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Abstract: Novel Coronavirus, also known as COVID-19, is a health emergency that is having an
ever-growing impact on the global economy. COVID-19 has caused economic disruption at an
unprecedented speed and scale. The economic costs it will bring to society can only be measured in
times to come. Millions of people across the globe have already become unemployed, and similarly,
millions of businesses have either shut down or are on the verge of collapse. It is a great challenge
for policymakers to minimize the economic impact of COVID-19 and put the economy on a growth
trajectory once again. Unfortunately, there is so far no country in the world that can be viewed as
a role model for its economic response to the COVID-19 pandemic. The present study proposes
Islamic finance as a potential tool to help affected economies safely pass through the economic crisis
resulting from the pandemic. This study identifies a four-stage COVID-19 model and proposes ten
innovative Islamic financial services for each stage of the pandemic. In addition, it analyzes how
these services can be effectively utilized at different stages to overcome the economic damage caused
by the pandemic.

Keywords: COVID-19; COVID-19 pandemic; Fintech; Islamic finance; financial contagion

1. Introduction and Research Question

The COVID-19 pandemic, which started in Wuhan, China, has already infected more
than 113 million people and has tragically taken the lives of more than 2.5 million individu-
als as of 12 January 2021 [1,2]. This infectious disease, which began as a health emergency
and gradually became pervasive, has become one of the most influential economic stressors
in modern history. Initially, governments and various authorities struggled to control the
spread of infection and the resultant deaths due to the COVID-19 pandemic [3]. Various
measures were applied to curb the spread of the virus, with many governments resorting
to the sealing of national and international borders along with strict lockdowns. Cur-
rently, authorities are trying to reduce the spread of the pandemic by vaccinating frontline
workers, elderly citizens and ultimately all segments of the population [4,5]. However,
lockdowns have only partially been successful in controlling the spread of the virus [6–8].
Many experts are of the view that there is a need to extend lockdowns to 12 months or
more to minimize the spread of the virus [9,10]. While the greatest loss is in the form of
human lives, the associated economic losses are also devastating [11–13]. The tragic loss of
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lives is followed by the dejection of the loss of livelihood, as the biggest health crisis of the
world has turned into a long economic slowdown [14]. The World Economic Outlook of
the International Monetary Fund estimates that the global GDP could suffer a cumulative
loss of well over $9 trillion over 2020–2021 [15]. On one hand, huge sums are being spent
treating infected persons and sanitizing infected places; on the other hand, economic losses
are accumulating due to suspended economic activities owing to lockdowns and the fear
of the spread of infection. Undoubtedly, both lockdown and loss of human lives will have
long-lasting consequences [16].

The world economy has already injected more than $5 trillion as a bailout and liquidity
booster to negate the strength of the crisis [17]. The potential economic consequences of
the current crisis are larger than any other crisis seen in recorded history [18]. There is still
time for global policymakers to have a well-coordinated reaction to the pandemic and the
associated economic impact [19]. After World War II, the unemployment rate increased by
2 percent due to the subsequent recession [20,21]. However, the scenario now is completely
different from the situation prevailing after World War II. Comparison of the two situations
can be dangerous and can lead to errors. The current crisis looks far worse because of
shocks to both demand and supply as well as the limited economic tools available to
eliminate the economic consequences [22]. Though governments have announced stimulus
packages, there is very little room for these packages to handle damages of such a vast
magnitude [23]. There is ample literature on the COVID-19 pandemic that discusses the
magnitude of the economic crisis [12] and the resultant increase in unemployment, poverty
and child labor [8,11,24]. However, few discuss the ways to tackle the crisis. There is a call
for a new tool that can help to minimize and mitigate the severity of such a crisis [25]. The
conventional financial system, which could not withstand the financial crisis of 2007–2008,
a far less severe situation than the present global health and economic crisis, is grossly
unprepared and inadequate to rescue the world from the present economic doom [26–28].
It is with this backdrop that Islamic finance could be harnessed to tackle the present
economic crisis [29–31]. The principles of Islamic finance promote risk-sharing; prohibit
riba-based transactions, which are a burden for the poor and the needy; and restrict short
sales, deception, risk (Gharar) and gambling (Qimar). This ultimately leads to a greater
discipline and stability in the financial system [32].

The objective of this article is to explore the insights of the economic crisis due to
COVID-19 and propose alternative financial crisis management strategies considering
Islamic principles. This study is intended to examine different Islamic financial services
by identifying four different stages of economic situations resulting from the pandemic.
Therefore, this study focuses on the core Islamic principles that are mandatory for Muslims,
like Zakah (Islamic tax) [33] and various other Islamic financial services, to possibly reduce
the economic losses due to the pandemic [34,35]. This research also proposes a suitable
model to emphasize the approach and its stages.

COVID-19—the major health crisis that began in Wuhan (China) and was later de-
clared a global pandemic by the World Health Organization (WHO)—has transformed into
one of the worst economic crises of all time. The impact of the crisis is visible everywhere
in the world, from migrant labor problems in India [36] to an increase in the number of the
newly unemployed in the United States [37], and to the shutting down of the industries
in the Gulf Cooperation Council [38]. Unfortunately, no country in the world so far can
be viewed as a role model for its economic response to the pandemic [39]. The year 2020
started with the fear of diplomatic crisis between the USA and Iran and became packed
with unmatched events that created a high level of uncertainty [40]. The major highlights of
the economic crisis witnessed by the world within only a few months due to the pandemic
are presented below.

i Sudden lockdowns in many economies, leading to unemployment and shutting down
of businesses and adding to the miseries of migrant laborers in particular.

ii A steep fall in equity markets across the globe.
iii Liquidity problems in banks and other financial institutions.
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iv The injection of more than $5 trillion by the governments as part of economic stimulus
packages to promote liquidity and revive the economy.

v An all-time dip in oil prices.
vi Aggressive monetary policy interventions by the central banks to increase liquidity

and to bring back normalcy in the financial markets.
vii Volatility in the cryptocurrency market.

This paper proceeds as follows. In the next section, we provide an extensive review of
the literature related to Islamic finance, Islamic financial systems and the scope of the Is-
lamic financial system as the natural financial system to be used to address financial distress.
Section 3 explains the methodology employed in the study. Section 4 presents the results
and analysis of the proposed model, while Section 5 presents discussion and conclusions.

2. Literature Review and Research Framework
2.1. Islamic Finance

Islamic finance is based on the objectives of removing income inequality and bringing
social justice. It cannot be achieved unless all institutions including the financial system
contribute positively towards it [41,42]. One of the ways through which these ideals can
be achieved is by bringing moral values into society in all facets of human life, including
social, political and economic endeavors. This will help humans get rid of greed and
self-indulgence, which has made them absorbed in self-satisfaction and accumulation of
wealth as the measure of success and achievement [43]. To contribute towards the creation
of a just and equitable society, the financial system must promote the fair distribution of
income besides being a strong and stable system that can be relied upon. Even though the
Islamic financial system has been adopted recently and is still evolving, it has enjoyed a
steady, consistent growth during the last decade after the global financial crisis. Being able
to withstand the test of time and remain profitable even during and after the crisis has
established Islamic finance as a sustainable financial system [44,45].

There is consensus among scholars, economists and financial researchers about the
size and magnitude of the current pandemic and its economic consequences [46]. Thus
far, the “solution” to the economic damage of the current crisis seems to be far away.
Several governments have already announced stimulus packages that neither present
long-term solutions to the existing problem nor prepare the present system to mitigate
similar crises in the future. While economists all around the world are searching for
the solution and devising strategies to deal with the crisis, the aim of the current study
is to reintroduce an alternative financial system that has the capability of limiting if not
eliminating the economic impact of the pandemic and bringing stability into markets [47,48].
The study concludes that the current pandemic has presented the Islamic financial system
an opportunity to validate its significance.

2.2. Islamic Financial System

Several Islamic scholars are of the opinion that Islamic finance is not only capable
of fighting the economic consequences of the pandemic like this but that it also has the
potential to emerge as an alternative financial system and can challenge the conventional
financial system [49,50]. After the financial meltdown of 2008, the current pandemic has
provided another opportunity for Islamic finance to prove its potential and shine [51]. The
Islamic financial system is based on the principles of risk-sharing, ethics and morality,
which equip it to act as a potential warrior to safeguard the interest of the poor and
vulnerable under crisis [52]. The importance of Islamic finance can be understood in terms
of how it strives to achieve the ideals of equal distribution of income and socio-economic
justice [53]. There are specialized Islamic microfinance institutions that provide affordable
finance to micro-entrepreneurs and the poor to increase their income, wealth and standard
of living [54]. One of the objectives of Islamic finance is to provide an ethical alternative to
the world, especially to Muslims [32]. Islamic finance does not support unethical trading
practices such as betting, trading in alcohol and pornography, etc. It is not that Islamic
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finance was not affected during the global financial crisis of 2008; rather, it was certainly
less impacted as compared to its conventional counterpart [55]. Similarly, during the
present global economic crisis, owing to its intrinsic strength vis-à-vis the conventional
finance system, Islamic finance has a lot to offer.

The above claims by contemporary Islamic scholars are based on the following theories
of Islamic finance.

i The first and foremost theory behind Islamic finance is the principle of equality and
social justice. Islamic finance derives this from the fundamental values of Islam, which
believes in fairness, equality, socio-economic justice and everlasting commitment to
the safety and security of future generations by preserving the environment and
caring for the valuable resources of the earth [56].

ii Islamic finance believes in wealth distribution, not in wealth accumulation. Some of
the financial products such as Sadaqa, Zakat and Qardh-Al-Hasan are examples that
show that Islamic finance believes in preserving the rights of the poor by promoting
the distribution of excess income by the rich [57].

iii Islamic finance is based on the equity mode of financing rather than the debt mode of
financing. The transactions are asset-backed based on commodity trading. Financial
products such as bonds are declared Haram because they exploit the debtor. Islam
is a complete code of life, and it preaches justice and fairness in every facet of life.
It guides Muslims to live within their financial resources and prohibits them from
indulging in transactions that are beyond their reach [58].

iv Islamic finance is about risk-sharing and not about risk-taking. Islamic finance pro-
motes risk-sharing and avoids putting undue risk on only one party. The relationship
between the parties involved is based on honesty and transparency [59].

v Islamic finance provides safe, socially responsible and ethical investment options to
investors. It is not that Islamic finance is fraud-proof and that Muslims are not engaged
in unethical trade practices. Rather, the Islamic finance principles are designed in
such a way that they minimize the possibility of fraud and unethical practices [60].

In this context, is Islamic finance good enough during a situation like the economic
crisis created by the current pandemic? The performance of Islamic financial institutions
during and after the global financial crisis suggests so, and it can be interpreted as the vote
of confidence in favor of Islamic finance [61,62]. The COVID-19 pandemic has certainly
provided another opportunity to the Islamic financial system to emerge as a savior of the
poor and affected by providing ethical financial services. This also gives an opportunity
for the Islamic financial institutions to emerge as a strong contender to the conventional
financial system. Of course, these opportunities are not without challenges. The next
section describes various financial services that can be utilized at different stages of the
pandemic to assist in the recovery of individuals and institutions.

2.3. Islamic Finance as a Natural Financial System in Fight against the Disaster

During the initial days of Islam, trading practices were based on participation and
profit- and loss-sharing. Interest-based transactions were strictly prohibited because inter-
est payment was considered to be the exploitation of the poor by the rich [63]. However,
the situation began to change even in the Muslim countries and among the Muslim commu-
nities in the fifth century when interest-based transactions started dominating the finance
world by replacing profit- and loss-sharing with interest and guaranteed profit [64]. The
practice of profit and loss sharing was again revived in the twentieth century, and Islamic
finance started to emerge in the form of a small cottage industry in Arab countries in the
late 1970s. Islamic finance is different from conventional finance as it derives its principles
from the Qura’an (words of Allah) and Sunnah (Hadith of the Prophet Muhammad )
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To be consistent with the principles of sharia, Islamic financial institutions are not
allowed to do certain things, such as [67,68],

i To pay or receive interest (premium paid by the borrower to the lender).
ii To buy and sell illegal and certain non-Islamic products such as alcohol, pork, non-

certified meat and poultry and any product made of alcohol or haram animal fats.
iii Transactions that lead to Gharar—Gharar literally means transactions that are highly

uncertain and that may result in fraud or deception. The conventional finance-based
derivatives products, such as options, futures and forward contracts, come under
Gharar and are prohibited under sharia law.

iv Maysir, which refers to transactions that are dependent on the occurrence of certain
specific events.

v Transactions that are not linked with underlying assets, such as bonds, conventional
loans, etc.

vi Charging extra money for late payment of a deferred transaction.

During the last four decades, many sharia-compliant financial products and services
have been introduced all around the globe by Islamic financial institutions [69–71]. These
products have been introduced in areas of consumer finance, investment banking, financing
of poor and needy, venture capital and SME financing [72,73]. These products and services
offered by the Islamic financial institutions are equity-based modes of financing, such as
Musharakah, Diminishing Musharaka and Mudrabaha, and asset-backed financing, such as
Murabaha, Ijarah, Istisna, Salam and Istisna [74,75]. Some other popular financial services
include Qardh-Al-Hasan, Bay-Al-Sarf and Agency.

2.4. Research Framework: The Four-Stage Economic Impact of the COVID-19 Pandemic

Epidemiologists across the globe are still figuring out the different stages of the COVID-
19 pandemic, while economists are estimating the associated economic impact it is going
to have at each stage. We try to explore below the different stages of the novel COVID-19
pandemic and the economic impact it will create on people’s lives and on institutions
around the world. The economic impact of the novel COVID-19 pandemic can be classified
into four stages [76,77]. The different phases can be classified as in Figure 1 and Table 1
below. The four stages include the first stage, identified as business and economic damage;
the second stage, identified as financial contagion; the third stage, identified as bottom
formation; and the fourth stage, identified as post-COVID-19 effects.
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Table 1. The four-stage economic Impact of COVID-19.

Stage 1 Stage 2 Stage 3 Stage 4

Business and
economic damage Financial Contagion Bottom Formation Post-COVID-19

effects

Lockdown by the
government Prices go down Market hits bottom

Analysis of the
severity and

seriousness of the
economic impact

created by the
COVID-19

Disruption of supply
chain Securities markets fall Panic selling by

investors
Push for

de-globalization

Difficult situation for
small countries with

less liquidity

Increase in
unemployment

Closures of Small
businesses due to low

liquidity

Less open approach
to movement and

migration

Risk of economy
going into recession

Liquidity problem for
the state and country

Massive job loss and
record

unemployment

Search for long term
solution

Productivity becomes
zero due to lockdown

Stimulus package by
the national
government

measurement of the
post-COVID-19 loss.

development of new
and innovative

financial services
Source: Proposed by the researchers.

• Stage 1: Business and economic damage: As the COVID-19 breaks out in a country,
the first thing it does is disrupt the demand and supply. Since it can be fatal, it creates
fear in the market by affecting both the manufacturing and the services sectors. This
is a particularly dangerous situation for a small and fragile economy. At this stage,
large and stable economies like the USA, China, Russia and a few Gulf countries are
able to cope with the economic loss [78]. During this stage, the national governments
take measures to control pandemics through lockdowns and restrictions on move-
ments. Hereafter, the problem worsens, and people start panicking as supply chains
are disrupted.

• Stage 2: Financial Contagion: This stage follows the disruption of economic activity,
and many economies experienced this stage in mid-March or early April 2020. This
stage is characterized by sharp downward movement in equity and crypto markets,
forced leveraging and panic selling [79,80]. This stage is evidenced by the fact that
liquidity starts falling, markets for new funds start freezing and central banks are
forced to inject liquidity [81]. This stage is dangerous for small companies, households
with low liquidity and larger debt obligations. Governments announce stimulus
packages, but this is only a short-term and temporary solution [82].

• Stage 3: Bottom Formation: This is the most critical stage as far as the economic impact
of this pandemic is concerned. Some countries, like Italy, Iran, India, and the United
Kingdom, went through this stage during May 2020 [81,82]. This is evidenced by the
fact that the financial markets seem to hit rock bottom. The actual cause for the bottom
formation needs to be addressed, and economies should try to look for a long-term
sustainable solution.

• Stage 4: Post-COVID-19 effects: The scar this virus is going to leave on us will be
there for a long period of time. It is expected that there will be a further push for de-
globalization, resulting in less travel and migration [83,84]. There are expectations that
the world will not be the same post-COVID-19 as the companies will start factoring
in the risk of global supply chain and will look for greater efficiency. The four stages
with their characteristics are summarized in the following table:
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3. Methodology

This research design is based on the theoretical approach considering the COVID-19
atmosphere. The present study intends to generate insights to explore the innovative
Islamic approach to address the economic crisis that has occurred during the pandemic.
Today’s pandemic has created a lot of uncertainty, volatility, ambiguity and complexity.
To tackle this, we propose the effective use of the products/services of Islamic finance.
The current study introduces Islamic approaches considering four stages of economic
possibilities. These Islamic approaches are derived from the sacred text of Islam (Qura’an)
and Traditions (Hadith) congregated from the life of the Prophet Mohammed (
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Islamic financial system draws from Shariya principles that deal with many aspects of
society, including economics, banking, contracts, business transactions, etc. The present
study incorporates these principles and proposes suitable innovative tools [73]. The
proposed model is based on the extensive review of the literature on conventional [85,86] as
well as Islamic finance. Conventional finance literature is used to get a better understanding
of the existing economic problem posed by the COVID-19 pandemic, and Islamic finance
is used to provide a possible solution under different circumstances [75]. The study also
proposes a suitable framework to utilize various Islamic finance products and concepts at
each stage and its implication mechanism.

4. Result

There is a need for scholars in economics to take a more holistic view of the economic
impact that this pandemic is going to create. The sooner the world can estimate the impact,
the better prepared it will be to handle the situation during and after the pandemic. The
next section discusses how Islamic finance can help during different stages of COVID-19.

The severity of the current pandemic has shaken economies and policymakers around
the world. As we have seen during the global financial crisis in 2008, the foundations of
conventional finance are based on capitalism and interest-based systems, and it was unable
to handle the situation [87]. At the same time, it was observed that following Islamic
finance and use of Islamic financial services will prevent such crises and will make the
financial system more sustainable [88]. Relying on the intrinsic worth of Islamic finance,
we identify ten Islamic financial services (as depicted in Table 2 below) that can be used
during and after the pandemic to minimize the damages it causes.

Table 2. Islamic Financial Services at each stage of COVID-19.

Islamic Financial Services Stages of COVID-19 How It Can Be Used

Musharaka Stage 4 It can be used to finance small and medium enterprises as a
post-COVID-19 measure.

Mudaraba Stage 3 and 4
Muslims who became unemployed due to COVID-19 can be
provided with a Mudaraba contract by the resourceful and
rich people in the society.

Murabaha Stage 3 and 4 It can be used to finance the fixed assets for the
COVID-19-affected SMEs and individuals.

Ijarah All stages
It will be helpful at all stages of COVID-19 to give
apartment/buildings and other assets at an affordable rate
to COVID-19-affected individuals and organizations.

Salam 2 and 3 During the later stages when farmers are expected to face
liquidity problems, it can be useful at stage 4.

Istisna 3 and 4 Like Salam, it can help the small manufacturers like a baker
to get finance and survive.

Qardh-Al-Hasan 1 and 2 It can be utilized in providing food and cash to laborers,
daily wage earners and migrant workers.

Zakat All stages
The immediate cash benefit nature of Zakat makes it one of
the most important tools to help COVID-19-affected people
at all stages.
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Table 2. Cont.

Islamic Financial Services Stages of COVID-19 How It Can Be Used

Waqf 3 and 4 It can provide long-term solutions to poverty created due to
COVID-19.

Sadaqa 1 and 2
Like Qardh-Al-Hasan, it can be utilized in providing food
and cash to laborers, daily wage earners and migrant
workers.

Source: Proposed by the researchers.

4.1. Musharaka

Musharaka is one of the most popular Islamic financial services used by Islamic finan-
cial institutions and banks to finance individuals and organizations. It refers to two or more
persons coming together to contribute capital to do business and sharing profits and losses
according to agreed terms and conditions. Musharaka is a very powerful Islamic financial
service for expanding welfare and alleviating poverty [89]. Some basic characteristics of
Musharaka are described below [90].

i The capital is contributed by the partners (joint ownership).
ii Rights and responsibilities are defined in the partnership.
iii Profit and loss are to be shared by the partners in the agreed profit–loss sharing ratio.

In the absence of any ratio, the profit is to be shared in the ratio of their capital. A
sleeping partner cannot take more profit than the capital contribution.

iv The Musharaka partnership is managed according to the partnership agreement. The
partners may appoint one partner as an active partner and others can be silent or
sleeping partners.

v Active or managing partners have the right to receive more profit than their capi-
tal contribution.

Musharaka can potentially be one of the most effective tools against the economic
consequences of COVID-19. It can be used at the fourth stage of COVID-19, i.e., post-
COVID-19 effects. After the pandemic ends and financial experts start analyzing the losses
caused and damages done to individuals and SMEs, then in that period there is scope for
Musharaka to emerge as the true social finance tools. Islamic banks can enter the Musharaka
contract with the individual and SMEs by sharing the risk and contributing capital. As we
have learned from the global financial crisis, the morale of the investors is bound to be low
during crises and during these times, and they need someone to share risk with them [91].

4.2. Mudarabah

Mudaraba is considered by both ancient and contemporary Islamic finance scholars to
be one of the most popular and authentic modes of Islamic financial services. In the case
of Mudaraba, a party who is a contributor of the capital is known as Rabb-Ul-Maal and the
other party who manages the business of the Mudaraba contract is known as Mudarib [92].
The basic feature of Mudaraba can be summarized as follows

i There are two main parties to the Mudaraba contract. The provider of capital is known
as Rabbu-Ul-Maal, and the manager of the business is known as Mudarib.

ii There is an agency relationship between the Mudarib and Rabb-Ul-Maal as there is
master–agent relationship between the parties.

iii The capital is solely contributed by the Rabb-Ul-Mall, and the Mudarib might contribute
capital in some cases, wherein it becomes the combination of Musharaha and Mudaraba.

iv The profit is shared between the parties according to the agreed terms and conditions.
However, the loss can only be shared by the Rabb-Ul-Mall, as for the Mudarib, the loss
is the foregone profit, which he loses in the case of incurring loss.

v The capital of Mudaraba contract can be in cash or kind.
vi Mudaraba contract can be applied in various contexts of modern business. The most

popular application of Mudaraba is the saving and current deposit accounts with
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Islamic banks. In this case, the Islamic bank is the Mudarib, and the depositor is
known as Rabb-Ul-Mall.

The nature of Musharaka and Mudaraba is the same, as both these financing instruments
are based on profit- and loss-sharing. The only difference between them is that Mudaraba is
considered a riskier investment than Musharaka [93].

Mudaraba can potentially be one of the most effective financing tools to finance COVID-
19-affected individuals and SMEs. The income distribution in our society is already highly
unequal; those who are rich are very rich, and the poor are very poor [94], and COVID-19
is only going to widen this gap between rich and poor. There is a need to develop an
Islamic finance model that can use the Mudaraba contract and help in reducing this gap
by mobilizing the resources from the rich and helping the poor and skilled people to start
their own businesses. As millions of people have already lost their jobs and many others
are expected to lose their livelihoods during COVID-19 [95], they can be given another
lease on life by entering into a Mudaraba contract with those who have the money as well
as intention of the welfare of the masses. Mudaraba can best be utilized at the fourth stage
of the COVID-19.

4.3. Murabaha and COVID-19

Murabaha is basically the contract of sale in Islamic finance and is not a financing
method. In the case of a Murabaha sale, the transaction is done on a cost-plus basis. Islamic
finance makes a clear distinction between a normal sale and an Islamic sale, i.e., a Murabaha.
A sale is defined in Islamic finance as the exchange of goods between parties with a mutual
agreement [96]. To be a valid sale and comply with the principles of sharia, it must satisfy
the following three conditions.

i The goods must be in existence at the time of the sale agreement. Non-existing goods
are not allowed for sale.

ii The goods must be owned by the seller. The seller cannot sell something that he does
not own. Something sold before acquiring the ownership of the goods is not a valid
sale in Islamic finance.

iii The goods must be in physical or constructive possession of the seller at the time of
sale as derivatives contract like options and futures are haram in Islamic finance.

Murabaha contracts can potentially be an effective tool in Islamic finance to fight
the economic consequences of the COVID-19. A Murabaha contract like BBA Murabaha
(Bai-Bitamin Ajil) can help in financing COVID-19-affected individuals and SMEs. BBA
Murabaha (deferred payment) is a type of sale in Islamic finance like personal finance or
auto finance in conventional finance, with the only difference being that in the case of BBA
Murabaha, goods financed by the bank or financer are owned by the bank [96]. COVID-19-
affected individuals and SMEs will have liquidity problems [97], and consequently, they
would require a financing tool such as Murabaha to meet their financing needs.

4.4. Ijarah and COVID-19

Ijarah means giving something to someone for a fee, rent or fare. Ijarah is the sharia-
compliant version of a lease in conventional finance. Ijarah means granting someone the
right to use a property for a fee, rent or fare [98]. Ijarah can be used in two ways. First, it is
used when one employs a person’s services with a fee, The second type is related to the
usage of the asset and properties for a fee or payment. The lease can be of two types in
conventional finance: operating lease, a lease contract where the right to use of an asset is
obtained, and capital lease, a lease contract where the ownership of the asset is transferred
to the lessee at the end of the contract period. Islamic finance only recognizes the operating
type of lease, whereas capital lease is not allowed as per sharia [99].

The recent development in Islamic finance has made Islamic financial services like
Ijarah be a potential warrior against the crisis [100,101]. The changes have caused the
demand for Ijarah contracts to increase. There is a need to develop user-friendly Ijarah



J. Open Innov. Technol. Mark. Complex. 2021, 7, 85 10 of 18

contracts to suit the needs of the COVID-19-affected individuals and organizations. Islamic
banks should provide Ijarah agreements based on the need of the individuals and SMEs.
Ijarah is the best suited Islamic finance tool at stages 3 and 4 of COVID-19 [102].

4.5. Salam and COVID-19

Salam, along with the Istisna, is the exception to the contract of sale in Islamic finance.
As explained earlier during the discussion in Murabaha, in order to become a valid sale, it
must satisfy the three basic conditions of a sale. The Salam contract violates these principles
as it a sale where a seller agrees to sell a certain commodity at a certain date at which is
non-existent, and for the seller receives the payment in full at the time of agreement [103].
The key features of Salam contract are described as follows:

i The commodity is to be delivered at a future date.
ii The price for the Salam contract is paid in full at the time of the agreement.
iii Salam is allowed by the Holy Prophet Muhammad
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to help needy farmers after the
prohibition of Riba.

iv Salam contract is allowed only for a specific set of commodities like rice, wheat,
dates, etc.

v Salam contract can finance the immediate need of farmers and only for homoge-
neous goods.

Agriculture is the sector worst affected by COVID-19 [104]. Salam contract, which is
farmer-friendly, can be a lease on life for already dying farmers. Salam is a much-needed
contract for our farmers, and it must be used extensively by Islamic banks and governments
to fulfill the financing needs of the farmers. COVID-19-affected farmers can enter into an
agreement to obtain essential capital and supply the goods whenever they are available for
delivery. It will help in injecting much-needed liquidity in the agriculture sector.

4.6. Istisna and COVID-19

Istisna is another exception to the general sale contract in Islamic finance. In the case
of Istisna, a contract is allowed as an exception to the sale contract for goods that require
manufacturing. It is very logical, as the manufacturer will not be ready to manufacture
unless he gets commitment from the buyer [105,106]. The key characteristics of Istisna
contract are as follows.

i It is an order from a buyer for the manufacturer to produce something for him.
ii It is allowed only for goods that require manufacturing, like work of a carpenter,

jeweler or baker.
iii The payment of Istisna can be deferred or spotted, unlike the Salam contract.
iv The manufacturer must use his own material to produce the goods. If he uses the

material provided by the customer, then in that case it will become a Service Ijarah.
v The goods to be produced must be of a specified quality, type, color, etc. to avoid

any element of Gharar. Gharar is an Arabic word that is described as the element
of uncertainty, deception and excessive risk in an economic transaction, and it is
declared Haram (forbidden) as per sharia law.

vi There is the possibility to cancel the Istisna contract before the manufacturer starts
manufacturing the product.

Most of the business owners eligible for an Istisna contract are in ventures such as
carpentry and bakery and are small entrepreneurs [107]; they are the most affected by the
consequences of the COVID-19. They can get help from this beautiful concept in Islamic
finance by getting advance money to manufacture a product. It will enhance their liquidity
during this pandemic and will contribute to the survival and revival of their business. It is
best suited at stage four of the COVID-19 effects.
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4.7. Qardh-Al-Hasan and COVID-19

Qardh-Al-Hasan is one of the most beautiful financing tools available in Islamic finance;
it provides funds at the lowest possible cost to increase the demand level and also pushes
the supply curve upward, resulting in a rise in output and lowering the overall price level
in the economy [108]. Qardh-Al-Hasan maintains the price level as an increase in demand
is offset by the increase in output. Some of the basic characteristics of Qardh-Al-Hasan are
explained as follows:

i Qardh-Al-Hasan is a form of interest-free loan that is extended by the lender to the
borrower because of benevolence.

ii The borrower pays back to the lender the principal amount without interest as it is
fully complying with the principles of sharia that the borrower does not pay anything
as interest.

iii It is mainly used to provide short-term liquidity to the borrower.
iv It can be an effective financing tool for the poor and COVID-19-affected SMEs.

Islamic banks provide a loan to the borrowers without interest. Islamic finance is
based on the principles of ethics and morality, according to which only those who have an
urgent need will apply for the loan, and it is the duty of the lender to provide funds to the
person in need [109]. The COVID-19 pandemic has devastated the world economy, and
the most affected are poor individuals and SMEs [110], and Qardh-Al-Hasan could prove
to be a blessing for them. It could solve their urgent liquidity problems, and they will not
even have any burden of immediate payment of installments. The most beautiful part of
Qardh-Al-Hasan is that it must be paid at the convenience of the borrower. Qardh-Al-Hasan
is most suited for the financing at the first and second stages of COVID-19, where millions
of poor are suffering due to the lockdown, and it can be used to help the migrant labor.

4.8. Zakat and COVID-19

Zakat is another beautiful concept in Islamic finance and is purely based on the
principle of ethics, morality and empathy [111]. Zakat is one of the five pillars of Islam
along with the Tauheed, Salah, Saum and Hajj. Zakat is based on one’s possession of the
wealth over and above the certain amount known as Nisab [112,113].

Basic characteristics of Zakat are as follows:

i Zakat is one of the five pillars of Islam along with the Tauheed, Salah, Saum and Hajj.
ii It is a compulsory 2.5% of one’s possession of wealth and income over and above the

minimum amount known as Nisab. The Nisab is calculated as

� Gold Nisab for gold is calculated as 3 ounces or 100 g.
� Nisab for silver is calculated as 21 ounces or 700 g.
� Cash equivalent to the present value of gold or silver as mentioned above.

iii Zakat must be paid to eligible Muslims once a year.

Zakat is considered one of the trusted methods of poverty alleviation as per Holy
Qura’an and Sunnah. It can prove to be an important Islamic finance tool to fight the adverse
consequences of the COVID-19. Zakat is a compulsory payment by wealthy Muslims, and
they are obliged to pay it as a part of their religious duty. COVID-19-affected people,
especially the poor, can be provided with the essential items and/or cash as a relief. It is
best suited at stage 1 and 2 to help the poor during lockdown, where daily wage laborers
and migrant workers have nothing to feed their families.

4.9. Awqaf, Sadaqa and COVID-19

Awqaf has been considered a social financing tool over the years, and it has played
an important role in sustainable financing for many poverty-alleviation programs such as
education, health disaster relief, etc. [113]. The idea behind Awqaf in Islamic finance goes
beyond religious significance, as it can be used for larger community development. Awqaf
can be an important financing tool during COVID-19, as the wealth collected through
Awqaf can be used for the welfare of COVID-19-affected people, and the objective of the
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larger community engagement can be achieved [114]. Awqaf is best suited at the fourth
stage of COVID-19.

Sadaqa is another Islamic finance tool arising from the principle of benevolence. Sadaqa
is a voluntary offering, and its amount is at the will of the benefactor. There are specific
groups of people who are eligible to receive Sadaqa [115]. According to Holy Qura’an
(Surah 9, Verse 60) Explanation: “Eight categories of people who are entitled to receive
Sadaqa are- poor, needy, official appointed by government to receive, newly converted
Muslim, to free slaves from non-muslim, person in debt trap, the preachers to spread the
deen of Allah, Travelers who have no money to spend”.

As is evident from its basic nature, Sadaqa is best suited to be used as a financing tool
during the COVID-19 period and its consequences afterward. It can be best utilized to help
people stuck in lockdown and the people who have lost their business and belongings
during COVID-19. Islamic banks and financial institutions can be assigned the sadaqa
distribution respon-sibility to bring more efficiency and transparency [116,117].

5. Islamic Financial Service to Respond to the COVID-19, and Social Open Innovation

Social and open innovation are the two topics that are the need of the hour during an
emergency like the current pandemic. Social innovation has the potential to change the face
of the global social and economic structure [118]. The most important factor in the success
of a social innovation is the backing from the political decision-makers and trust that the
innovation will bring positive results and sustainable economic growth [119]. Social and
open innovations are relevant in the pandemic and are another opportunity to emerge and
provide open, innovative solutions to fight the economic shocks created by the pandemic.
In fact, social and open innovations have the opportunity to provide an enduring and
sustainable financial system. Open innovation brings more opportunity for corporate social
responsibility and co-creation in an organization [120]. As discussed earlier, any innovation,
whether social or open, is welcome in Islam as long as it does not violate the basic ethos
and principles of sharia [121]. Islamic financial services are a type of ethical finance that
are mainly based on the principle of ethics and morality and accept every innovation to
improve the financial services [35,122]. Innovations like Financial technology (Fintech)
and its associated financial services have already received acceptance among Islamic
finance customers [123,124]. Certain restrictions like social distancing imposed during
the COVID-19 pandemic have made these Fintech-based financial services more popular
among Islamic finance customers [125,126]. Entrepreneurs and customers are already
aware of the importance of creativity and innovation, believing that these innovations
bring quality, efficiency, transparency, customer trust and profitability [127,128]. The
unprecedented growth of the Islamic finance industry is partly due to the fact that it
embraces innovation, including social and open innovation, and it has played a significant
role in its growth in the past [129,130]. The fight against the economic consequences of the
COVID-19 pandemic will be won with the social and open innovation in Islamic finance.

6. Conclusions
6.1. Conclusions

The aim of this study is to suggest tools from Islamic finance to deal with the economic
crisis due to COVID-19. This study identifies four vital stages of economic crisis and
ten Islamic financial concepts to be used at different stages of the crisis. The four stages
of the COVID-19-induced economic crisis have already been experienced in different
economies. Different countries are going through one or another stage of the crisis. The
core capitalistic approach of the developed countries and the semi-socialistic approach of
developing countries have failed to face the economic crisis. This atmosphere calls for the
concepts such as Zakat and Sadaqa to support economically marginalized communities by
generating a flow of money to encourage consumption. Mudaraba and Murabaha encourage
start-ups and SMEs to either regain their job or initiate business. This encouragement
enhances the morale of the individual and generates employment leading a to an increase
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in consumption. The Islamic investment fund contribution of various surplus funds to
earn halal profit [125]. The compliance with sharia and various investments into different
infrastructure like real estate, machinery or any other assets could contribute to economical
normalcy. Therefore, the concept of Ijarah is one of the most considerable factors applicable
in all stages of the pandemic. Islamic principles respect sheltering and hospitality for the
needy. This principle contributes economy directly by accepting the infrastructural benefits
rich and contributes to entrepreneurial class.

The study proposes the Islamic sustainability approach to face the challenges posed
by the COVID-19 pandemic and ascertain the possible and practical solution. COVID-19
pandemic has only affected the human health and life rather it has directly disrupted the
economic process throughout the world. The core socialistic and capitalistic approaches
are unable to quantify the core value of social justice. Islamic finance believes in social
development by spreading and sharing a surplus portion of wealth through Zakat, Waqf
and sadaqa. These principles assist people to restore their business and establish fair trade
practices. This study also encourages governments to introduce concepts like Salam to
ensure that liquidity is made available to the farmers and other individuals.

The paper concludes that there is an immense potential that Islamic finance holds, i.e.,
the inclusion with stability and sustainability. Islamic financial services such as Islamic
microfinance, Zakat, Sadaqah, Awqaf and Qardh-Al-Hasan are some of the broad range of
financial services offered by the Islamic financial institutions that can be effectively utilized
in the fight against the economic adversities of COVID-19 [132,133]. The paper proposes
10 financial services with a behavioral justification to be utilized to help the affected people
due to COVID-19 at different stages. The paper also explains how these Islamic finance
tools are helpful at different stages.

6.2. Limits with Future Research Topics

The present global pandemic has given Islamic finance another opportunity to prove
its resilience; however, it also brought to light a few challenges which must be addressed
going forward. Building a strong liquidity infrastructure for the Islamic financial institu-
tions, aligning the reform efforts with the global financial regulatory reforms, and adoption
of Financial technology (FinTech) and its optimum utilization are the prominent challenges
that need to be addressed to make Islamic finance a sustainable alternative [133]. The study
will prove to be a stepping stone for future researchers, academics and policymakers.
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