; 
Saleem, 2013, p. 60)
6. Lapse of the agreed on time (Saleem, 2013, p. 60)

The Model of Service Ijarah for Personal Financing
Generally, the contract of service Ijarah includes following steps as depicted in 
figure 1:
1. The customer in need of personal finance for travel, medical, wedding or educa-
tion requests the Islamic bank for the service Ijarah financing. Before this, 
customer requests the service provider to provide him/her the service confirma-
tion letter along with the details.
2. An application form is submitted by the customer to the bank with the undertaking 

to buy the requested service. Usually the customer already selects the service 
provider and the required service before applying for finance from the bank. The 
customer provides service details, specifications and other provisions to the bank. 
At this stage, the customer discusses the terms and conditions for the Service 
Ijarah facility with the bank. This includes rate of profit, payment mode, tenure 
etc. A promise to purchase or hire the requested service is also required by the 
customer from the bank, when the bank purchase such service.
3. The credit department and Shariah committee of the bank review the custom-
er’s application. After authenticating the quotation invoice, the bank forwardsthe 
quotation priceand a service confirmation order to the service provider to 
purchase/hire the required service. 
4. When the service provider accepts the quotation and service confirmation order, 
it issues the invoice in favor of the Islamic bank. However, if there is a Wakalah 
contract between customer and bank, and customer act as an agent of the bank, 
then the same invoice is issued to the customer. After receiving the invoice, the 
bank pays quoted price to the service provider and purchases/hires the requested 
services. 
5. At this stage, the bank gets the full rights of the service. It can sub lease it to the 
customer against anaforementioned well-defined service fee payment or the 
contract price. The contract price must be on cost plus margin basis and payable 
as per agreed payment plan.
6. Now the customer uses the purchased/hired services and makes payment as per 
agreed schedule.
Figure 1
Procedure of Service Ijarah Financing for Personal Finance (Source: Author)

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

There are certain documents required for the service Ijarah contract. Most of the 
documents are same in all banks. A list of most common documents are as 
follows:
a) Application form of service Ijarah from the customer to the bank.
b) Standard Offer letter from the bank to the customer including detailed term and 
conditions regarding subject matter, price, tenure, any collateral or guarantees, etc.
c) Service purchase order from the bank to the service provider
d) Acceptance letter from the service provider
e) Wakalah agreement between the bank and the customer 
f) Service Ijarah agreement (sub lease) between the bank and the customer
g) Statement of receipt of the service by the customer to the bank.

Personal Financing by Islamic Banks of Pakistan
Islamic banks in Pakistan are offering various different financial products to their 
customers that are Shariah compliant and Shariah based(Usmani, 2007). These 
services are for the development and welfare of the society at large(Naqvi, Abbas, 
& Ahmad, 2016).  These include a wide range of product and services that cover 
most of the aspects of consumer banking, corporate banking, investment banking 
and SME banking for example, bank deposits, home remittances, home financing, 
car financing, plant and machinery finance, working capital finance, letter of 
credit facility, short term and long term finances, project finances, financial advi-
sory services and so on and so forth. These Islamic product and services are based 
on different short term and long term Islamic modes of finances that are Shariah 
approved. These Islamic modes of finance include Mudarabah, Musharika, Mura-
baha, Salam, Istisna, Ijarah, Muajjal, and Diminishing Musharika etc.(Ahmad, 
Awan, & Malik, 2011; Ahmed, 2014; Muhammad Taqi Usmani, 2002).  

According toIslamic Banking Bulletin (June, 2020)issued by the State bank of 
Pakistan, here are total twenty two Islamic banking institutions including five full 
fledge Islamic banks and seventeen conventional banks with standalone Islamic 
banking branches. Branch network of Islamic banking industry stood at 3,274 
(spread across 122 districts) by end of June 2020, with total assets of Rs3,633 
billion. Overall market share of Islamic industry is 15.3%. The bulletin further 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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prevent the Abu Dhabi economy from crashing, this scheme has developed vari-
ous new rules and regulations that are more flexible. Financially, AED five billion 
has been allocated to provide subsidies on water and electricity for all enterprises 
and residents. Additionally, the government has allotted AED three billion solely 
for MSME sector as a part of the MSME Credit Guarantee Scheme and AED one 
billion for financial markets to maintain sustainable stocks and better liquidity. 
The government has also subsidized many administration costs and further reduc-
tions on rentals. All banks in Abu Dhabi are instructed to defer loan payments, 
reduce service fees, and reduce requirements for accessing immediate finance.

• Dubai Economic Stimulus Package: Meanwhile the Dubai government has 
allotted AED 1.5 billion towards this scheme. As a part of this scheme, the govern-
ment has reduced all market fees for businesses to 2.5% and a 20% refund on all 
imports. As for banks in Dubai, all customers are given deferment options and 
lower service charges given they support with documents. The Dubai Free Zone 
Council and Dubai Airport Free Zone Authority have also taken initiatives to ease 
business operations and support by offering to defer rental payments of six 
months, providing flexible installment options, returning security deposits, 
refunding guarantees, and waiving penalties. Especially for the MSME sector, the 
government has launched a second scheme worth AED 3.3 billion. 

• Economic Support of Northern Emirates Governments: Ras Al Khaimah has 
launched this scheme towards promoting and sustaining the emirate’s economic 
activities. The Environment Protection and Development Authority has waived all 
fines for violations against environment by companies provided that the company 
plants trees of an equivalent amount. About 15,000 establishments in the emirate 
are supported by exempting license renewals, flexible installment plans, discount-
ed commercial license by 50%, waiving insurance payments, 25% discount on 
residence visas of employees registered under RAK, and waiver of penalties.

Even with the development of various flexible schemes, a wide number of 
MSMEs are still unaware of many ways through which they can obtain relief. 

Chart 11 shows that only 27% of the MSME respondents are aware of government 
campaigns and have benefitted from them. About 41% of the companies have not 
initiated to avail the benefits of these governmental schemes. While another 33% 
of companies chose “Maybe” as they only availed basic waivers of fees and penal-
ties but could not obtain assistance in receiving immediate financing to fulfill 
liquidity requirements. A major problem of liquidity issues was within the travel 
sector where many small travel agencies had to refund huge amounts to customers 
due to cancellations of flights and border closures. These travel agencies also 
faced huge difficulties as banks had stopped providing loans for this sector due to 
deteriorating revenues and halted operations. 

A series of questions were focused on asking MSMEs on the required assistance 
to recover business losses. About 60% of the MSME respondents conveyed that 
they require access to immediate short-term financing with lower pre-requisites in 
order to fulfill their previous credit needs. Another 20% of respondents need 
enough supplies of equipment for personal protection such as masks and ther-
mometers in order to avoid penalties by municipality. Moreover, 70% of MSMEs 
require consultation advice on business continuity planning and training for staff 
during disasters and pandemics. 30% of companies request for consultation on 
health and safety measures to stop the spread of pandemic and prevent in stopping 
business operations. 
 
4.3 A way forward to Islamic Finance
Even though the globalized economic system claims to improve and uplift society, 
about 1.7 billion people remain financially excluded (Global Findex Database, 
2017).  Among these, women are most financially excluded with about 56% of the 
world’s women being unbanked. Additionally, the World Bank 2020 estimates 
that due to the current pandemic crisis the poverty levels will be increased by 115 
million people. All these issues have certainly arisen due to the unfair convention-
al based economic systems followed. The conventional system has proved noth-
ing more than the fact that the rich get richer and poor get poorer each day. To 
address the current situation and above issues financially and responsibly Islamic 
finance can play a huge role. The basic principles that are held in Islamic finance 

for Western and European economies to establish an independent and skilled 
Islamic finance development sectors as a part of their government department to 
look over IFIs in the country.

Even though the UAE has a strong Islamic banking and finance industry, the 
measures taken to promote Islamic finance services to resolve crisis is low. To 
tackle the situation of a pandemic in Islamic finance sector, it is recommended for 
IFIs to double their integrity and transparency of information towards sharehold-
ers. This strategy will help in improving the quality of disclosures and bring about 
a sense of confidence, reliability, and trust among the IFIs stakeholders and in 
particular investors. IFIs in the UAE must be true to their Islamic nature and face 
problems wisely instead of covering it up from shareholders. 

5. CONCLUSION AND FUTURE RESEARCH
This study has contributed to figuring out the economic and MSME impacts in 
UAE due to the current COVID-19 pandemic. The UAE had been awaitingthe 
year 2020 forfive years only for all their grandiose Expo2020 plans to be hindered 
with a pandemic crisis. Nonetheless, it was found through this study that COV-
ID-19 has taken a huge toll on UAE’s overall economy just like most global 
nations. As the virus spread throughout the nation, the economic impacts deep-
ened. The UAE has faced the worst case of unemployment in 100 years and is 
seeing a deteriorating MSME sector. Through distributed questionnaires among 
100 MSMEs in UAE it was found that the worst hit industry was the travel & tour-
ism industry leading to multiple business closures. Even with the UAE govern-
ment initiatives, many MSMEs have not availed much relief due to unawareness. 

concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

The UAE must promote a higher use of Islamic financing options among the 
MSME sector and place extra benefits for selecting Islamic finance options as 
they plan to be an Islamic finance capital. Being a country with deep Islamic prin-
ciples, the IFIs must highly support MSMEsduring such a crisis in order to 
preserve the industry as they lack the resources compared to corporations. Addi-
tionally, the MSME sector of UAE has also immensely contributed towards the 
increasing employment rates and economic growth in previous years. 
The limitation of this research is that firstly, it is too soon to draw relationships 
and conclusions on data related to the current pandemic as it is still in its early 
stages. Secondly, as the virus emerged in UAE just in the beginning of this year, 
there is a lack of literatures available particularly studying on this country. The 
UAE also does not issue official reports on disclosing information related to the 
MSME sector. Another lacking information was the unavailability of published 
economic indicators to support in the measurement of economic impacts of COV-
ID-19. Hence, further research must be aimed at empirically studying the COV-
ID-19 impacts on UAE economy through relating more important economic indi-
cators such as GDP and unemployment rate. Furthermore, the importance of this 
study is to alert the UAE economy on the significance of MSME sector and the 
adverse impacts caused to their establishments. This study facilitates IFIsto tap on 
this sector and offer much better financing aids than conventional finance as a part 
of their corporate responsibility and as an opportunity to promote their Islamic 
FinTech products. 

Adding to all, the pandemic has also taken a huge toll on the MSME’s revenues 
(Chart 10). About 51% of the firms claim that their revenue has been reduced by 
40% - 60% which is a significant amount. While 25% of MSMEs encountered a 
revenue depletion by 20% - 40% and 13% witnessed 10% - 20% reduction. Due 
to such significant losses in MSMEs, they were forced to carry out redundancy 
strategies to reduce their expenses. Evidently, MSMEs reduced one of their most 
costly resources that is the human resource. About 70% of the MSME companies 
have dismissed a significant number of employees. Because of this, the overall 
employment rate of UAE has reduced crucially and is currently encountering one 
of the highest unemployment hits in 100 years.

To preserve the operations of MSMEs, the government of UAE has established 
the following various initiatives, campaigns and programs (UAE Government, 
2020):

• UAE Central Bank Economic Support Scheme: As soon as the advent of a 
pandemic, the CBUAE launched a scheme to support the economy with AED 100 
billion. The aim of this program is to reduce the burden of interest and loan 
payments for all impacted companies in the UAE with some documented proof. 
The scheme grants temporary relief for a period of six months. 

• Abu Dhabi Economic Stimulus Package: This program aims at protecting the 
UAE through providing relief for companies in the emirate. The scheme mentions 
to continue all planned projects while giving priority to startups and MSMEs. To 

are the key towards a better economic system. Applying these principles of social 
justice, inclusion, and equal distribution of resources are highly crucial. In the 
religion of Islam, all humans are accountable for their actions and must act wisely 
with justice. If only every individual had such a consciousness, the system would 
have been less discriminative. Islam also mandates charity (Zakah) for people 
who can afford to support the weak society. If all economies around the world 
mandated for a percent of income towards charity, poverty levels would also 
become low. The global debt has reached to $188 trillion as of 2018 and has not 
significantly reduced since many years (Badia and Dudine, 2019). Substituting 
interest mechanisms with profit and loss contracts would save individuals and 
companies in maintaining debt levels. Many individuals often get confused 
between interest and contracts and PLS contracts thinking them to be more or less 
of same nature. A very important point to be cleared is that PLS contracts are not 
at all like interest-based contracts. In PLS contracts the principal amount, profit 
and monthly installments are pre-agreed between parties and remains fixed 
throughout the contractual period until the amount is repaid regardless of defer-
ments. However, interest keeps multiplying every month on the principal amount 
that may or may not vary according to market rates. According to literatures stated 
above, majority of researches show that Islamic Financial Institutions have much 
better potential to improve economic systems and have higher endurance to 
shocks as compare to conventional sectors (Ashraf et al., 2020; Welling, 2020; 
Boudt et al., 2019). With these facts being stated, the crisis of COVID-19 can also 
prove as an advantage of opportunities to the Islamic Financial sector. The grow-
ing industry of Islamic financial technologies (Islamic FinTech) and digital 
platform services of Islamic banks must be extensively promoted and highlighted 
at such times. There is a noticeable increase in Islamic FinTech demand since the 
start of this pandemic (Winosa, 2020). Islamic products such as Qard Al Hassan, 
Sukuk, Waqf and Zakat have proved to uplift many of theMuslim and non-Muslim 
economies. Many nations such as United Kingdom, Hong Kong and Ireland have 
recently started to heavily look into Islamic finance options due to itslong-term 
benefits (Mohammed, 2014). Although, for these economies to significantly reap 
the benefits of Islamic finance especially during crisis it is important that they 
penetrate Islamic finance as a large segment in their economy. It is recommended 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

Table 2
Islamic Banks in Pakistan – Personal Finance Products and Services

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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agreement for purchase of house on Musharaka basis. At the time of purchase, 
they become co-owner of the house with eighty percent share of the bank and 
twenty percent share of customer. To enable the client for using that house, the 
bank provides its share on rent to client. At that point, the bank divides its share in 
sixty units and offers sale of one unit per month to its client. The client starts 
monthly payment for rental at predetermined rate / market rate as well as for 
purchase of one unit. Ownership related expenses are borne by both parties on the 
basis of their stake in the house while maintenance expenses are paid by the client 
as per market practice. At the maturity of financing, when the client has purchased 
all units from bank, the house becomes sole ownership of client and the bank 
transfers the house to the client according to pre-agreed terms.
It is also worth considering that while the customer takes any asset with financial 
help of financial institution whether in the form of Ijarah, Murabaha or Mushara-
ka, he / she perceive that he/she is the part owner and his/her share is increasing 
with each payment. This perception only becomes true by the way of Diminishing 
Musharaka where each purchase of unit increases customer's share.
Conclusion
Nature of Islamic financing is based on Sharia’a compliant transactions and its 
banking system is majorly focused on profit and loss sharing methods. Islamic 
banks, being intermediary are allowed to provide financing only in Sharia’a com-
pliant way. Funds generation from different sources as well as financing and 
investment to different segments is made in accordance with Sharia’a rules and 
principals. Statistical data mentioned above shows the constant increase of Islam-
ic Financial Institutions, their assets and deposits are evident of its acceptability. 
Growth of Islamic banking sector is on fast pace and State Bank of Pakistan being 
a regulator is focusing to support this segment (Akram, Rafique and Alam).
While practicing Diminishing Musharaka as a mode of finance, there are some 
problems as followed. 
» Diminishing Musharaka is executed on the principles of “Shirkatul Milk” while 
the intention of financier is to generate profit i.e “Shirkatul Aqd”.
» Sale and Purchase of periodic unit(s) is executed on book value while it should 
be on market value. 
» Sale evidence is not made available to the customer on each sale of unit(s). 

Historical data shows that Diminishing Musharaka is growing constantly and its 
share is highest as compare to other modes of financing. Basic reason of this 
growth is that it is Sharia’a compliant substitute of Term Finance which is com-
monly used by conventional banking system of Pakistan. Another important 
reason is that banks are focusing on this mode due loss sharing by the client as 
well as compliance of their business nature as financial intermediary. Diminishing 
Musharaka is outcome of Financial Engineering in Islamic way which is devel-
oped keeping in view the demand of customers (Hussain).
Practically, it is combination three independent contracts i.e Musharaka between 
parties, Ijarah of financier’s share and Undertaking to purchase of musharaka 
asset by client (Ayub). At first stage, partnership is executed to have asset for 
co-ownership of both parties by participating their agreed ratio / share. In second 
contract, after availability of the asset, one party provides his share on rent to 
second party for use of its usufructs. In third contract, the client offers to periodi-
cally purchase the share of financier. Islamic banks, being financial intermediary 
earn profit on their financing as well as gradually sell their share to client enabling 
him to become the sole owner of the asset. This mode of financing is being 
frequently used in Islamic Banks for financing of home, vehicles, consumer dura-
bles, and machinery. Products offered by this mode are being used primarily for 
consumer financing products (Akram, Rafique and Alam).
Diminishing Musharaka is further elaborated with following example. A client 
wants to purchase a house but he does not have enough money to purchase it. He 
goes to Islamic bank for financial assistance where after due diligence, the bank 
agrees to process his / her application for financing upto eighty percent for 
purchase house jointly. The client undertakes to purchase the bank’s share in five 
years by paying sixty equal payments. It is also agreed that the bank will charge 
rent on its share of eighty percent which will be gradually decreased as per reduc-
tion in the participation ratio by selling its share. After purchase of house, the bank 
starts receiving profit in the form of rent of its portion and client makes payment 
of rent as well as agreed price of monthly units. At the end of term, client acquires 
the complete ownership and bank transfers the asset to client (Osmani and Abdul-
lah). In above mentioned example, at initial stage, the bank and client enter into 

Although Islamic Banking is widely accepted, yet there is need for promoting 
institutions, comprehensive training of human resource and education to general 
public (Farooq and Mushtaq Ahmed). 
Moreover, the focus of Government is also required to provide level playing field 
for Islamic Banking sector in term of tax reforms, availability of sufficient SLR 
eligible securities approved by Sharia’a and arrangement of Islamic Inter Bank 
Offer Rate.
Recommendation
Diminishing involves extensive documentation which attracts additional cost and 
revenue stamping / execution charges. Such documentation also creates hurdle for 
client and the financier and also increase time duration for execution. Number of 
documents / agreements need to be reduced to lessen the cost of transaction and 
time involved.
Practical version of Diminishing Musharaka to be extended from limited number 
of products to other related products including financing to corporates and SMEs. 
This will also require innovation and financing engineering in Shirkat ul Aqd. 
Outreach of Diminishing Musharaka to broaden specifically towards agriculture 
sector, educating sector, and small industries.
To increase the confidence to clients, it should be used with true spirits of Islamic 
rules and principles. Application of this mode of financing need to re-structured in 
a way that assure the clients with transparency.
Islamic Financial institutions should review their products, process flows, proce-
dures, and implementation stages frequently. In case of any gap between custom-
er’s perception and applied operation procedures, it should be restructured imme-
diately in line the Sharia’a rules and principles. 
Value addition is a continuous and ongoing process which should also be applied 
in Diminishing Musharaka. Additionally, simplification of transaction is neces-
sary to facilitate client without hurdles.
Awareness programs to be conducted with end users to educate them the concept, 
practicality, and difference from conventional term finance. Awareness sessions 
may also be conducted in collaboration with management universities, financial 
institutions, and Islamic Finance centers. This will also increase customer’s confi-
dence on Islamic Banking and Finance.

Standardization is also required in procedure, practice and documentation and 
practices to be exercised across the industry.
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concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 

 nal 21 (2) (2013): 181-189.
Hussain, Mufti Syed Sabir. Sarmaya Kari Kay Shari'e Ahkam. Karachi: Al  
 Muneeb Shari'ah Academy, 2010.
Iqbal, Muhammad Hanif and Muhammad Abdullah. "Islamic Financing and Busi 
 ness Framework: A Survey." European Journal of Social Sciences (2010):  
 2-18.
Khairul Hafidzi Mohd Subky, Jing Yuan Liu, Muhammad Muzzammil Abdullah,  
 & Zhafri Farhan. "The Implication of Musharakah Mutanaqisah in Malay 
 sian Islamic Banking Arena: A Perspective on Legal Documentation."  
 International Journal of Management and Applied Research, Vol. 4, No. 1  
 (2017): 17-30.
Meezan Bank. Glossory of Terms. n.d. 26 April 2020. <https://www.meezan 
 bank.com/glossary-of-terms/>.
Mihajat, Muhammad Iman Sastra. "The Comparison between Musharakah  
 Mutanaqishah and Conventional Leasing Structures, Which One is   
 better?" Journal of Islamic Banking and Finance (2016): 60-67.
Naim, Mahmood Abd Al Rahman Abushareah and Dr. Asmadi Mohamed. "The  
 Practices of Musharakah Mutanaqisah in Islamic Financial Institutions."  
 International Journal of Education and Social Science Vol. 2 No. 3 (2015):  
 105-114.
Osmani, Noor Muhammad and Md. Farooq Abdullah. "Musharakah Mutanaqisah  
 Home Financing: A Review of Literatures and Practices of Islamic Banks  
 In Malaysia." International Review of Business Research Papers (2010):  
 272-282.
Qadri, Muhammad Tahir-ul. The Glorious Quran. Lahore: Minhaj-ul Quran Publi 
 cations, 2018.
Rahman, Audia Syafa'atur, et al. "Gap analysis between BNM Regulation and  
 application of Musharakah Mutanaqisah in Islamic Banking." Journal of  
 Islamic Finance (2018): 38-50.
SBP. "Islamic Banking." 25 March 2008. State Bank of Pakistan. <ww  
 w.sbp.org.pk/ibd/2008/Annex-c2-1.pdf>.
Siddiqui, Dr. Asrar H. Practice and Law of Banking in Pakistan. Karachi: Royal  
 Book Company, 2007.

agreement for purchase of house on Musharaka basis. At the time of purchase, 
they become co-owner of the house with eighty percent share of the bank and 
twenty percent share of customer. To enable the client for using that house, the 
bank provides its share on rent to client. At that point, the bank divides its share in 
sixty units and offers sale of one unit per month to its client. The client starts 
monthly payment for rental at predetermined rate / market rate as well as for 
purchase of one unit. Ownership related expenses are borne by both parties on the 
basis of their stake in the house while maintenance expenses are paid by the client 
as per market practice. At the maturity of financing, when the client has purchased 
all units from bank, the house becomes sole ownership of client and the bank 
transfers the house to the client according to pre-agreed terms.
It is also worth considering that while the customer takes any asset with financial 
help of financial institution whether in the form of Ijarah, Murabaha or Mushara-
ka, he / she perceive that he/she is the part owner and his/her share is increasing 
with each payment. This perception only becomes true by the way of Diminishing 
Musharaka where each purchase of unit increases customer's share.
Conclusion
Nature of Islamic financing is based on Sharia’a compliant transactions and its 
banking system is majorly focused on profit and loss sharing methods. Islamic 
banks, being intermediary are allowed to provide financing only in Sharia’a com-
pliant way. Funds generation from different sources as well as financing and 
investment to different segments is made in accordance with Sharia’a rules and 
principals. Statistical data mentioned above shows the constant increase of Islam-
ic Financial Institutions, their assets and deposits are evident of its acceptability. 
Growth of Islamic banking sector is on fast pace and State Bank of Pakistan being 
a regulator is focusing to support this segment (Akram, Rafique and Alam).
While practicing Diminishing Musharaka as a mode of finance, there are some 
problems as followed. 
» Diminishing Musharaka is executed on the principles of “Shirkatul Milk” while 
the intention of financier is to generate profit i.e “Shirkatul Aqd”.
» Sale and Purchase of periodic unit(s) is executed on book value while it should 
be on market value. 
» Sale evidence is not made available to the customer on each sale of unit(s). 

Historical data shows that Diminishing Musharaka is growing constantly and its 
share is highest as compare to other modes of financing. Basic reason of this 
growth is that it is Sharia’a compliant substitute of Term Finance which is com-
monly used by conventional banking system of Pakistan. Another important 
reason is that banks are focusing on this mode due loss sharing by the client as 
well as compliance of their business nature as financial intermediary. Diminishing 
Musharaka is outcome of Financial Engineering in Islamic way which is devel-
oped keeping in view the demand of customers (Hussain).
Practically, it is combination three independent contracts i.e Musharaka between 
parties, Ijarah of financier’s share and Undertaking to purchase of musharaka 
asset by client (Ayub). At first stage, partnership is executed to have asset for 
co-ownership of both parties by participating their agreed ratio / share. In second 
contract, after availability of the asset, one party provides his share on rent to 
second party for use of its usufructs. In third contract, the client offers to periodi-
cally purchase the share of financier. Islamic banks, being financial intermediary 
earn profit on their financing as well as gradually sell their share to client enabling 
him to become the sole owner of the asset. This mode of financing is being 
frequently used in Islamic Banks for financing of home, vehicles, consumer dura-
bles, and machinery. Products offered by this mode are being used primarily for 
consumer financing products (Akram, Rafique and Alam).
Diminishing Musharaka is further elaborated with following example. A client 
wants to purchase a house but he does not have enough money to purchase it. He 
goes to Islamic bank for financial assistance where after due diligence, the bank 
agrees to process his / her application for financing upto eighty percent for 
purchase house jointly. The client undertakes to purchase the bank’s share in five 
years by paying sixty equal payments. It is also agreed that the bank will charge 
rent on its share of eighty percent which will be gradually decreased as per reduc-
tion in the participation ratio by selling its share. After purchase of house, the bank 
starts receiving profit in the form of rent of its portion and client makes payment 
of rent as well as agreed price of monthly units. At the end of term, client acquires 
the complete ownership and bank transfers the asset to client (Osmani and Abdul-
lah). In above mentioned example, at initial stage, the bank and client enter into 

Although Islamic Banking is widely accepted, yet there is need for promoting 
institutions, comprehensive training of human resource and education to general 
public (Farooq and Mushtaq Ahmed). 
Moreover, the focus of Government is also required to provide level playing field 
for Islamic Banking sector in term of tax reforms, availability of sufficient SLR 
eligible securities approved by Sharia’a and arrangement of Islamic Inter Bank 
Offer Rate.
Recommendation
Diminishing involves extensive documentation which attracts additional cost and 
revenue stamping / execution charges. Such documentation also creates hurdle for 
client and the financier and also increase time duration for execution. Number of 
documents / agreements need to be reduced to lessen the cost of transaction and 
time involved.
Practical version of Diminishing Musharaka to be extended from limited number 
of products to other related products including financing to corporates and SMEs. 
This will also require innovation and financing engineering in Shirkat ul Aqd. 
Outreach of Diminishing Musharaka to broaden specifically towards agriculture 
sector, educating sector, and small industries.
To increase the confidence to clients, it should be used with true spirits of Islamic 
rules and principles. Application of this mode of financing need to re-structured in 
a way that assure the clients with transparency.
Islamic Financial institutions should review their products, process flows, proce-
dures, and implementation stages frequently. In case of any gap between custom-
er’s perception and applied operation procedures, it should be restructured imme-
diately in line the Sharia’a rules and principles. 
Value addition is a continuous and ongoing process which should also be applied 
in Diminishing Musharaka. Additionally, simplification of transaction is neces-
sary to facilitate client without hurdles.
Awareness programs to be conducted with end users to educate them the concept, 
practicality, and difference from conventional term finance. Awareness sessions 
may also be conducted in collaboration with management universities, financial 
institutions, and Islamic Finance centers. This will also increase customer’s confi-
dence on Islamic Banking and Finance.

Standardization is also required in procedure, practice and documentation and 
practices to be exercised across the industry.
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concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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agreement for purchase of house on Musharaka basis. At the time of purchase, 
they become co-owner of the house with eighty percent share of the bank and 
twenty percent share of customer. To enable the client for using that house, the 
bank provides its share on rent to client. At that point, the bank divides its share in 
sixty units and offers sale of one unit per month to its client. The client starts 
monthly payment for rental at predetermined rate / market rate as well as for 
purchase of one unit. Ownership related expenses are borne by both parties on the 
basis of their stake in the house while maintenance expenses are paid by the client 
as per market practice. At the maturity of financing, when the client has purchased 
all units from bank, the house becomes sole ownership of client and the bank 
transfers the house to the client according to pre-agreed terms.
It is also worth considering that while the customer takes any asset with financial 
help of financial institution whether in the form of Ijarah, Murabaha or Mushara-
ka, he / she perceive that he/she is the part owner and his/her share is increasing 
with each payment. This perception only becomes true by the way of Diminishing 
Musharaka where each purchase of unit increases customer's share.
Conclusion
Nature of Islamic financing is based on Sharia’a compliant transactions and its 
banking system is majorly focused on profit and loss sharing methods. Islamic 
banks, being intermediary are allowed to provide financing only in Sharia’a com-
pliant way. Funds generation from different sources as well as financing and 
investment to different segments is made in accordance with Sharia’a rules and 
principals. Statistical data mentioned above shows the constant increase of Islam-
ic Financial Institutions, their assets and deposits are evident of its acceptability. 
Growth of Islamic banking sector is on fast pace and State Bank of Pakistan being 
a regulator is focusing to support this segment (Akram, Rafique and Alam).
While practicing Diminishing Musharaka as a mode of finance, there are some 
problems as followed. 
» Diminishing Musharaka is executed on the principles of “Shirkatul Milk” while 
the intention of financier is to generate profit i.e “Shirkatul Aqd”.
» Sale and Purchase of periodic unit(s) is executed on book value while it should 
be on market value. 
» Sale evidence is not made available to the customer on each sale of unit(s). 

Historical data shows that Diminishing Musharaka is growing constantly and its 
share is highest as compare to other modes of financing. Basic reason of this 
growth is that it is Sharia’a compliant substitute of Term Finance which is com-
monly used by conventional banking system of Pakistan. Another important 
reason is that banks are focusing on this mode due loss sharing by the client as 
well as compliance of their business nature as financial intermediary. Diminishing 
Musharaka is outcome of Financial Engineering in Islamic way which is devel-
oped keeping in view the demand of customers (Hussain).
Practically, it is combination three independent contracts i.e Musharaka between 
parties, Ijarah of financier’s share and Undertaking to purchase of musharaka 
asset by client (Ayub). At first stage, partnership is executed to have asset for 
co-ownership of both parties by participating their agreed ratio / share. In second 
contract, after availability of the asset, one party provides his share on rent to 
second party for use of its usufructs. In third contract, the client offers to periodi-
cally purchase the share of financier. Islamic banks, being financial intermediary 
earn profit on their financing as well as gradually sell their share to client enabling 
him to become the sole owner of the asset. This mode of financing is being 
frequently used in Islamic Banks for financing of home, vehicles, consumer dura-
bles, and machinery. Products offered by this mode are being used primarily for 
consumer financing products (Akram, Rafique and Alam).
Diminishing Musharaka is further elaborated with following example. A client 
wants to purchase a house but he does not have enough money to purchase it. He 
goes to Islamic bank for financial assistance where after due diligence, the bank 
agrees to process his / her application for financing upto eighty percent for 
purchase house jointly. The client undertakes to purchase the bank’s share in five 
years by paying sixty equal payments. It is also agreed that the bank will charge 
rent on its share of eighty percent which will be gradually decreased as per reduc-
tion in the participation ratio by selling its share. After purchase of house, the bank 
starts receiving profit in the form of rent of its portion and client makes payment 
of rent as well as agreed price of monthly units. At the end of term, client acquires 
the complete ownership and bank transfers the asset to client (Osmani and Abdul-
lah). In above mentioned example, at initial stage, the bank and client enter into 

Although Islamic Banking is widely accepted, yet there is need for promoting 
institutions, comprehensive training of human resource and education to general 
public (Farooq and Mushtaq Ahmed). 
Moreover, the focus of Government is also required to provide level playing field 
for Islamic Banking sector in term of tax reforms, availability of sufficient SLR 
eligible securities approved by Sharia’a and arrangement of Islamic Inter Bank 
Offer Rate.
Recommendation
Diminishing involves extensive documentation which attracts additional cost and 
revenue stamping / execution charges. Such documentation also creates hurdle for 
client and the financier and also increase time duration for execution. Number of 
documents / agreements need to be reduced to lessen the cost of transaction and 
time involved.
Practical version of Diminishing Musharaka to be extended from limited number 
of products to other related products including financing to corporates and SMEs. 
This will also require innovation and financing engineering in Shirkat ul Aqd. 
Outreach of Diminishing Musharaka to broaden specifically towards agriculture 
sector, educating sector, and small industries.
To increase the confidence to clients, it should be used with true spirits of Islamic 
rules and principles. Application of this mode of financing need to re-structured in 
a way that assure the clients with transparency.
Islamic Financial institutions should review their products, process flows, proce-
dures, and implementation stages frequently. In case of any gap between custom-
er’s perception and applied operation procedures, it should be restructured imme-
diately in line the Sharia’a rules and principles. 
Value addition is a continuous and ongoing process which should also be applied 
in Diminishing Musharaka. Additionally, simplification of transaction is neces-
sary to facilitate client without hurdles.
Awareness programs to be conducted with end users to educate them the concept, 
practicality, and difference from conventional term finance. Awareness sessions 
may also be conducted in collaboration with management universities, financial 
institutions, and Islamic Finance centers. This will also increase customer’s confi-
dence on Islamic Banking and Finance.

Standardization is also required in procedure, practice and documentation and 
practices to be exercised across the industry.
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concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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agreement for purchase of house on Musharaka basis. At the time of purchase, 
they become co-owner of the house with eighty percent share of the bank and 
twenty percent share of customer. To enable the client for using that house, the 
bank provides its share on rent to client. At that point, the bank divides its share in 
sixty units and offers sale of one unit per month to its client. The client starts 
monthly payment for rental at predetermined rate / market rate as well as for 
purchase of one unit. Ownership related expenses are borne by both parties on the 
basis of their stake in the house while maintenance expenses are paid by the client 
as per market practice. At the maturity of financing, when the client has purchased 
all units from bank, the house becomes sole ownership of client and the bank 
transfers the house to the client according to pre-agreed terms.
It is also worth considering that while the customer takes any asset with financial 
help of financial institution whether in the form of Ijarah, Murabaha or Mushara-
ka, he / she perceive that he/she is the part owner and his/her share is increasing 
with each payment. This perception only becomes true by the way of Diminishing 
Musharaka where each purchase of unit increases customer's share.
Conclusion
Nature of Islamic financing is based on Sharia’a compliant transactions and its 
banking system is majorly focused on profit and loss sharing methods. Islamic 
banks, being intermediary are allowed to provide financing only in Sharia’a com-
pliant way. Funds generation from different sources as well as financing and 
investment to different segments is made in accordance with Sharia’a rules and 
principals. Statistical data mentioned above shows the constant increase of Islam-
ic Financial Institutions, their assets and deposits are evident of its acceptability. 
Growth of Islamic banking sector is on fast pace and State Bank of Pakistan being 
a regulator is focusing to support this segment (Akram, Rafique and Alam).
While practicing Diminishing Musharaka as a mode of finance, there are some 
problems as followed. 
» Diminishing Musharaka is executed on the principles of “Shirkatul Milk” while 
the intention of financier is to generate profit i.e “Shirkatul Aqd”.
» Sale and Purchase of periodic unit(s) is executed on book value while it should 
be on market value. 
» Sale evidence is not made available to the customer on each sale of unit(s). 

Historical data shows that Diminishing Musharaka is growing constantly and its 
share is highest as compare to other modes of financing. Basic reason of this 
growth is that it is Sharia’a compliant substitute of Term Finance which is com-
monly used by conventional banking system of Pakistan. Another important 
reason is that banks are focusing on this mode due loss sharing by the client as 
well as compliance of their business nature as financial intermediary. Diminishing 
Musharaka is outcome of Financial Engineering in Islamic way which is devel-
oped keeping in view the demand of customers (Hussain).
Practically, it is combination three independent contracts i.e Musharaka between 
parties, Ijarah of financier’s share and Undertaking to purchase of musharaka 
asset by client (Ayub). At first stage, partnership is executed to have asset for 
co-ownership of both parties by participating their agreed ratio / share. In second 
contract, after availability of the asset, one party provides his share on rent to 
second party for use of its usufructs. In third contract, the client offers to periodi-
cally purchase the share of financier. Islamic banks, being financial intermediary 
earn profit on their financing as well as gradually sell their share to client enabling 
him to become the sole owner of the asset. This mode of financing is being 
frequently used in Islamic Banks for financing of home, vehicles, consumer dura-
bles, and machinery. Products offered by this mode are being used primarily for 
consumer financing products (Akram, Rafique and Alam).
Diminishing Musharaka is further elaborated with following example. A client 
wants to purchase a house but he does not have enough money to purchase it. He 
goes to Islamic bank for financial assistance where after due diligence, the bank 
agrees to process his / her application for financing upto eighty percent for 
purchase house jointly. The client undertakes to purchase the bank’s share in five 
years by paying sixty equal payments. It is also agreed that the bank will charge 
rent on its share of eighty percent which will be gradually decreased as per reduc-
tion in the participation ratio by selling its share. After purchase of house, the bank 
starts receiving profit in the form of rent of its portion and client makes payment 
of rent as well as agreed price of monthly units. At the end of term, client acquires 
the complete ownership and bank transfers the asset to client (Osmani and Abdul-
lah). In above mentioned example, at initial stage, the bank and client enter into 

Although Islamic Banking is widely accepted, yet there is need for promoting 
institutions, comprehensive training of human resource and education to general 
public (Farooq and Mushtaq Ahmed). 
Moreover, the focus of Government is also required to provide level playing field 
for Islamic Banking sector in term of tax reforms, availability of sufficient SLR 
eligible securities approved by Sharia’a and arrangement of Islamic Inter Bank 
Offer Rate.
Recommendation
Diminishing involves extensive documentation which attracts additional cost and 
revenue stamping / execution charges. Such documentation also creates hurdle for 
client and the financier and also increase time duration for execution. Number of 
documents / agreements need to be reduced to lessen the cost of transaction and 
time involved.
Practical version of Diminishing Musharaka to be extended from limited number 
of products to other related products including financing to corporates and SMEs. 
This will also require innovation and financing engineering in Shirkat ul Aqd. 
Outreach of Diminishing Musharaka to broaden specifically towards agriculture 
sector, educating sector, and small industries.
To increase the confidence to clients, it should be used with true spirits of Islamic 
rules and principles. Application of this mode of financing need to re-structured in 
a way that assure the clients with transparency.
Islamic Financial institutions should review their products, process flows, proce-
dures, and implementation stages frequently. In case of any gap between custom-
er’s perception and applied operation procedures, it should be restructured imme-
diately in line the Sharia’a rules and principles. 
Value addition is a continuous and ongoing process which should also be applied 
in Diminishing Musharaka. Additionally, simplification of transaction is neces-
sary to facilitate client without hurdles.
Awareness programs to be conducted with end users to educate them the concept, 
practicality, and difference from conventional term finance. Awareness sessions 
may also be conducted in collaboration with management universities, financial 
institutions, and Islamic Finance centers. This will also increase customer’s confi-
dence on Islamic Banking and Finance.

Standardization is also required in procedure, practice and documentation and 
practices to be exercised across the industry.
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concepts.Meezan bank act as a Mudarib and shares 50% of the gross income 
whereas the customer acts as a Rab ul Maal and also shares 50% of the gross 
income. The amount deposited by the customer is pooled in a Shariah compliant 
investment. The bank gives profit to the customer on the deposited amount. 
Simultaneously, Meezan bank also acts as a Wakeel (agent) of the customer and 
charges 5% Wakalah fees. The bank collects the actual cost of Takaful cover 
contribution from the customer for the Takaful partner. The bank only acts as a 
facilitator between customer and Takaful provider. The claim acceptance, process-
ing and payment are the sole responsibility of the Takaful provider. 

Dubai Islamic bank offers personal finance facility based on the concept of “Mu-
sawamah” for education, marriage, medical expense, credit card loan settlements 
or meeting any other emergency needs. Musawamah describes a transaction 
where the price of the goods or services is not disclosed to the buyer.In this 
process, the customer approaches to the bank with an application for the personal 
finance. After the approval from the credit department and Shariah committee, 
Dubai Islamic bank purchases the required commodity from the supplier on spot 
payment basis. The broker classifies and releases the goods to the bank. The bank, 
after realization of the title and the possession of the goods, sells these goods to 
the customer on a deferred payment basis. The customer gets an absolute right to 
use the goods through a documentary credit (DC) in the favor of the customer 
from the bank. Hence, strict Shariah checks are instigated in order to make the 
whole transaction Shariah compliant. Musawamah financing is available for sala-
ried persons only and customer has to pay monthly installments with different 
tenure facilities. 

Bank Islami offers Assan saving plan for customer’s child education and wedding 
and retirement. This plan is a saving and investment Takaful plan.  Bank Islami 
offers two different strategies for this plan. The first strategy is a conservative 
strategy and called cash strategy in which Shariah compliant investments options 
are available in Sukuk, Income funds and Islamic deposits. The second strategy is 
an aggressive strategy called equity strategy. This strategy is based on investments 
in Shariah compliant stocks and Sariah compliant mutual funds. In Asaan saving 

shows that the total financing comprises 31% Diminishing Musharakah, 21.2% 
Musharakah,  13.4% Murabaha, 10.5% of Istisna, 5.1% Ijarah, 1.8% Salam and 
17% other modes of financing by Islamic banks of Pakistan. Despite this impres-
sive growth in the product portfolio, Islamic banks are not offering a single prod-
uct based on service Ijarah.Consumer financing includes car financing, home 
financing and personal financing. Personal financing exclusively includes financ-
ing for education, medical, wedding, travel and retirement benefits. The following 
table 2 depicts different personal banking products that are being offered by 
Islamic banks. These all products are based on long term savings and investments 
for the children of customers and for themselves. 

Meezan bank offers Meezan Kafalah, a personal finance plan for customer’s child 
education and wedding, hajj and old age benefits plan. Thisis a savings and invest-
ments Takaful based plan which works on Mudarabah and Wakalah 

plan, Bank Islami act as a distribution agent of Pak Qatar Takaful Company. The 
Takaful Company is responsible for the claims settlements as well as professional 
management of the Participant’s investment account and the Waqf fund. 

AlBaraka Islamic bank in Pakistan offers only travel services in the name of 
personal banking. This service offers travel solution for each step like VISA 
processing, hotel lodging, etc. This travel service includes complete package of 
Hajj and Umrah too. However, the bank services are limited to sales and fund 
collection for travel agents. Travel arrangements and delivery of the packages is 
the sole responsibility of the selected Travel Agent. The fifth full-fledge Islamic 
bank is MCB Islamic bank. Unfortunately, MCB Islamic bank does not offer a 
single product related to Personal banking. 

Most of the Islamic banks in Pakistan offer personal finance based on saving and 
investment plans like Meezan bank’s Kafalah finance, Dubai Islamic bank’s 
Musawamah finance and Bank Islami’s Asaan saving plan. Al Baraka Bank offers 
personal finance only for travel whereas, MCB Islamic bank does not offer a 
single product for financing travel, education, medical or even pension benefits. 
In these saving and investment plans, consumer has to save an amount periodical-
ly and then invest it in Shariah compliant investment pool through bank and also 
take Takaful cover. The main disparage on such plans is that customer will have to 
save first and then invest it and then after the maturity of the plan the customer 
gets finance for his/her personal uses, except in case of death or disability of the 
customer. The education and wedding plans are generally for their children, and 
the medical, travel and retirement plans are for themselves. If a customer wants to 
start higher education and needs to finance his/her education, or wants to get other 
service immediately, then service Ijarah is the most suitable plan to finance the 
service instantly. Because service Ijarah is a deferred payment mode of finance 
that is customer gets service first and payment of this service starts subsequently. 

Conclusion and Recommendations:
Service Ijarah financing is a Shariah compliant, Ijarah al Ashkhaas basedmode of 
financing which is in practice since the origin of Islam.  Most Islamic banks 

around the world are offering various types of personal banking products through 
service Ijarah financing. These products include financing for education, medical, 
travel, Hajj and Ummrah and retirement benefits. Regrettably, Islamic banks in 
Pakistan do not offer a single product based on service Ijarah financing. Instead, 
they offer personal finance based on savings and investment Takaful plans. The 
weakness of these saving and investment plans is that the customer has to save and 
invest first from his/her income for a stipulated period of time and then get the 
financing facility. In contrast, customer hires or purchases the service first and 
then pays the fees of the service in future on a deferred payment mode in case of 
service Ijarah financing. Just as Islamic banks are focusing on deposits from indi-
viduals, they should similarly offer personal finance products to customers at a 
reasonable scale or at least some part of their portfolio.

Other benefits of service Ijarah financing include a strict Shariah screening 
process at every stage. At the very first stage, the permissibility of the services 
hired is required. The service should not be haram, act of sin or disobedience and 
unethical and immoral. The bank cannot sale what is not in its ownership. And 
there is a condition for bank to get the rights of the service first before selling it to 
other. Therefore, Service Ijarah financing confirms strict Shariah screening. 
Service Ijarah is equally beneficial for Islamic banks, service providers and the 
consumers. Moreover, Service Ijarah as a financing mode does not affect the 
liquidity of the Islamic banks as they do not need to pay any cash to the customers 
but provide service to them against a deferred payment basis. The resultant is a 
fine mix of controlled activities with genuine demands and then delivery of 
services based on financial transaction providing a chance to part of society for 
fulfilling their needs in a halal way. And last but not the least, such transaction 
meets the criteria of satisfying public interest (Maslahah) and produces honest 
financial activity between different stakeholders. Therefore, it is recommended to 
adopt Service Ijarah financing facility by Islamic banks of Pakistan. 
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agreement for purchase of house on Musharaka basis. At the time of purchase, 
they become co-owner of the house with eighty percent share of the bank and 
twenty percent share of customer. To enable the client for using that house, the 
bank provides its share on rent to client. At that point, the bank divides its share in 
sixty units and offers sale of one unit per month to its client. The client starts 
monthly payment for rental at predetermined rate / market rate as well as for 
purchase of one unit. Ownership related expenses are borne by both parties on the 
basis of their stake in the house while maintenance expenses are paid by the client 
as per market practice. At the maturity of financing, when the client has purchased 
all units from bank, the house becomes sole ownership of client and the bank 
transfers the house to the client according to pre-agreed terms.
It is also worth considering that while the customer takes any asset with financial 
help of financial institution whether in the form of Ijarah, Murabaha or Mushara-
ka, he / she perceive that he/she is the part owner and his/her share is increasing 
with each payment. This perception only becomes true by the way of Diminishing 
Musharaka where each purchase of unit increases customer's share.
Conclusion
Nature of Islamic financing is based on Sharia’a compliant transactions and its 
banking system is majorly focused on profit and loss sharing methods. Islamic 
banks, being intermediary are allowed to provide financing only in Sharia’a com-
pliant way. Funds generation from different sources as well as financing and 
investment to different segments is made in accordance with Sharia’a rules and 
principals. Statistical data mentioned above shows the constant increase of Islam-
ic Financial Institutions, their assets and deposits are evident of its acceptability. 
Growth of Islamic banking sector is on fast pace and State Bank of Pakistan being 
a regulator is focusing to support this segment (Akram, Rafique and Alam).
While practicing Diminishing Musharaka as a mode of finance, there are some 
problems as followed. 
» Diminishing Musharaka is executed on the principles of “Shirkatul Milk” while 
the intention of financier is to generate profit i.e “Shirkatul Aqd”.
» Sale and Purchase of periodic unit(s) is executed on book value while it should 
be on market value. 
» Sale evidence is not made available to the customer on each sale of unit(s). 

Historical data shows that Diminishing Musharaka is growing constantly and its 
share is highest as compare to other modes of financing. Basic reason of this 
growth is that it is Sharia’a compliant substitute of Term Finance which is com-
monly used by conventional banking system of Pakistan. Another important 
reason is that banks are focusing on this mode due loss sharing by the client as 
well as compliance of their business nature as financial intermediary. Diminishing 
Musharaka is outcome of Financial Engineering in Islamic way which is devel-
oped keeping in view the demand of customers (Hussain).
Practically, it is combination three independent contracts i.e Musharaka between 
parties, Ijarah of financier’s share and Undertaking to purchase of musharaka 
asset by client (Ayub). At first stage, partnership is executed to have asset for 
co-ownership of both parties by participating their agreed ratio / share. In second 
contract, after availability of the asset, one party provides his share on rent to 
second party for use of its usufructs. In third contract, the client offers to periodi-
cally purchase the share of financier. Islamic banks, being financial intermediary 
earn profit on their financing as well as gradually sell their share to client enabling 
him to become the sole owner of the asset. This mode of financing is being 
frequently used in Islamic Banks for financing of home, vehicles, consumer dura-
bles, and machinery. Products offered by this mode are being used primarily for 
consumer financing products (Akram, Rafique and Alam).
Diminishing Musharaka is further elaborated with following example. A client 
wants to purchase a house but he does not have enough money to purchase it. He 
goes to Islamic bank for financial assistance where after due diligence, the bank 
agrees to process his / her application for financing upto eighty percent for 
purchase house jointly. The client undertakes to purchase the bank’s share in five 
years by paying sixty equal payments. It is also agreed that the bank will charge 
rent on its share of eighty percent which will be gradually decreased as per reduc-
tion in the participation ratio by selling its share. After purchase of house, the bank 
starts receiving profit in the form of rent of its portion and client makes payment 
of rent as well as agreed price of monthly units. At the end of term, client acquires 
the complete ownership and bank transfers the asset to client (Osmani and Abdul-
lah). In above mentioned example, at initial stage, the bank and client enter into 

Although Islamic Banking is widely accepted, yet there is need for promoting 
institutions, comprehensive training of human resource and education to general 
public (Farooq and Mushtaq Ahmed). 
Moreover, the focus of Government is also required to provide level playing field 
for Islamic Banking sector in term of tax reforms, availability of sufficient SLR 
eligible securities approved by Sharia’a and arrangement of Islamic Inter Bank 
Offer Rate.
Recommendation
Diminishing involves extensive documentation which attracts additional cost and 
revenue stamping / execution charges. Such documentation also creates hurdle for 
client and the financier and also increase time duration for execution. Number of 
documents / agreements need to be reduced to lessen the cost of transaction and 
time involved.
Practical version of Diminishing Musharaka to be extended from limited number 
of products to other related products including financing to corporates and SMEs. 
This will also require innovation and financing engineering in Shirkat ul Aqd. 
Outreach of Diminishing Musharaka to broaden specifically towards agriculture 
sector, educating sector, and small industries.
To increase the confidence to clients, it should be used with true spirits of Islamic 
rules and principles. Application of this mode of financing need to re-structured in 
a way that assure the clients with transparency.
Islamic Financial institutions should review their products, process flows, proce-
dures, and implementation stages frequently. In case of any gap between custom-
er’s perception and applied operation procedures, it should be restructured imme-
diately in line the Sharia’a rules and principles. 
Value addition is a continuous and ongoing process which should also be applied 
in Diminishing Musharaka. Additionally, simplification of transaction is neces-
sary to facilitate client without hurdles.
Awareness programs to be conducted with end users to educate them the concept, 
practicality, and difference from conventional term finance. Awareness sessions 
may also be conducted in collaboration with management universities, financial 
institutions, and Islamic Finance centers. This will also increase customer’s confi-
dence on Islamic Banking and Finance.

Standardization is also required in procedure, practice and documentation and 
practices to be exercised across the industry.
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