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The Role of Laws and Regulations Governing Islamic Finance on the

Limitations of Salam Financing in the Palestinian Agricultural Sector
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ABSTRACT

This study aims to analyses the impact of the legal and regulatory
environment on the application of the Salam contract as a key
Islamic finance tool in supporting the agricultural sector in
Palestine. The Salam contract, which allows for advance payment
in return for future delivery of specified goods, is especially
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suitable for agricultural financing due to the irregular cash flows
and high risks associated with farming cycles. Despite its flexibility
and suitability to farmers’ needs, the implementation of the Salam
contract remains extremely limited within Palestinian Islamic
financial institutions. This limitation stems from several critical
challenges, including the absence of dedicated legislation for
Islamic contracts, the lack of detailed operational instructions from
regulatory authorities, weak institutional Shariah governance, and
low technical capacity within financial institutions. Moreover,
there is a lack of Islamic hedging mechanisms such as crop takaful
or parallel Salam structures. The study adopts a qualitative
analytical approach through semi-structured interviews with
experts and officials from Islamic banks and regulatory bodies,
supported by the analysis of relevant legal and regulatory
documents. The findings reveal a significant regulatory gap that
hinders the effective application of Salam financing. The study
recommends the development of specific laws for Salam, issuing
clear operational guidelines from regulators, strengthening
internal Shariah oversight, capacity building for financial staff, and
launching pilot projects in agricultural areas to promote inclusive
agricultural finance and reduce the funding gap.
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