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Abstract

Purpose - The purpose of this study is to examine the scope of Shariah-
compliant investment opportunities in the Indian stock market and to
evaluate the principles, ethical criteria, and screening mechanisms used to
identify permissible investment options under Islamic finance.

Method - The study adopts a descriptive and analytical research approach
based on secondary data collected from scholarly articles, financial reports,
regulatory publications, and established Shariah screening frameworks. The
analysis focuses on sector-based exclusions, financial ratio screening, and
ethical investment criteria applied in stock selection.

Result - The findings reveal that the Indian stock market provides
meaningful opportunities for Shariah-compliant investing, particularly
through screened equities and ethical mutual funds. However, the study
identifies several barriers to wider adoption, including limited investor
awareness, regulatory challenges, and restricted availability of diversified
Shariah-compliant financial products.

Implication - The study implies that strengthening institutional support,
enhancing regulatory facilitation, and improving investor education can
significantly promote the growth of Shariah-compliant investment in India.
It also highlights the potential of Islamic finance as an ethical investment
alternative within emerging financial markets.

Originality - This study contributes to the existing literature by specifically
analyzing the Indian stock market from the perspective of Shariah-
compliant investment opportunities, integrating Islamic financial principles
with practical stock screening mechanisms, and addressing the challenges
affecting the expansion of halal investment options in the Indian context.

AL-ARBAH: Journal of Islamic Finance and Banking — Vol. 8 No. 2 (2026)



H Sulaiman

— I::I Keywords: Islamic Finance, Shariah Investment, Halal Stocks, Indian
.l
oLl

Stock Market, Ethical Investing
iy e 1
It
E ol o ——

AL-ARBAH | 400

AL-ARBAH: Journal of Islamic Finance and Banking — Vol. 8 No. 2 (2026)



Islamic Shariah Principles for Investment in ...

Introduction

Islamic finance is a financial system founded on ethical values and
governed by Shariah law, which is derived primarily from the Quran and the
Hadith. It promotes fairness, transparency, justice, and socio-economic welfare
while prohibiting interest (riba), excessive uncertainty (gharar), and gambling
or speculative activities (maysir). Unlike conventional finance, Islamic finance
emphasizes risk-sharing, asset-backed transactions, and investments that
contribute to real economic development. In the capital market, Islamic finance
permits equity investments provided that companies comply with Shariah
principles. These principles require investors to avoid businesses involved in
prohibited (haram) activities such as alcohol, gambling, tobacco, conventional
banking, insurance, and other unethical industries. In addition, companies
must satisfy specific financial screening criteria, including limits on interest-
bearing debt, interest income, and non-compliant assets. Consequently, Islamic
equity investing is based on a dual screening process that combines qualitative
screening of business activities with quantitative financial ratio analysis.

Globally, Shariah-compliant investing has experienced substantial growth
through the development of Islamic financial institutions, specialized
investment funds, Shariah indices, and regulatory frameworks, particularly in
the Middle East and Southeast Asia. The increasing demand for ethical and
socially responsible investment has further broadened its appeal beyond
Muslim investors to individuals seeking value-based and sustainable
investment opportunities.

In India, although a comprehensive Islamic banking system has not yet
been established, the stock market provides practical avenues for
implementing Islamic finance principles through Shariah-compliant equity
investments. The application of these principles is achieved through a
structured Shariah screening process, where listed companies are evaluated
based on both their core business activities and financial position. Several
financial service providers and research organizations periodically screen
Indian listed companies using internationally accepted Shariah standards
established by organizations such as AAOIFI and other recognized Islamic
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index providers. As a result, companies that satisfy these screening
requirements are included in Shariah-compliant investment universes and
indices, enabling investors to construct portfolios that adhere to Islamic
principles.

The S&P BSE 500 Shariah Index is one of the major benchmarks that
applies these screening criteria to companies listed on Indian stock exchanges.
Likewise, several asset management companies offer Shariah-compliant
mutual funds that invest exclusively in screened equities. Companies such as
Infosys, Tata Consultancy Services (TCS), Wipro, HCL Technologies, and other
information technology and pharmaceutical firms have frequently qualified as
Shariah-compliant because their primary business activities are permissible
and their financial ratios generally remain within prescribed Shariah limits.
Through these mechanisms, Muslim investors can actively participate in
India's capital market while maintaining compliance with Islamic financial
principles.

Despite these opportunities, several challenges continue to hinder the
wider adoption of Shariah-compliant investing in India. These include limited
investor awareness, the absence of a standardized national Shariah
governance framework;, the lack of dedicated Islamic financial regulations, and
insufficient institutional support compared with countries that have well-
established Islamic finance ecosystems. Nevertheless, advancements in
financial technology, improved accessibility of Shariah screening platforms,
increasing availability of ethical investment products, and growing interest in
Environmental, Social, and Governance (ESG) investing are gradually
strengthening the prospects for Islamic equity investment in India.

Against this background, the present study examines the practical
application of Islamic Shariah principles in the Indian stock market by
analysing the screening criteria used to identify Shariah-compliant companies,
evaluating the investment opportunities available to investors, and assessing
the key challenges that influence the growth of Islamic equity investing in the
Indian capital market. Objectives of the Study, To examine the fundamental
principles of Islamic law governing stock market investments. To analyze the
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Shariah screening criteria for equity investments in the Indian stock market.
To assess the opportunities and challenges of Shariah-compliant investing in
India. To evaluate the effectiveness of Shariah-compliant investments in
comparison with conventional investment options.

Literature Review

Recent research demonstrates that Shariah-compliant investing has
expanded considerably across emerging markets due to growing demand for
ethical investment products, supportive regulatory initiatives, and
technological innovation. While countries such as Malaysia, Indonesia,
Pakistan, and the Gulf Cooperation Council (GCC) nations possess well-
developed Islamic capital markets, India has gradually emerged as a promising
market for Shariah-compliant equity investment despite the absence of a
comprehensive Islamic banking system.

Harahap et al. (2023) examined the relationship between Shariah-
compliant investing and Environmental, Social, and Governance (ESG)
investing and found substantial convergence between the two approaches.
Their study concluded that both frameworks promote ethical governance,
corporate responsibility, sustainability, and long-term value creation.
However, Islamic investing remains distinct because it incorporates faith-
based screening criteria, including the prohibition of riba, gharar, maysir, and
investments in prohibited business sectors.

Recent studies in Malaysia and Indonesia (2022-2024) indicate that
strong regulatory frameworks, standardized Shariah governance, and well-
developed Islamic capital markets have significantly increased investor
confidence and market participation. These studies also report that Shariah-
compliant equity portfolios exhibit competitive financial performance while
maintaining relatively lower exposure to highly leveraged firms and
speculative industries. Research focusing on Pakistan and GCC countries
highlights that standardized Shariah screening methodologies, dedicated
Islamic financial institutions, and digital investment platforms have
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accelerated the growth of Islamic equity markets. The integration of fintech
and blockchain technologies has further improved transparency, accessibility,
and efficiency in Shariah-compliant investment services.

Within the Indian context, recent studies report increasing interest in
Shariah-compliant investing because of India's large Muslim population,
expanding equity market, and rising demand for ethical investment products.
Although conventional Islamic banking remains limited, investors increasingly
access Shariah-compliant opportunities through screened equities, Islamic
mutual funds, and benchmark indices such as the S&P BSE 500 Shariah Index.
Information technology and pharmaceutical companies frequently satisfy
Shariah screening requirements because they operate in permissible sectors
and generally maintain acceptable financial characteristics.

Recent Indian research further identifies several constraints affecting the
growth of Shariah-compliant investing, including limited investor awareness,
the absence of a standardized national Shariah governance framework,
regulatory constraints, and the relatively limited availability of Islamic financial
products. At the same time, fintech innovations, digital investment platforms,
and online Shariah screening services are improving investment accessibility
and supporting broader financial inclusion.

Overall, the recent literature suggests that Shariah-compliant investing is
evolving from a niche religious investment approach into a broader ethical
investment strategy that appeals to both Muslim and non-Muslim investors.
Nevertheless, compared with other emerging markets, empirical evidence on
the practical implementation of Shariah principles in the Indian stock market
remains limited. Most previous studies emphasize conceptual aspects of
Islamic finance or international comparisons, while relatively few examine the
application of Shariah screening, investment opportunities, and market-
specific challenges within the Indian equity market. This research seeks to
address that gap by providing an India-focused assessment of Shariah-
compliant investment opportunities and challenges.
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Recent scholarly attention has expanded toward broader Islamic capital
market research. Bibliometric studies by Laila (2023) and Sahara (2024)
indicate a growing volume of research in areas such as Islamic portfolio
management, ethical asset pricing, stock screening methodologies, and
sustainable investment practices. This trend reflects the increasing relevance
of Islamic finance in global academic and financial discussions.

Another important area of research explores the relationship between
Islamic investing and Environmental, Social, and Governance (ESG) investing.
Harahap et al. (2023) observed considerable convergence between Islamic
finance and ESG principles, particularly in promoting ethical governance, social
responsibility, sustainable development, and long-term value creation. Both
frameworks encourage responsible investment practices by discouraging
harmful business activities and emphasizing accountability, transparency, and
stakeholder welfare.

Despite these similarities, important distinctions exist between the two
approaches. Islamic investing is fundamentally guided by Shariah principles
derived from the Quran and Sunnah. It employs both qualitative and
quantitative screening criteria, including the prohibition of interest (riba),
excessive uncertainty (gharar), gambling (maysir), and investment in
prohibited sectors such as alcohol, tobacco, gambling, and conventional
financial institutions. ESG investing, by contrast, evaluates companies based on
their environmental stewardship, social impact, and corporate governance
practices without imposing religious or faith-based restrictions. Consequently,
a company may achieve a high ESG rating while remaining non-compliant with
Shariah principles if it derives income from prohibited activities or exceeds
prescribed financial screening thresholds. Conversely, a Shariah-compliant
company may not necessarily satisfy all ESG performance expectations,
particularly regarding environmental disclosure or sustainability reporting.

Recent studies suggest that integrating ESG considerations with Shariah-
compliant investing can strengthen portfolio resilience, enhance corporate
sustainability, and broaden the appeal of Islamic finance among both Muslim
and non-Muslim investors seeking ethical investment opportunities. However,
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scholars also emphasize the need for clearer integration frameworks and
standardized evaluation methodologies to reconcile the distinct objectives of
Shariah compliance and ESG performance.

Technological advancements have also influenced Islamic investment
accessibility. Alshater et al. (2022) Despite these advantages, several
challenges continue to limit the widespread adoption of Islamic fintech,
particularly in emerging markets such as India. One of the primary challenges
is the absence of a comprehensive regulatory framework specifically designed
for Islamic fintech services. In addition, differences in Shariah interpretation
among scholars may result in inconsistent compliance standards across digital
platforms, creating uncertainty for investors. Limited public awareness of
Islamic financial products, low levels of digital and financial literacy,
cybersecurity and data privacy concerns, and the shortage of qualified
professionals with expertise in both Islamic finance and financial technology
also hinder adoption. Furthermore, inadequate integration between fintech
providers, financial institutions, and regulatory authorities may restrict the
scalability and credibility of Islamic fintech solutions.

Addressing these challenges through standardized Shariah governance,
supportive regulatory policies, technological innovation, investor education,
and stronger collaboration among financial institutions, fintech companies,
and policymakers will be essential for expanding the accessibility and long-
term sustainability of Shariah-compliant investment services.

In the Indian context, research on Shariah-compliant investing remains
comparatively limited. Existing studies suggest that Indian capital markets
offer potential for Islamic investment through screened equities and ethical
mutual funds; however, challenges such as regulatory limitations, inadequate
institutional support, and low investor awareness continue to constrain
broader adoption (Natarajan et al., 2012; Irfan, 2016).

Despite the expanding literature, certain research gaps remain evident.
Much of the existing scholarship focuses on countries with well-developed
Islamic financial ecosystems, particularly Malaysia and Gulf Cooperation
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Council nations, while emerging markets such as India receive comparatively
less attention. Furthermore, limited empirical research addresses the practical
challenges, investor behaviour, and long-term growth prospects of Shariah-
compliant investing within the Indian financial environment. The present
study seeks to address this gap by examining Islamic investment principles,
screening mechanisms, and emerging opportunities in the Indian stock
market.

[slamic investment is founded on ethical and legal principles derived from
the Qur’an, Hadith, and established interpretations of Islamic jurisprudence.
Unlike conventional investment systems that primarily focus on profit
maximization, Islamic finance seeks to balance financial returns with moral
responsibility, social welfare, and economic justice. The objective is not merely
wealth accumulation, but participation in lawful and productive economic
activities that contribute positively to society. In the context of stock market
investment, these principles serve as a framework for identifying investments
that are both financially viable and religiously permissible (Ayub, 2007;
Usmani, 2002).

Methods
Research Design

This study adopts a descriptive and analytical research design to examine
the applicability and growth of Shariah-compliant investment opportunities in
the Indian stock market. The descriptive approach is used to explain the
fundamental principles of Islamic finance, the concept of Shariah-compliant
investing, the Shariah screening process, and the current landscape of Islamic
investment opportunities in India. It also provides an overview of the
regulatory environment, Shariah-compliant indices, mutual funds, and ethical
investment practices that shape the Indian capital market.

The analytical approach is employed to evaluate the practical
implementation of Shariah principles within the Indian stock market.
Specifically, the study analyses the qualitative and quantitative screening
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criteria used to identify Shariah-compliant companies, examines the
investment opportunities available across different sectors, and evaluates the
major challenges affecting the growth of [slamic equity investing in India. The
analysis also considers recent developments in financial technology, ethical
investing, and Environmental, Social, and Governance (ESG) practices that
influence Shariah-compliant investment.

The study is based entirely on secondary data collected from reliable
academic and institutional sources. These include peer-reviewed journal
articles, books, reports published by regulatory authorities, stock exchange
publications, Shariah screening standards, annual reports of listed companies,
and reports issued by recognized Islamic finance institutions. Information
relating to Shariah-compliant indices, including the S&P BSE 500 Shariah
Index, together with publicly available financial information of selected listed
companies, was reviewed to understand the practical application of Shariah
screening in the Indian capital market.

Data were analysed using qualitative content analysis and comparative
analysis. The collected literature and documentary evidence were
systematically reviewed to identify recurring themes relating to Shariah
compliance, investment opportunities, regulatory challenges, and emerging
trends in Islamic finance. Comparative analysis was further employed to
examine the relationship between Islamic investment principles and
conventional ethical investment approaches, particularly ESG investing, and to
compare India's Shariah-compliant investment environment with practices
observed in other emerging markets. By integrating descriptive explanation
with analytical evaluation, the study provides a comprehensive assessment of
the practical application, opportunities, and challenges of Shariah-compliant
investing in the Indian stock market.
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Results and Discussion

Principles of Islamic Shariah in Investment

The analysis of secondary data reveals that the Indian stock market offers
significant potential for the expansion of Shariah-compliant investment
despite the absence of a comprehensive Islamic banking system. The findings
indicate that investors can access a growing range of Shariah-compliant
investment opportunities through screened equities, Shariah-compliant
mutual funds, and benchmark indices such as the S&P BSE 500 Shariah Index.
This demonstrates that the practical application of Islamic finance principles in
India is primarily facilitated through the capital market rather than traditional
[slamic banking institutions.

Akey finding of the study is that the application of Shariah principles in the
Indian stock market is achieved through a dual screening process involving
both qualitative and quantitative criteria. Companies are first evaluated based
on the nature of their business activities, excluding sectors such as
conventional banking, alcohol, gambling, tobacco, and other prohibited
industries. Financial screening is then conducted by examining debt levels,
interest-based income, and other prescribed financial ratios. This screening
mechanism enables investors to identify companies that comply with Islamic
investment principles while maintaining exposure to India's growing
economy.

The analysis further reveals that the Information Technology and
pharmaceutical sectors account for a substantial proportion of Shariah-
compliant companies in India. Companies such as Infosys, Tata Consultancy
Services (TCS), Wipro, and HCL Technologies frequently satisfy Shariah
screening requirements because their core business activities are permissible
and their financial structures generally remain within acceptable Shariah
thresholds. These findings are consistent with earlier studies that identify
technology-oriented companies as major contributors to Shariah-compliant
investment portfolios.
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The study also identifies several opportunities supporting the future
growth of Shariah-compliant investing in India. Increasing awareness of
ethical investing, the growing popularity of ESG investing, improvements in
digital investment platforms, and the availability of fintech-based Shariah
screening services have enhanced investment accessibility for both Muslim
and non-Muslim investors. These developments indicate that Shariah-
compliant investing is increasingly recognized as an ethical and sustainable
investment approach rather than solely a religious investment option.

However, the findings also reveal several challenges that continue to
constrain market growth. These include limited investor awareness, the
absence of standardized Shariah governance at the national level, inadequate
regulatory support, and the limited availability of Islamic financial products
compared with countries such as Malaysia and Indonesia. Furthermore,
variations in Shariah screening methodologies among service providers may
create uncertainty for investors seeking consistent compliance standards.

Overall, the findings suggest that while the Indian stock market possesses
considerable potential for Shariah-compliant investing, further policy support,
regulatory development, investor education, and institutional collaboration
will be essential to facilitate sustainable market expansion. These findings
contribute to the existing literature by providing an India-specific assessment
of the practical application of Islamic finance principles and identifying both
the opportunities and the challenges influencing the growth of Shariah-
compliant investment.

Prohibition of Riba (Interest)

Islam prohibits the payment or receipt of interest (riba) and requires that
investments be based on profit-sharing and supported by genuine economic
activity. In equity investing, Shariah compliance is assessed through financial
screening in addition to evaluating the nature of business activities. Commonly
accepted Shariah screening standards examine indicators such as the
proportion of interest-bearing debt to total assets, income derived from
interest-based activities, and other financial ratios prescribed by recognized
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Shariah standards. Companies exceeding the prescribed thresholds are
excluded from Shariah-compliant investment portfolios.

For example, Infosys Limited is frequently identified as a Shariah-
compliant company because its principal business activity involves
information technology services rather than interest-based financial
operations. In addition, the company has historically maintained relatively low
levels of interest-bearing debt and derives only a minimal proportion of its
income from non-permissible sources, enabling it to satisfy commonly applied
Shariah financial screening criteria. In contrast, HDFC Bank does not qualify as
Shariah-compliant because its core business model is based on conventional
interest-based lending and borrowing, which directly conflicts with the
prohibition of riba, irrespective of its overall financial performance.

Avoidance of Gharar (Excessive Uncertainty)

Islamic finance prohibits transactions involving excessive uncertainty
(gharar), ambiguity, or speculation that may lead to unjust outcomes. In equity
investments, gharar is assessed by examining whether the company conducts
legitimate and transparent business activities supported by identifiable assets
and reliable financial disclosures. Investments in companies with established
business operations, audited financial statements, stable earnings, and
transparent governance are generally regarded as acceptable from a Shariah
perspective. Conversely, companies primarily engaged in speculative trading,
excessive derivative transactions, highly uncertain business models, or
activities lacking economic substance may be considered non-compliant
because they involve excessive uncertainty.

For instance, Tata Consultancy Services (TCS) operates under long-term
client contracts, maintains transparent financial reporting, and generates
stable revenues from information technology services. These characteristics
reduce uncertainty and support its inclusion in many Shariah-compliant
investment portfolios. By contrast, investments driven solely by speculative
price movements, excessive leverage, or derivative-based trading without
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underlying productive assets are generally viewed as inconsistent with
Shariah principles due to the presence of gharar.

Prohibition of Haram (Unlawful) Activities

Islamic investment prohibits participation in companies engaged in
business activities considered unlawful (haram), including alcohol, gambling,
tobacco, conventional banking, adult entertainment, and other prohibited
industries. During the qualitative screening process, companies operating in
these sectors are excluded before financial screening is conducted.

For example, United Spirits Limited (alcohol industry), ITC Limited
(tobacco segment), and Delta Corp Limited (gambling and gaming) are
generally excluded from Shariah-compliant investment portfolios because
their principal business activities fall within prohibited sectors. Conversely,
companies such as Wipro Limited and Asian Paints Limited operate in
permissible industries and, subject to satisfying the prescribed financial
screening ratios relating to debt and non-permissible income, are commonly
included in Shariah-compliant investment portfolios.

Risk Sharing and Asset-Backed Investment

Islamic finance mandates that investments must be connected to actual
economic activities and involve shared risk. Maruti Suzuki India Limited is
involved in manufacturing physical products based on real assets. Larsen &
Toubro Limited is involved in the infrastructure and construction sectors,
which are closely related to economic development. These companies engage
in asset-backed operations and contribute to economic productivity.

Practical Insight

The Indian stock market offers various investment options that comply
with Shariah law, especially in areas like information technology,
manufacturing, pharmaceuticals, and infrastructure. However, industries such
as banking, alcohol, tobacco, and gambling are still not included. Final Shariah
compliance relies not only on the nature of the business activities but also on
financial ratios, such as debt and interest income, which should be assessed
prior to making investment decisions.
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Shariah Screening Criteria for Stocks

Shariah compliance in equity investment is determined through a two-
stage screening process, consisting of qualitative business activity and
quantitative financial ratio filters. These criteria ensure that investments
strictly adhere to Islamic ethical and legal principles.

Business (Qualitative) Screening

The first level of screening evaluates the nature of a company’s core
business activities. According to Shariah principles derived from the Quran
and the Hadith, investors must ensure that companies operate only in halal
(permissible) sectors.

Prohibited (Non-Compliant) Sectors

Investing in accordance with Shariah guidelines does not allow
investments in companies involved in activities that are deemed unacceptable
by Islamic law. As a result, companies that produce and distribute alcohol,
operate gambling and casino activities, manufacture tobacco, provide adult
entertainment and pornography, as well as those involved in traditional
banking and insurance services are not included in Shariah-compliant
investment portfolios. These sectors are not engaged with due to their links to
unethical practices, social harm, or interest-based financial transactions (Riba),
which are not allowed in Islamic finance. Excluding these industries helps to
ensure that investments are ethically responsible, socially beneficial, and in
accordance with Shariah principles. Shariah-compliant investing encourages
transparency, fairness, and responsible wealth generation by motivating
investors to engage only in legal and socially beneficial economic activities.

Tolerance Threshold (5% Rule)

In practical applications, Shariah standards such as AAOIFI guidelines
allow a minor tolerance level (generally less than 5%) for non-compliant
income. If a company earns less than 5% revenue from prohibited sources, it
may still be considered compliant. However, investors are required to purify
such income (i.e., donate the non-compliant portion to charity).
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Shariah-Compliant Indian Stocks-Qualitative Basis

The companies listed below are typically regarded as compliant with
qualitative standards, as they operate in halal industries that undergo financial
screening. This includes the Information Technology sector, featuring
companies such as Infosys Limited, Tata Consultancy Services, and Wipro
Limited. These firms offer software and IT services that align with Shariah law.
The pharmaceutical sector, particularly Sun Pharmaceutical Industries
Limited and Dr. Reddy's Laboratories is recognized for producing healthcare
and medicinal products that are both socially beneficial and halal
Manufacturing and Industrial Sector: Asian Paints Limited and Larsen &
Toubro Limited are engaged in the production of real assets and the
development of infrastructure. Automobile Sector: The manufacturing of
automobiles by Maruti Suzuki India Limited and Mahindra & Mahindra is
allowed, as it involves the production of tangible goods and contributes to
economic value creation.

Non-Compliant Indian Stocks (Qualitative Basis)

The following companies are excluded due to their involvement in
prohibited sectors: HDFC Bank for interest-based banking, ICICI Bank for
conventional finance, ITC Limited for tobacco, United Spirits Limited for
alcohol, and Delta Corp Limited for gambling.

Analytical Insight

Business screening acts as the initial filter, removing companies that are
involved in activities that are clearly prohibited. However, successfully passing
this stage does not ensure complete compliance with Shariah. Companies must
also meet financial screening criteria, such as debt ratios and interest income
limits, which constitute the second level of evaluation. Qualitative screening
guarantees that investments adhere to Islamic ethical standards by omitting
industries considered haram. The Indian stock market features a diverse array
of companies across various permissible sectors, including IT,
pharmaceuticals, manufacturing, and automobiles. When paired with financial
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Financial (Quantitative) Screening

Along with qualitative screening of business activities, Shariah compliance
necessitates a thorough quantitative assessment of a company's financial
framework. This stage ensures that companies do not engage too much in
transactions based on interest or speculative financial activities. The financial
screening criteria are mainly based on internationally recognized standards
set by organizations like the Accounting and Auditing Organization for Islamic
Financial Institutions and are commonly used in Islamic capital markets. The
financial ratios that are widely recognized are explained below.

Debt Ratio Leverage Screening

Interest-bearing Debt
Total Assets

Debt Ratio = < 33%

This ratio measures a company's reliance on interest-bearing debt. A debt
ratio of 33% or below is considered Shariah-compliant, while companies
exceeding this threshold are excluded due to their dependence on interest-
based financing.

Interest Income Ratio
Interest Income

Interest Income Ratio = < 5%
Total Revenue —

This ratio measures income from interest and other non-permissible
sources. A maximum of 5% is considered acceptable under Shariah, with any
non-compliant income required to be purified through charitable donation.
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Non-Compliant Investment Ratio

Non-compliant Investments << 33% of Total Assets

This criterion evaluates a company's investment in interest-based or other
non-permissible financial assets. Companies with significant non-Shariah-
compliant investments are excluded.

Liquidity Ratio (Cash and Receivables Test)

Cash + Receivables
Total Assets

Liquidity Ratio =

This ratio assesses the proportion of liquid and illiquid assets. Shariah
principles require that illiquid (real) assets constitute the majority of total
assets, ensuring that share trading represents ownership of tangible assets
rather than monetary or receivable claims.

Analytical Interpretation

The financial screening criteria are designed to achieve several objectives:
- Minimize reliance on interest-based financing (riba)

- Limit exposure to non-permissible income sources

- Ensure a connection to real economic activities

- Promote financial discipline and stability

These ratios serve as a secondary filter, further refining the selection of
companies identified through qualitative screening.

Illustrative Insight

Companies like Infosys Limited and Tata Consultancy Services are often
regarded as being closer to Shariah compliance for several reasons: they
maintain low debt levels, have minimal reliance on interest income, and
operate with strong asset-backed structures. Nevertheless, determining their
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final compliance status necessitates regular financial evaluations, as these
ratios can fluctuate over time. Financial (quantitative) screening is essential for
ensuring that investments not only comply with sectoral permissibility but
also align with Shariah principles. This framework protects the ethical integrity
of Islamic investment by establishing strict thresholds for debt, interest
income, and asset composition. It also promotes the growth of sustainable,
interest-free financial practices.

Shariah-Compliant Investment Opportunities in India

India provides a range of Shariah-compliant investment options that
adhere to Islamic financial principles, all while promoting ethical and socially
responsible investing. These investment options steer clear of interest-based
activities and non-permissible sectors, making them appealing to investors
who are looking for halal financial solutions.

Equity Investments

Shariah-compliant equity investments enable investors to engage in stock
markets by choosing halal stocks that have been screened according to Islamic
principles. Companies involved in prohibited activities, such as alcohol,
gambling, tobacco, and traditional banking, are excluded. Investors can find
suitable stocks by utilizing Shariah screening platforms and Islamic indices.
"This avenue offers the potential for capital appreciation while adhering to
ethical investment standards."

Mutual Funds

In India, several mutual funds adhere to Shariah screening criteria and
invest exclusively in companies that comply with these guidelines. Some
examples include the Tata Mutual Fund Ethical Fund and the Taurus Mutual
Fund Ethical Fund. These funds are professionally managed and are ideal for
investors looking for diversified halal investment portfolios that require less
direct monitoring of the market.
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Portfolio Services

Shariah-compliant portfolio management services provide customized
ethical investment solutions for investors. These portfolios are constructed
using Islamic screening methods and focus on low-debt, ethically governed
companies. Modern digital investment platforms and ethical smallcases have
further increased accessibility to halal investment opportunities in India. Such
services help investors achieve long-term financial goals while adhering to
religious and ethical values.

Islamic Financial Instruments

Islamic financial instruments are becoming an increasingly important
segment of the Indian financial market. Key instruments include:

Sukuk (Islamic Bonds): Asset-backed securities that adhere to profit-
sharing and ownership principles rather than relying on interest payments.
Equity-Based Instruments: Investment products designed around
partnerships, profit-sharing arrangements, and genuine economic activities.
These instruments facilitate infrastructure development, provide financing for
businesses, and promote ethical wealth generation, all while adhering to
Shariah principles. The expansion of Shariah-compliant investment
opportunities in India highlights a growing awareness of ethical finance,
financial inclusion, and sustainable investment practices. The growing demand
for halal financial products suggests a promising future for Islamic finance in
the Indian economy.

Discussion

Islamic investing in India has been growing steadily as more people
become aware of ethical finance, more Muslim investors are participating, and
[slamic screening platforms are expanding. There has been a growing interest
in halal investment products, especially in equity-based mutual funds and
ethical portfolios. The expansion of India's mutual fund industry and digital
investment environment has increased the awareness of Shariah-compliant
products. Key factors that are driving growth include the following:
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Raising awareness of ethical and socially responsible investing. There is an
increasing interest among Muslim investors in investment options that do not
involve interest. The presence of online tools for screening Shariah-compliant
stocks and advisory services. Growth of ethical mutual funds focused on equity.
Increase in financial knowledge and engagement in digital investments.

Table 1. Major Shariah-Compliant Mutual Funds in India 2026

Approx.
3-Year 5-Year
Mutual Fund AUM CAGR CAGR Key Feature
(X Crore)

Largest Shariah

Tata Mutual Fund 5 g.- 04 194900  1367% mutual fund in

Ethical Fund India
Focuses on

Taurus Mutual o o . )

Fund Ethical Fund 370.14 17.64% 14.20% fethlcal equity
investments
Ethical and

Quantum Mutual ) i . .

Fund Ethical Fund 91.73 Integrity based
screening

Source: Tickertape Mutual Fund Screener, 2026

The above data indicate that Shariah-compliant mutual funds are
gradually expanding in terms of Assets Under Management (AUM) and
investor participation. Among these, Tata Ethical Fund dominates the Indian
halal mutual fund segment.

Performance Comparison

Research indicates that Shariah-compliant investment products yield
returns similar to traditional equity investments, while also having reduced
exposure to highly leveraged industries like conventional banking and finance.
Shariah portfolios tend to perform better during economic downturns and
financial crises because they limit investments in companies with high levels
of debt.
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Y _'I: L | Table 2. Comparative Analysis: Shariah VS Conventional Investments
g =)

[
L ==

. Shariah-Compliant Conventional
Criteria
Investments Investments
I t t . . . T
nvestmen Ethical and interest-free  Profit maximization
Principle
Debt Exposure Low-debt  companies No such restriction
preferred
Excludes alcohol,
Sector Restrictions gambling, banking, and Open to all sectors
tobacco
Risk Level Comparatively Higher exposure to
moderate leverage
Crisis Relatively stable during More vulnerable to
Performance crises financial shocks

Ethical Screening

Mandatory

Generally optional

Research findings reveal that Shariah-compliant funds may underperform
during banking-sector booms because
conventional financial institutions. However, these funds often provide better
downside protection during periods of market volatility.

Islamic

Challenges of Shariah-Compliant Investing in India

screening excludes

Despite growth potential, Islamic investing in India faces several
operational and regulatory challenges.

Table 3. Operational and regulatory challenges.

Major Challenges

Impact

Investor awareness of halal

Lack of Investor Awareness

opportunities in India remains limited

investment

The absence of a dedicated regulatory
framework for Islamic banking and Sukuk

Shariah-compliant ~ investment  options

remain limited compared to conventional

Limited Regulatory

Framework limits institutional growth.
Limited Product

Availability

financial products.
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Shariah-compliant portfolios are
concentrated in IT, healthcare,
pharmaceuticals, and consumer sectors due to
sector exclusions.

Sector Concentration Risk

Islamic finance is often misunderstood as
religion-specific rather than an ethical
investment approach.

Misconceptions Regarding
Islamic Finance

The absence of dedicated Islamic banking
institutions in India limits the integration of
savings, financing, and investment.

Absence of Full-Fledged
Islamic Banking System

The analysis suggests that Shariah-compliant investing in India has
significant growth potential, driven by a rising awareness of ethical
investments and an increasing demand for halal financial products. To ensure
the long-term growth of Islamic finance in India, it is essential to enhance
regulations, invest in investor education, diversify product offerings, and
strengthen institutional support.

Results

The study of Shariah-compliant investment opportunities and principles
in the Indian stock market uncovers several key insights into the growth,
viability, and challenges of Islamic investing within the Indian financial system.
Shariah-compliant investing is indeed feasible in India. The study reveals that
ethical mutual funds, halal equity investments, ETFs, and portfolio
management services make such investment practices practically achievable
in the country. The emergence of funds like the Tata Mutual Fund Ethical Fund
and the Taurus Mutual Fund Ethical Fund reflects a growing acceptance of
Islamic investment models in the Indian market. Screening Criteria for Ethical
Investments Shariah screening principles guide investors in avoiding
prohibited sectors, including alcohol, gambling, tobacco, and conventional
interest-based financial institutions. The screening process encourages
transparency, ethical business practices, and socially responsible investment.
Both qualitative and quantitative screening methods ensure that investments
adhere to Islamic financial principles. Financial ratios are crucial in the process
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of selecting stocks. This research highlights financial ratio analysis as a key
factor in identifying Shariah-compliant stocks. Ratios concerning debt,
liquidity, and interest income are utilized to assess whether companies meet
Islamic financial standards. These ratios minimize exposure to highly
leveraged companies and contribute to the stability of investment portfolios.

The study concludes that while the growth potential for Islamic finance in
India is substantial, the sector itself remains underdeveloped. This potential is
driven by a growing awareness of ethical investments, a large pool of investors,
and the rise of digital financial platforms. Nevertheless, the sector continues to
face challenges due to a shortage of Shariah-compliant financial products, the
absence of specific regulations for Islamic banking, limited awareness among
investors, and inadequate institutional support. The findings suggest that
Shariah-compliant investing holds significant promise for the future in India.
With the right support through appropriate regulation, increased awareness,
and financial innovation, it can play a vital role in promoting ethical finance,
enhancing financial inclusion, and fostering sustainable economic
development.

"Based on the study's findings, the following recommendations are made
to enhance the development and promotion of Shariah-compliant investment
opportunities in India." "
essential, particularly when it comes to Islamic finance and Shariah-compliant
investment products.” Educational institutions, financial organizations, and
regulatory bodies should conduct financial literacy programs, seminars,
workshops, and awareness campaigns. "This would assist investors in gaining
a clearer understanding of halal investment principles, ethical finance, and the
various investment opportunities available to them." Enhance the Variety of
Shariah-Compliant Financial Products Financial institutions should expand
their offerings to include a broader selection of Shariah-compliant investment
options, such as Islamic mutual funds, Sukuk, ETFs, pension schemes, and
Takaful insurance products. Product diversification would offer investors a
wider range of investment options and enhance participation in halal financial
markets. Enhance Regulatory Support The Government of India and financial

Enhancing awareness through financial education is
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regulators should explore the creation of supportive guidelines and policy
frameworks for Islamic finance and Shariah-compliant investments. A more
transparent regulatory environment would motivate financial institutions to
create innovative halal investment products and enhance investor confidence.

Encourage Research in Islamic Finance Academic institutions and
researchers should undertake more studies in the field of Islamic finance,
ethical investing, and Shariah-compliant financial systems. Future research can
focus on investor behaviour, performance analysis, financial inclusion, ESG
integration, and the role of FinTech in halal investing. Increased academic
research would contribute to policy development and industry growth.

Promote Digital Halal Investment Platforms Technology-based
investment platforms and mobile applications should be encouraged to
provide easy access to Shariah screening tools, ethical portfolios, and halal
investment advisory services. Digital finance can improve transparency,
accessibility, and participation among young investors.

Enhancing Collaboration Between Financial Institutions and Shariah
Scholars Financial institutions should engage closely with Islamic scholars and
Shariah advisory boards to promote transparency, authenticity, and
compliance in their investment products. This collaboration has the potential
to boost investor confidence and enhance the credibility of Islamic financial
services. In summary, these recommendations can foster the long-term
growth of Shariah-compliant investing in India, promoting ethical finance,
sustainable economic development, and financial inclusion.

Conclusion

This study examined the practical application of Islamic Shariah principles
in the Indian stock market by analysing the criteria used to identify Shariah-
compliant investments, the investment opportunities available, and the
challenges influencing their adoption. The findings indicate that, despite the
absence of a comprehensive Islamic banking system, the Indian capital market
provides increasing opportunities for Shariah-compliant investing through
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screened equities, Shariah-compliant mutual funds, exchange-traded funds
(ETFs), and portfolio management services. The analysis further reveals that
sectors such as information technology and pharmaceuticals contain a
relatively higher concentration of companies that satisfy commonly accepted
Shariah screening criteria, thereby offering investors viable halal investment
opportunities.

The study also demonstrates that the practical implementation of Shariah
principles in India is primarily achieved through qualitative screening of
business activities and quantitative financial screening of listed companies.
While these mechanisms enable investors to construct ethically compliant
investment portfolios, the analysis identifies several barriers to wider
adoption, including limited investor awareness, the absence of standardized
Shariah governance, insufficient regulatory support, and the limited
availability of dedicated Islamic financial products. At the same time, emerging
developments in financial technology, digital investment platforms, and the
increasing demand for ethical and sustainable investing are creating
favourable conditions for the future growth of Shariah-compliant investments
in India. The findings of this study contribute to the growing body of literature
on Islamic finance by providing an India-specific assessment of the practical
implementation of Shariah-compliant investing within an emerging market.
The study offers useful insights for policymakers by highlighting the need for
standardized Shariah governance frameworks, supportive regulatory policies,
and greater institutional participation in Islamic capital market development.
For financial institutions and asset management companies, the findings
emphasize the importance of expanding Shariah-compliant investment
products and improving investor awareness through financial education
initiatives. The study also provides practical guidance for investors seeking
ethical and socially responsible investment opportunities that comply with
[slamic principles while participating in India's capital market.

From an academic perspective, this research establishes a foundation for
future empirical investigations into the financial performance of Shariah-
compliant equities, investor behaviour, fintech-enabled Islamic investing, ESG
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integration, and comparative studies between India and other emerging
Islamic finance markets. Such research would further strengthen
understanding of the evolving role of Islamic finance in promoting inclusive,
ethical, and sustainable economic development.
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