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Islamic finance has emerged as one of the fastest-growing segments of the global financial
industry, driven by ethical investment principles, risk-sharing mechanisms, and regulatory
developments in many countries. Despite this global growth, the development of Islamic
banking in the Philippines has been relatively slow compared with other Southeast Asian
countries. This study aims to examine the regulatory and institutional challenges affecting the
development of Islamic finance in the Philippines, focusing on the experience of the Al-
Amanah Islamic Investment Bank of the Philippines. The study employs a qualitative
descriptive approach using document analysis of legal frameworks, institutional reports, and
relevant academic literature related to Islamic banking regulation in the Philippines. The
findings indicate that the slow development of Islamic finance in the Philippines is influenced
by several factors, including limited regulatory frameworks in the past, lack of institutional
capacity and expertise in Islamic finance, taxation issues, and low public awareness regarding
Islamic banking services. Although the enactment of Republic Act No. 11439 (Islamic
Banking Act of 2019) represents a significant milestone in providing a legal framework for
Islamic banking operations, challenges remain in terms of regulatory implementation,
institutional readiness, and market development. The study concludes that strengthening
regulatory capacity, improving public awareness, and developing institutional expertise are
essential to support the sustainable growth of Islamic banking in the Philippines. A limitation
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of this study is that it relies primarily on secondary data and policy documents..

1. INTRODUCTION

Islamic finance has developed into a significant
component of the global financial system over the past three
decades, expanding rapidly across both Muslim-majority and
non-Muslim countries due to increasing demand for ethical
investment practices, risk-sharing mechanisms, and socially
responsible financial frameworks. Operating in more than
seventy countries, Islamic financial institutions have gained
global recognition for offering financial services based on
Shari’ah principles, which prohibit interest (riba), excessive
uncertainty (gharar), and speculative activities (maysir),
while promoting profit-and-loss sharing arrangements, asset-
backed financing, and ethical investment practices. These
principles distinguish Islamic finance from conventional
financial systems and have contributed to the growing
interest in Islamic banking among both Muslim and non-
Muslim investors seeking alternative financial models that
emphasize fairness, transparency, and social justice.

Islamic banking represents one of the most prominent
sectors within the Islamic finance industry, utilizing financial
instruments such as murabaha (cost-plus financing),
mudarabah (profit-sharing partnerships), musharakah (joint
investment partnerships), and ijara (leasing) to provide
Shari’ah-compliant financial services without relying on
interest-based transactions. The successful development of

Islamic banking in countries such as Malaysia and the United
Arab Emirates has been closely associated with the existence
of comprehensive regulatory frameworks that support
Shari’ah governance, risk management, and institutional
supervision. These regulatory frameworks have enabled the
establishment of dual-banking systems in which Islamic
banks operate alongside conventional banking institutions.

In contrast, the development of Islamic banking in the
Philippines has historically remained limited. Islamic
financial services in the country have primarily been
represented by the Al-Amanah Islamic Investment Bank of
the Philippines, which was established to promote socio-
economic development among Muslim communities,
particularly in the southern regions of the country. For many
years, the growth of Islamic banking in the Philippines was
constrained by the absence of a comprehensive legal and
regulatory  framework governing Islamic  financial
institutions. This situation began to change with the
enactment of Republic Act No. 11439, known as the Islamic
Banking Act of 2019, which established a legal framework
for the establishment and supervision of Islamic banks and
Islamic banking units under the authority of the Bangko
Sentral ng Pilipinas.

Despite this regulatory development, the implementation
and expansion of Islamic banking in the Philippines continue
to face several institutional and market-related challenges,
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including limited expertise in Islamic finance, regulatory
adaptation issues, taxation concerns affecting Islamic
financial products, and low levels of public awareness
regarding Islamic banking services. While existing studies on
Islamic finance have largely focused on countries with well-
established Islamic financial systems, relatively limited
attention has been given to the institutional and regulatory
challenges affecting Islamic banking development in
minority-Muslim contexts such as the Philippines. Therefore,
this study aims to examine the regulatory and institutional
challenges influencing the development of Islamic banking
in the Philippines through an analysis of the experience of the
Al-Amanah Islamic Investment Bank, with the objective of
contributing to a better understanding of the conditions
necessary for the sustainable development of Islamic finance
in emerging financial systems.

2. METHODS

This study uses a qualitative research approach with a case
study design to examine the regulatory and institutional
challenges affecting the development of Islamic banking in the
Philippines, focusing on the Al-Amanah Islamic Investment
Bank as the primary case. The research relies on secondary
data derived from legal documents, government regulations,
institutional reports, and academic literature related to Islamic
finance and banking regulation. Key sources include Republic
Act No. 6848 concerning the charter of the Al-Amanah Islamic
Investment Bank, Republic Act No. 11439 or the Islamic
Banking Act of 2019, regulatory publications from the Bangko
Sentral ng Pilipinas, and relevant scholarly studies on Islamic
finance. Data were collected through document analysis by
systematically reviewing policy documents, institutional
reports, and academic publications relevant to Islamic banking
development in the Philippines. The collected data were
analyzed using qualitative content analysis to identify key
themes related to regulatory frameworks, institutional
capacity, governance mechanisms, and market challenges
influencing the development of Islamic banking in the country.

3. RESULTS AND DISCUSSION

Historical Development of Islamic Banking in the
Philippines

Islamic banking in the Philippines has a relatively unique
historical trajectory compared with other Southeast Asian
countries. The establishment of Islamic banking institutions in
the country was closely linked to the socio-economic
development of Muslim communities, particularly in the
southern regions of Mindanao. The Philippine Amanah Bank
was initially created through Presidential Decree No. 264 in
1973 during the administration of President Ferdinand Marcos.
The primary objective of establishing the bank was to provide
financial services tailored to the needs of Muslim communities
while promoting economic development in Muslim-
dominated provinces.

The bank was later transformed into the Al-Amanah Islamic
Investment Bank of the Philippines under Republic Act No.
6848 in 1990. This transformation aimed to introduce Islamic
banking principles into the financial services provided by the
institution. The charter of the bank mandated it to promote the
socio-economic development of Muslim communities by
offering financial services consistent with Islamic banking
principles.

Despite this institutional transformation, the operational
implementation of Islamic banking principles remained
limited. The bank continued to provide both conventional and
Islamic banking services due to institutional and regulatory
constraints. This hybrid operational model reflected the
broader challenges faced by Islamic banking institutions
operating within predominantly conventional financial
systems.

The experience of Al-Amanah Bank illustrates the
difficulties encountered when attempting to introduce Islamic
banking systems in environments where regulatory structures
and financial institutions are primarily designed around
conventional banking practices. These institutional constraints
have influenced the overall development of Islamic finance in
the Philippines.

Regulatory Constraints Prior to the Islamic Banking Act of
2019

One of the most significant challenges affecting the
development of Islamic banking in the Philippines was the
absence of a comprehensive legal and regulatory framework
governing Islamic financial institutions. For several decades,
Islamic banking activities were largely confined to the
operations of Al-Amanah Islamic Investment Bank, with
limited regulatory provisions supporting the expansion of
Islamic financial services.

The legal foundation for Islamic banking was primarily
derived from the charter of Al-Amanah Bank and a limited
number of regulatory issuances from the Bangko Sentral ng
Pilipinas. However, these regulations were insufficient to
support the broader development of Islamic finance within the
national banking system. As a result, the institutional
environment for Islamic banking remained underdeveloped
compared with countries such as Malaysia and Indonesia.

This regulatory limitation significantly constrained the
growth of Islamic banking institutions. Without a
comprehensive regulatory framework, financial institutions
faced difficulties in introducing new Islamic financial
products, expanding their operations, or attracting investors
interested in Shari’ah-compliant financial services.

The enactment of Republic Act No. 11439, known as the
Islamic Banking Act of 2019, marked a significant institutional
reform. The law established a legal framework that allows the
creation and regulation of Islamic banks and Islamic banking
units within conventional banks under the supervision of the
Bangko Sentral ng Pilipinas. This regulatory development
represents a crucial step toward integrating Islamic finance
into the Philippine financial system.

Nevertheless, the implementation of the Islamic Banking
Act still faces several challenges, particularly in terms of
regulatory capacity, institutional expertise, and the
development of appropriate financial infrastructure for Islamic
banking operations.

Institutional Capacity and Governance Challenges

Another major challenge affecting the development of
Islamic banking in the Philippines relates to institutional
capacity and governance structures. Islamic banking requires
specialized expertise in areas such as Shari’ah governance,
financial product structuring, and risk management. However,
the availability of professionals with expertise in Islamic
finance remains limited in the Philippine financial sector.

The effective operation of Islamic financial institutions
requires the establishment of Shari’ah advisory boards
responsible for ensuring that financial products and
transactions comply with Islamic legal principles. In many
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countries with well-developed Islamic finance sectors,
regulatory institutions maintain formal Shari’ah governance
frameworks that guide the operations of Islamic banks.

In the Philippine context, the development of Shari’ah
governance mechanisms remains in an early stage. While the
Islamic Banking Act provides a legal framework for Shari’ah
governance, the institutional capacity required to implement
these mechanisms effectively is still evolving.

This institutional limitation highlights the importance of
developing human capital and technical expertise in Islamic
finance. Capacity-building programs, professional training,
and academic research initiatives are essential to support the
development of a sustainable Islamic financial system in the
Philippines.

Market Awareness and Public Acceptance of Islamic
Banking

In addition to regulatory and institutional challenges, the
development of Islamic banking in the Philippines is also
influenced by market awareness and public perception. Many
potential customers remain unfamiliar with the principles and
financial products associated with Islamic banking.

This lack of awareness affects both Muslim and non-
Muslim communities. Although Islamic banking is designed
to comply with Islamic law, its financial principles—such as
ethical investment, risk-sharing, and asset-backed financing—
can also appeal to a broader range of customers seeking
alternative financial services.

However, the limited dissemination of information
regarding Islamic finance has contributed to low levels of
public participation in Islamic banking services. As a result,
the deposit base of Al-Amanah Islamic Investment Bank has
historically been dominated by government institutions rather
than private investors.

This situation indicates the importance of financial
education and public awareness campaigns in promoting
Islamic banking services. Increasing public understanding of
Islamic financial products may encourage greater participation
in Islamic banking institutions and support the broader
development of Islamic finance in the Philippines.

4. CONCLUSION

The development of Islamic banking in the Philippines
reflects a complex interaction between regulatory
frameworks, institutional capacity, and market conditions.
The establishment of the Al-Amanah Islamic Investment
Bank of the Philippines represented an important milestone
in introducing Shari’ah-compliant financial services within
the national financial system. The institution was initially
designed to promote the socio-economic development of
Muslim communities, particularly in the southern regions of
the country. However, its development has been constrained
by a number of regulatory and institutional challenges.

One of the most significant obstacles historically affecting
Islamic banking development in the Philippines was the
absence of a comprehensive regulatory framework governing
Islamic financial institutions. For many vyears, Islamic
banking activities were limited to the operations of Al-
Amanah Bank, with minimal institutional support for
expanding Islamic financial services within the broader
financial system. This institutional limitation significantly
hindered the growth and competitiveness of Islamic banking
in the country.

The enactment of Republic Act No. 11439, also known as
the Islamic Banking Act of 2019, represents a major
institutional reform that provides a clearer legal framework
for the establishment and regulation of Islamic banking
institutions in the Philippines. The law opens opportunities
for the development of Islamic banks and Islamic banking
units within conventional banking institutions under the
supervision of the Bangko Sentral ng Pilipinas. This
regulatory reform has the potential to facilitate the integration
of Islamic finance into the Philippine financial system.

Nevertheless, several challenges remain in the
implementation of Islamic banking policies. These
challenges include limited institutional expertise in Islamic
finance, the need for stronger Shari’ah governance
mechanisms, taxation issues affecting Islamic financial
products, and relatively low levels of public awareness
regarding Islamic banking services. Addressing these
challenges requires coordinated efforts from policymakers,
financial regulators, and banking institutions.

From a policy perspective, strengthening institutional
capacity within regulatory agencies and financial institutions
is essential for supporting the development of Islamic
banking in the Philippines. In addition, public education
initiatives aimed at improving financial literacy regarding
Islamic financial products may help increase public
participation in Islamic banking services. The development
of professional training programs and academic research in
Islamic finance may also contribute to building the technical
expertise required for managing Shari’ah-compliant financial
institutions.

This study contributes to the literature on Islamic finance
by providing an institutional analysis of the regulatory and
governance  challenges affecting Islamic  banking
development in a minority-Muslim context. While much of
the existing literature focuses on countries with well-
established Islamic finance industries, this study highlights
the institutional dynamics influencing Islamic banking
development in emerging financial systems.

However, this study has several limitations. The research
relies primarily on document analysis and secondary data
sources, which may limit the ability to capture the
perspectives of key stakeholders involved in Islamic banking
development. Future research could incorporate empirical
approaches, including interviews with financial regulators,
banking professionals, and Islamic finance experts, to
provide deeper insights into the implementation of Islamic
banking policies in the Philippines.
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