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Abstract 

This article explores how Islamic financial product innovation is framed within academic 

literature prior to 2009. Drawing from institutional theory and discourse analysis, the study 

investigates the role of narratives in shaping perceptions of legitimacy and market adaptation 

in Islamic finance. It identifies three dominant themes in the literature: theological justification, 

functional market discourse, and socio-cultural contextualization. Through critical analysis of 

books, journal articles, and institutional reports, the paper reveals how scholarly narratives act 

as discursive tools for innovation legitimation. These narratives are not only reflective of 

religious doctrines but also responsive to economic and political realities, leading to diverse 

interpretations and implementations of Islamic financial principles. The study contributes a 

novel typology of innovation narratives and highlights the contextual factors influencing 

financial product design and adoption. The findings offer theoretical and practical implications 

for future research, policy formulation, and institutional strategy in Islamic financial markets. 
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Introduction 
 

Islamic finance has emerged as a dynamic sector within global financial systems, 

gaining traction across both Muslim-majority and secular markets. With the growing 

demand for ethical finance and a diversified set of financial instruments, Islamic 

financial institutions (IFIs) have rapidly innovated products to respond to evolving 

client needs and regulatory environments. The importance of this innovation lies in its 

dual obligation—to conform to Islamic law (sharīʿah) and to remain competitively 

viable in modern markets. The literature on Islamic finance, particularly up to 2009, 

reveals a growing academic interest in understanding not only the structures of these 

products but also the intellectual and market narratives that support their creation 

(Iqbal & Mirakhor, 2007; Archer & Karim, 2002). 

From a theoretical perspective, the innovation of Islamic financial products intersects 

economic, theological, and sociocultural dimensions. Empirical studies have examined 

the extent to which Islamic financial instruments can be genuinely distinct from 

conventional tools while preserving the essence of Islamic moral economy (El-Gamal, 

2006; Chapra, 2000). Yet, innovation is not merely a technical process—it is embedded 

in narratives of legitimacy, trust, and alignment with maqāṣid al-sharīʿah (objectives of 

Islamic law), creating layered implications for both scholarship and practice (Saeed, 

1999, pp. 42–43). Therefore, analyzing the literary discourse that frames these 

innovations becomes essential to grasp the ideological underpinnings of Islamic 

financial markets. 

While various frameworks and typologies have been proposed for understanding 

Islamic finance—such as prohibition-based models and asset-backing criteria—there 

remains a gap in literature concerning how innovations are justified and diffused 

through discursive channels. Academic studies often emphasize compliance checks or 

legal forms but rarely focus on the narrative vehicles that facilitate or hinder innovation 

acceptance (Kuran, 2004; Warde, 2000, pp. 116–118). Consequently, this study aims to 

move beyond structural and jurisprudential analyses by reviewing the textual portrayal 

of Islamic financial innovation across scholarly domains. 

This review recognizes that literature functions as more than a record; it acts as a 

legitimizing force that validates product forms and market behaviors. Accordingly, 

understanding the literary representation of innovation can uncover the implicit 

priorities and strategic framing used by scholars, regulators, and market actors to 

endorse or resist specific products (Maurer, 2002; Henry & Wilson, 2004). A narrative 

review that emphasizes this dimension allows for a richer appreciation of the 

intellectual climate surrounding Islamic financial innovation pre-2009 and its 

implications for contemporary developments. 

Thus, this study poses three guiding research questions: (1) How have academic 

narratives shaped the conceptualization of Islamic financial innovation? (2) What 

themes and tensions dominate scholarly discourse on product legitimacy and market 
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adaptation? (3) How can these narratives inform the theoretical and practical trajectory 

of future financial instruments? Through these inquiries, the study aims to contribute 

to a more integrative understanding of Islamic finance as a discourse-driven field that 

balances theological integrity with financial pragmatism. 

 

Literature Review 
 

Early works in Islamic finance literature focused predominantly on distinguishing 

Islamic finance from its conventional counterpart by emphasizing ethical and religious 

underpinnings. Scholars such as Chapra (2000) and Siddiqi (1983, pp. 53–55) stressed 

the centrality of risk-sharing, prohibition of ribā, and asset-backed financing as pillars 

of Islamic economic behavior. The literature progressively evolved to include more 

nuanced perspectives on institutional development, regulatory challenges, and 

jurisprudential flexibility. However, product innovation was often treated in terms of 

legal permissibility rather than as a socio-economic or discursive phenomenon. As a 

result, the deeper symbolic and legitimizing mechanisms of innovation remained 

largely unexplored. 

Subsequent contributions from authors like El-Gamal (2006) and Iqbal & Llewellyn 

(2002) introduced economic and policy-driven frameworks to understand Islamic 

financial product development. Nonetheless, these approaches tended to be 

descriptive or prescriptive, focusing on compliance rather than the dynamics of 

innovation narratives.  

Maurer (2002) and Warde (2000, pp. 98–101) offered cultural and anthropological 

insights that framed Islamic finance within broader institutional logics. Their works 

suggested that legitimacy in Islamic finance is often co-produced through academic, 

market, and regulatory narratives that reflect contextual concerns. Yet a systematic 

literature-based review of these narrative forms has remained underdeveloped, 

signaling a critical gap this paper intends to address. 

 

Theoretical Framework 
 

A robust theoretical lens is essential for analyzing how Islamic financial innovation is 

conceptualized and validated. This study draws on institutional theory, particularly 

DiMaggio and Powell’s (1983) concept of institutional isomorphism, to explain how 

Islamic finance aligns itself with global financial norms while maintaining sharīʿah-

based identity. The pressure to conform to both religious and market standards creates 

a dual accountability structure that influences innovation strategies (Scott, 2001, pp. 

140–143). 

To contextualize the framing of innovation, the paper incorporates discourse analysis, 

especially the Foucauldian notion that knowledge systems are governed by power-

laden narratives (Foucault, 1972). This perspective helps identify how Islamic financial 
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texts serve as arenas of ideological contestation, where compliance, authenticity, and 

efficacy are debated and constructed (Zizek, 1989). Discourse analysis reveals how 

certain narratives gain precedence and how interpretive authority in Islamic 

jurisprudence can serve as a mechanism for institutional continuity or change (Berger 

& Luckmann, 1966). 

The study also draws from innovation diffusion theory (Rogers, 1995, pp. 112–113), 

which posits that innovations are adopted not merely based on utility but on their 

communicability and perceived compatibility with cultural values. In the context of 

Islamic finance, diffusion is mediated through religious rulings (fatāwā), academic 

endorsements, and public reception, each influencing the innovation lifecycle. 

Lastly, legitimacy theory is employed to understand how market actors and scholars 

seek to justify new instruments within both sharīʿah norms and competitive 

environments. As Suchman (1995) notes, legitimacy is a generalized perception that 

actions are appropriate within a socially constructed system. This dual legitimacy—

spiritual and economic—forms the analytical core for assessing how innovation 

narratives are structured and internalized.. 

 

Previous Research 
 

Early research by Siddiqi (1983, pp. 34–36) laid the groundwork for understanding 

Islamic finance as a distinct paradigm rooted in risk-sharing and ethical compliance. 

His work emphasized the need to develop new financial products that were free of ribā 

and adhered to Islamic values. This foundational study established the intellectual 

impetus for financial innovation within a religious framework. 

Chapra (1992, pp. 80–82) extended this discussion by exploring the macroeconomic 

implications of Islamic finance. He argued that innovation must support the broader 

objectives of maqāṣid al-sharīʿah, particularly socioeconomic justice and welfare. 

Chapra’s work highlighted a normative dimension in financial product design, 

reinforcing the idea that innovation should not merely replicate conventional tools 

under Islamic labels. 

El-Gamal (2000) critiqued the proliferation of so-called "sharīʿah-compliant" products 

that often mimicked conventional finance through legal stratagems. He introduced the 

concept of "sharīʿah arbitrage," pointing to a tension between form and substance in 

financial innovation. This study marked a shift in scholarly discourse, bringing critical 

analysis into discussions of product legitimacy. 

Maurer (2002) contributed an anthropological viewpoint, analyzing how Islamic 

financial institutions used cultural narratives to position themselves within both 

religious and capitalist paradigms. His ethnographic approach illuminated the role of 

discourse and semiotics in legitimizing financial innovations, offering a unique angle 

on narrative construction in Islamic markets. 
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Warde (2000, pp. 122–125) explored the institutional dynamics of Islamic finance, 

particularly the interaction between regulators, scholars, and market actors. He 

emphasized the adaptive strategies used by institutions to meet both market and 

religious expectations, underscoring the hybrid nature of financial innovation in Islamic 

contexts. 

Iqbal and Mirakhor (2007) provided a more recent synthesis of Islamic economic 

theory and financial practice. They proposed a systematic classification of financial 

products based on risk-sharing and asset-backing principles. Their work contributed 

significantly to the operationalization of Islamic financial theory but did not delve 

deeply into the narrative mechanisms legitimizing these innovations. 

Despite the breadth of these contributions, a consistent gap persists in literature: the 

insufficient exploration of how scholarly and institutional narratives shape the 

perception and acceptance of Islamic financial innovations. This gap suggests a need 

to analyze literature not just for its content but also for its discursive strategies. It is 

this intersection—between text, meaning, and market behavior—that the current 

study seeks to explore through the lens of narrative and institutional analysis. 

 

Research Methods 
 

This research employs qualitative, conceptual data drawn from academic literature 

published no later than 2009. The data comprises narrative texts—peer-reviewed 

journal articles, international books, and official institutional publications—that discuss 

Islamic financial product innovation from theological, economic, or sociological 

perspectives. This type of data allows for thematic exploration and interpretive analysis 

of how innovation is discussed and legitimated in scholarly discourse (Yin, 2003, pp. 

24–26). 

Data sources were selected from reputable academic databases and institutional 

repositories, including literature produced by international scholars and recognized 

institutions. These include foundational works in Islamic economics, studies from 

global organizations like the IMF and World Bank, and authoritative texts from Islamic 

jurists. Such diversity ensures a comprehensive representation of viewpoints relevant 

to the research questions (Scott, 2001, pp. 138–140). 

The primary data collection technique was document analysis, which involved 

systematically reading and coding textual materials for themes related to innovation, 

legitimacy, and discourse framing. This method allowed for extracting embedded 

meanings, patterns, and strategic rhetorical devices used in the literature to frame 

Islamic financial innovation (Bowen, 2009). 

Data analysis followed a thematic approach supported by discourse analysis principles. 

Categories were inductively constructed based on recurring concepts such as "sharīʿah 

compliance," "product legitimacy," and "market adaptation." These were then analyzed 
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in relation to institutional and legitimacy theories to understand how narratives shape 

innovation diffusion and acceptance (Flick, 2006, pp. 69–72). 

Finally, conclusions were drawn by synthesizing insights from across the data sets, 

triangulating between narrative themes, theoretical frameworks, and previous 

empirical findings. This synthesis enabled the development of a typology of innovation 

narratives and the identification of discursive mechanisms that facilitate or constrain 

financial product innovation in Islamic finance literature (Patton, 2002, pp. 453–455). 

 

Results and Discussion 
 

A critical review of pre-2009 literature on Islamic financial product innovation reveals 

a rich yet fragmented dialogue across disciplines. The scholarly focus has often 

oscillated between legal compliance and economic functionality, but rarely 

interrogates how academic texts themselves operate as narrative vehicles shaping 

innovation trajectories. Existing research tends to operationalize Islamic financial 

products within frameworks of sharīʿah permissibility without unpacking the discursive 

mechanisms that validate or contest such innovations (Chapra, 2000; El-Gamal, 2006). 

By synthesizing institutional theory with discourse analysis, this paper identifies that 

narrative construction in Islamic finance operates through three overlapping domains: 

theological justification, economic rationalization, and socio-political 

contextualization. For example, the invocation of classical jurisprudence to legitimize 

murābaḥah is not merely a legal act but a discursive one, embedding the product 

within a legacy of Islamic orthodoxy (Siddiqi, 1983, pp. 60–62). Similarly, the market 

framing of sukuk as "Islamic bonds" aligns Islamic finance with global capital systems, 

showcasing institutional isomorphism (DiMaggio & Powell, 1983). 

This narrative perspective contributes to filling the research gap by illuminating how 

texts and discourse serve as both reflections and drivers of innovation. Furthermore, 

the role of expert scholars and institutions in shaping these narratives emerges as a 

critical axis of legitimacy production. Their selective referencing of jurisprudential 

principles and market data plays a central role in determining the acceptability and 

diffusion of financial products (Maurer, 2002; Suchman, 1995). 

1. Textual Legitimacy and Theological Framing of Innovation 

Addressing the first research question, the literature indicates that academic narratives 

have played a decisive role in shaping how Islamic financial innovation is 

conceptualized. Islamic legal theory (uṣūl al-fiqh) is frequently invoked to frame 

innovation within a context of theological continuity rather than rupture (Kamali, 2003, 

pp. 145–147). Authors often employ analogical reasoning (qiyās) and public interest 

(maṣlaḥah) to legitimize novel instruments, showing how theological constructs evolve 

to accommodate market demands (Saeed, 1999, pp. 101–102). 
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Siddiqi (1983, pp. 74–76) and Chapra (2000) provide examples of this theological 

framing, using juristic methodologies to bridge classical doctrine with contemporary 

practice. Such narratives construct innovation as a revivalist exercise rather than a 

departure from tradition, reinforcing the normative role of Islamic finance. Discourse 

in this context serves a dual function: preserving sharīʿah authenticity while 

rationalizing economic utility. 

However, some scholars challenge this legitimacy framework. El-Gamal (2006) critiques 

the over-reliance on legal stratagems that produce innovations mimicking 

conventional finance. His analysis reveals a tension between textual fidelity and market 

expediency, where compliance is prioritized over substantive economic differentiation. 

Thus, the literature reflects a dichotomy in how innovation is framed—either as a 

faithful adaptation or as a compromised emulation. 

Moreover, the deployment of fatāwā and scholarly endorsements in literature reveals 

a pattern of authority-based narrative reinforcement. These endorsements are often 

cited not for their analytical depth but for their legitimizing value, suggesting that 

discourse is strategically curated to achieve institutional acceptability (Warde, 2000, 

pp. 132–135). Such findings highlight the role of textual strategies in stabilizing and 

disseminating innovation within the Islamic finance ecosystem. 

2. Market Discourse and the Legitimacy of Function over Form 

In addressing the second research question, the literature reveals that dominant 

themes in scholarly discourse often privilege functional legitimacy over jurisprudential 

purity. This pragmatist orientation is particularly evident in discussions of murābaḥah, 

ijārah, and sukuk products, where compliance frameworks are constructed to enable 

market integration rather than strict theological innovation (Iqbal & Mirakhor, 2007; 

Wilson, 1997). 

Maurer (2002) emphasizes the performative nature of market discourse, where Islamic 

financial institutions strategically frame products to align with investor expectations 

and regulatory requirements. This narrative construction employs terms like “ethical 

investing” and “risk-sharing” as discursive tools that mask functional similarities with 

conventional instruments. Such framing provides a sense of Islamic authenticity while 

ensuring market competitiveness. 

Warde (2000, pp. 117–119) similarly notes that discourse around Islamic finance often 

mirrors the language of neoliberal markets, thereby enabling institutional 

isomorphism. The rhetoric of innovation in this literature is typically devoid of critical 

reflection on systemic consequences, suggesting that market narratives serve to 

normalize hybridized financial products rather than question their theological 

coherence. 

Interestingly, some literature introduces themes of resistance to this market-centric 

discourse. Authors like El-Gamal (2006) and Kuran (2004) argue that such innovations 



OIKOS : Jurnal Ekonomi, Manajemen, dan Bisnis 

P-ISSN : 1979-4770  

July – December 2009 | 86  

 

represent a regression from Islamic economic ideals. Their critiques point to a 

disconnect between discourse and doctrine, calling for more intellectually honest 

narratives that confront rather than conceal ideological contradictions. 

The literature thus reflects a contested narrative space where different schools of 

thought battle for discursive supremacy. This conflict reveals the need for a more 

reflexive literature that acknowledges the socio-political dimensions of innovation 

rather than treating compliance as a purely technical issue. Such insights help bridge 

the gap between normative theory and applied finance. 

3. Socio-Cultural Context and the Localization of Financial Narratives 

The third research question explores how socio-cultural variables influence the way 

Islamic financial narratives are constructed and disseminated. The literature affirms 

that regional, linguistic, and institutional contexts deeply affect how innovation is 

perceived and communicated. For instance, Henry and Wilson (2004) show that 

Malaysian Islamic finance literature tends to emphasize state-led innovation, while in 

the Gulf, narratives prioritize jurisprudential orthodoxy. 

This localization is evident in the textual strategies employed across jurisdictions. In 

some settings, innovations are legitimized through state-sponsored fatāwā, while in 

others, through scholarly consensus (ijmāʿ) published in academic journals. These 

contextual differences show how discourse is not uniform but tailored to fit specific 

ideological and regulatory environments (Wilson, 1997; Kamali, 2003, pp. 163–165). 

Maurer (2002) and Berger & Luckmann (1966) further argue that Islamic finance 

operates within semiotic systems that construct meanings through symbols, rituals, 

and institutional practices. Literature emerging from these contexts reinforces such 

meanings by embedding them into narratives of cultural identity and economic 

nationalism. Thus, financial innovation becomes a symbolic act as much as an 

economic one. 

The divergence in narrative forms also reveals varying degrees of resistance or 

acceptance of Western financial norms. In more conservative contexts, literature 

emphasizes theological continuity, whereas more liberal jurisdictions promote 

flexibility and global integration. This suggests that innovation narratives are 

influenced not only by theological principles but also by broader socio-political 

ideologies. 

Ultimately, literature that addresses these socio-cultural dynamics provides a more 

holistic understanding of innovation. It reveals that the legitimacy of Islamic financial 

products cannot be universally defined but must be understood as a function of local 

narratives, institutional power, and cultural adaptation. Such insights underscore the 

importance of contextual analysis in the future design and implementation of Islamic 

financial instruments. 
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Core Findings and Pathways Forward 
 

This study has examined the discursive structures surrounding Islamic financial product 

innovation, offering answers to the three guiding research questions through a 

synthesis of literature published up to 2009. First, academic narratives have 

significantly shaped how innovation is conceptualized, often employing theological 

constructs such as qiyās and maṣlaḥah to justify contemporary financial instruments. 

These narratives, rooted in classical jurisprudence, provide legitimacy through 

continuity, presenting innovation as consistent with sharīʿah rather than as a rupture 

from tradition. 

Second, the literature reveals that functional legitimacy—whereby innovations are 

accepted based on their utility and market compatibility—often overrides theological 

concerns. This trend is reinforced by strategic narratives that frame products in ways 

that resonate with both Islamic values and modern economic practices. While this 

approach fosters market integration, it also generates tension between form and 

substance, prompting calls for more critical engagement with the ethical implications 

of financial design. 

Third, the localization of discourse shows that socio-cultural and institutional settings 

influence how financial innovations are narrated and accepted. These narratives reflect 

not only jurisprudential reasoning but also national identity, political ideology, and 

market pressures. Such findings illustrate that innovation in Islamic finance is not 

monolithic but highly context-dependent. 

Theoretically, this study expands the discourse by integrating institutional and 

discourse theories, showing how legitimacy is co-produced through text, tradition, and 

market dynamics. Practically, the research highlights the importance of reflexivity in 

product development, encouraging scholars and practitioners to consider the 

discursive implications of innovation strategies. By mapping the narrative terrain, this 

study offers a new typology of innovation justification, useful for guiding future 

scholarship and policymaking in Islamic finance. 

 

Conclusion 
 

In conclusion, Islamic financial product innovation is not merely a matter of technical 

design or legal permissibility; rather, it constitutes a complex narrative practice that 

unfolds within the interplay of scholarly discourse, institutional mandates, and 

prevailing cultural frameworks. The process by which a new financial instrument is 

developed and accepted involves more than compliance with shariah principles—it 

reflects how legitimacy is constructed through dialogue among jurists, regulators, 

financial engineers, and broader stakeholder communities. The existing literature 

illustrates that such innovation is made credible through a combination of theological 
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justification, market rationale, and context-sensitive framing that appeals to both faith-

based norms and practical financial considerations. 

These findings underscore the importance of narrative as a constitutive force in the 

construction, circulation, and acceptance of Islamic financial products. Innovation, 

therefore, should not be viewed solely as an output of economic necessity or 

jurisprudential deliberation, but also as a communicative act embedded within specific 

institutional and sociocultural settings. By highlighting this dimension, the study 

contributes to a deeper theoretical understanding of Islamic finance as not only a 

legal-economic phenomenon but also a site of discursive negotiation, where authority, 

authenticity, and adaptability are continuously shaped and contested. 

This approach opens new avenues for academic inquiry by framing Islamic finance 

within broader debates on institutional legitimacy, discourse formation, and 

sociological constructs of normativity. It also offers a distinctive analytical perspective 

from which innovation can be assessed—not just as the creation of compliant 

structures, but as a culturally embedded and ideologically expressive endeavor. Future 

research is encouraged to apply discourse-based methodologies to post-2009 

developments, as the industry has undergone significant transformation since that 

period, including the diversification of markets, emergence of fintech, and 

intensification of global standardization efforts. 

For practitioners and policymakers, these insights suggest that fostering innovation 

requires more than technical expertise or regulatory reform. A more deliberate effort 

must be made to cultivate transparent, pluralistic, and ethically reflective narratives 

that shape how new financial instruments are conceptualized and communicated. 

Creating inclusive platforms for scholarly engagement and encouraging reflexivity in 

both jurisprudential and financial discourse can enhance the credibility, resilience, and 

adaptability of Islamic financial systems. Ultimately, embracing interdisciplinarity and 

narrative awareness will allow Islamic finance to remain dynamically responsive to 

contemporary challenges while maintaining fidelity to its foundational ethical and 

spiritual values. 
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