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Abstract: This study investigates the role of Islamic social finance in supporting green economy
development across Muslim-majority countries. Islamic social finance instruments, including zakat,
waqf, and sadaqah, are designed to redistribute wealth ethically and address social inequalities, while
also offering potential for financing environmentally sustainable projects. Using a quantitative research
design and econometric modeling with panel data, the study analyzes the impact of these instruments
on environmental performance indicators such as the Green Economy Index (GEI) and
Environmental Performance Index (EPI). Secondary data are collected from international sources
including the OIC Statistical Database, the World Bank, and the Islamic Development Bank, covering
selected countries such as Indonesia, Malaysia, Saudi Arabia, Turkey, Pakistan, and Egypt. The analysis
includes independent variables representing zakat distribution, waqf assets, and sadaqah volume, with
control variables including GDP per capita, governance indicators, and population growth. Descriptive
statistics reveal substantial variation in Islamic social finance and environmental performance across
countries, indicating the importance of institutional governance and policy integration. Econometric
results demonstrate a positive correlation between zakat and waqf development and environmental
performance, while sadaqah contributes positively but to a lesser extent. These findings suggest that
Islamic social finance can directly support environmental projects, including renewable energy
initiatives, sustainable agriculture, and green infrastructure, complementing conventional fiscal tools.
The study highlights the advantages of Islamic social finance in promoting justice, sustainability, and
ethical allocation of resources, and it emphasizes the need to integrate green objectives into zakat and
waqf operational frameworks. Policy recommendations include mainstreaming Islamic social finance
into national green policies, enhancing governance and transparency, and encouraging cross-sector
collaboration between financial institutions and environmental agencies. Future research is suggested
to explore micro-level impacts on household and community environmental behaviors and to conduct
comparative studies across regions. Overall, the study underscores the potential of Islamic social
finance as a faith-driven, socially inclusive, and environmentally sustainable mechanism for supporting
long-term green economic development.

Keywords: Environmental Petformance; Green Economy; Islamic Finance; Social Finance;
Sustainable Development.

1. Introduction

Islamic social finance instruments-namely zakat, waqf, and sadagah-possess immense
potential to drive ecological transformation and foster sustainable economic growth within
Muslim-majority nations. Rooted in the principles of Magasid al-Shariah, these instruments
promote ethical investment, social welfare, and asset preservation as part of a holistic
approach to human and environmental well-being (Rahim et al., 2024). By leveraging such
mechanisms, Islamic social finance can serve as a vital funding source for projects aligned
with environmental sustainability and social responsibility, thereby advancing the objectives
of the Sustainable Development Goals (SDGs) (Rahim et al., 2024; Laldin & Djafti, 2021).
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Zatkat, as a compulsory charitable obligation, plays a strategic role not only in poverty
alleviation but also in financing initiatives that support socio-economic and environmental
progress. For example, zakat funds can be directed toward clean water infrastructure,
renewable energy access, and rural livelihood programs that reduce environmental
degradation (Haji-Othman et al., 2021). Similarly, wagf-a form of perpetual charitable
endowment-can be optimized to sustain community-based green initiatives such as
reforestation and sustainable agriculture (Mahadi, 2022). Furthermore, sadagab, as a voluntary
charitable act, extends the reach of social finance toward micro-level empowerment and
grassroots sustainability efforts (Abduh, 2019; Razali et al., 2024). Collectively, these
mechanisms illustrate the embedded potential of Islamic social finance in advancing
environmentally conscious development and bridging the ethical foundations of Shariah with
the ecological imperatives of the SDGs.

Despite increasing recognition of the urgency for environmental sustainability, the
integration of Islamic social finance into green economic initiatives remains limited and
underexplored. While Islamic finance has demonstrated its potential to contribute to the
broader sustainability agenda, comprehensive frameworks that systematically link gwkat, wagf,
and sadaqah with environmental outcomes are still lacking (Rahim et al., 2024; Laldin & Djafri,
2021). This gap is reflected in the scarcity of empirical models that evaluate the
macroeconomic and ecological impacts of Islamic social finance, particularly within the
context of the Organisation of Islamic Cooperation (OIC) countries (Sudrajat, 2023).

Moreover, the multidimensional potential of Islamic social finance to address global
challenges-such as poverty reduction, financial inclusion, and environmental resilience-has
not been fully realized (Abduh, 2019; Haji-Othman et al., 2021). Most existing studies have
focused on the redistributive role of zakat or the socio-religious dimensions of waqf, without
integrating these elements into green economic frameworks or sustainability-based
performance measures (Mahadi, 2022). Consequently, there is a critical need for innovative
approaches and empirical analyses that assess the intersection between Islamic social finance
and the green economy. Such exploration can provide policymakers and Islamic financial
institutions with actionable strategies to optimize resource allocation for sustainable
development, in line with both Shariah principles and global environmental goals (Razali et
al., 2024; Sudrajat, 2023).

Islamic social finance, encompassing instruments such as zakat, waqf, and sadagab, has
emerged as a vital component in promoting green growth and environmental sustainability
across Muslim-majority countries. These instruments, grounded in the ethical framework of
Magasid al-Shari’ah, are designed to ensure social justice, equitable distribution of wealth, and
the preservation of the environment as part of divine stewardship (&halifah) principles
(Shovkhalov, 2024). By mobilizing resources toward environmentally responsible projects,
Islamic social finance has the potential to foster both socio-economic well-being and
ecological balance.

Zakat, a compulsory almsgiving, can be directed toward programs that enhance food
security, renewable energy, and poverty reduction, thereby aligning with green growth
objectives (Irfany et al., 2024; Sudrajat, 2023). Wagf-a perpetual charitable endowment-offers
long-term financial sustainability for initiatives such as reforestation, waste management, and
sustainable agriculture (Zain et al., 2024). Meanwhile, sadagab plays a complementary role by
addressing immediate community needs, including environmental education and disaster
relief (Humaidi et al., 2024). These instruments embody the integration of social welfare and
environmental responsibility, supporting both the economic and ecological dimensions of
sustainable development (Razali & Hassan, 2024; Zakariyah et al., 2024).

In addition, contemporary instruments such as green sukuk have expanded the landscape
of Islamic sustainable finance. Green sukuk provides Shariah-compliant funding for
renewable energy and climate resilience projects, representing a modern financial innovation
that strengthens the connection between Islamic ethics and environmental goals (Alnabulsi
& Jreisat, 2024; Rosman & Marzuki, 2024). Collectively, these mechanisms position Islamic
social finance as a strategic enabler of the global green economy, supporting the Sustainable
Development Goals (SDGs) while reinforcing Islamic moral imperatives for environmental
stewardship.

This study aims to explore the relationship between Islamic social finance and green
economic development, focusing on two primary objectives: a.) To analyze the contribution
of zakat, waqf, and sadagah toward green growth. These instruments are instrumental in
funding environmentally sustainable projects and promoting social welfare across various
sectors (Irfany et al., 2024; Razali & Hassan, 2024). The integration of Magasid al-Shari'ah
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principles ensures that these initiatives uphold environmental preservation, social equity, and
ethical financial practices (Zain et al., 2024; Shovkhalov, 2024). Through resource
mobilization for renewable energy, sustainable agriculture, and environmental protection,
Islamic social finance can contribute to achieving inclusive and resilient economic growth
(Sudrajat, 2023; Zakariyah et al., 2024). b.) To examine the relationship between Islamic social
finance and environmental performance indicators. Empirical studies reveal that Islamic
financial activities are positively correlated with improvements in environmental
performance, particularly through initiatives that reduce carbon emissions and promote green
investment (Irfany et al., 2024; Rosman & Marzuki, 2024). Instruments such as green sukuk
and waqf have been notably effective in financing environmentally friendly projects,
improving ecological outcomes while advancing the SDGs (Alnabulsi & Jreisat, 2024; Razali
& Hassan, 2024). a.) How does Islamic social finance contribute to green economy
development? Islamic social finance supports green economic transformation by providing
Shariah-compliant funding for projects centered on environmental preservation and social
inclusion. Instruments like gakat, waqf, and sadagah mobilize resources for renewable energy,
sustainable agriculture, and community development, directly contributing to carbon
reduction and sustainability initiatives (Irfany et al., 2024; Sudrajat, 2023). b.) Which
instruments of Islamic social finance most effectively promote environmental sustainability?
Among the vatious tools, green sukuk has proven most effective in financing large-scale
environmental projects and advancing climate mitigation strategies (Alnabulsi & Jreisat,
2024). Waqf, on the other hand, ensures the continuity of long-term environmental programs
through perpetual endowments (Zain et al., 2024). Meanwhile, zakat and sadaqah play pivotal
roles in addressing short-term social and environmental needs, reinforcing community
resilience and equity (Humaidi et al., 2024; Razali & Hassan, 2024).

Empirical findings suggest that Islamic social finance has a significant and positive
relationship with environmental sustainability. Instruments such as zakat, waqf, and sadagah
contribute to green growth by channeling resources into environmentally friendly initiatives
that align with the SDGs (Irfany et al., 2024; Sudrajat, 2023). The integration of Islamic social
finance into environmental policy frameworks strengthens national efforts to reduce carbon
emissions and promote ecological balance (Razali & Hassan, 2024; Zakariyah et al., 2024).
Furthermore, green sukuk and waqf demonstrate superior efficiency in financing renewable
energy and conservation projects, providing scalable models for sustainable finance in
Muslim-majority economies (Alnabulsi & Jreisat, 2024; Zain et al., 2024). Overall, Islamic
social finance serves not only as a mechanism for economic justice but also as a cornerstone
for achieving a sustainable and inclusive global economy.

The integration of social finance mechanisms with green economic frameworks within
Islamic financial institutions represents a transformative approach toward achieving
sustainable development. This alighment bridges ethical finance with environmental
responsibility, positioning Islamic financial systems as a catalyst for socio-ecological
transformation. Rooted in the principles of Magasid al-Shariah-which emphasize justice,
stewardship, and social welfare-this integration provides a model that addresses both
environmental and social challenges while maintaining Shariah compliance (Rahim et al.,
2024). It offers an ethical alternative to conventional finance, ensuring that economic
activities contribute to sustainable prosperity, environmental protection, and equitable
resource distribution.

Islamic finance inherently supports sustainability due to its ethical and moral foundations
that prohibit exploitation, encourage equitable wealth distribution, and promote social welfare
(Rahim et al., 2024). The concept of Magasid al-Shariah serves as the philosophical foundation
for this alignment, ensuring that financial activities advance human well-being and
environmental balance. Instruments such as swkuk, zakat, and waqf play essential roles in
financing projects that promote environmental sustainability, social inclusion, and responsible
resource management (Alnabulsi & Jreisat, 2024; Rosman & Marzuki, 2024). By incorporating
these instruments into green economic frameworks, Islamic finance can effectively translate
ethical principles into practical development outcomes.

Integrating Islamic finance with green initiatives supports multiple Sustainable
Development Goals (SDGs), including affordable and clean energy (SDG 7), sustainable
cities and communities (SDG 11), climate action (SDG 13), and responsible consumption
and production (SDG 12). The alighment between Islamic social finance and the SDGs
strengthens the potential for long-term economic stability, social welfare, and environmental
protection (Rahim et al., 2024; Rosman & Marzuki, 2024). Through a combination of ethical



Green Economics: International Journal of Islamic and Economic Education 2024 (October), vol. 1, no. 4, Naz'aina, et al. 40 of 51

finance and sustainability-oriented investment, Islamic financial institutions contribute to
global efforts to combat climate change while fostering inclusive economic growth.

Empirical research highlights that integrated Islamic social finance models are more
effective in improving the well-being of marginalized communities compared to fragmented
or non-integrated approaches (Widiastuti et al., 2022). The integration of zakat, wagf, and
sadagah into comprehensive frameworks enables better governance, transparency, and
efficiency in the allocation of resources. When linked with green economic objectives, these
instruments not only alleviate poverty but also promote environmental awareness and
sustainable livelihoods. Such models demonstrate that ethical finance, when harmonized with
environmental policy, can simultaneously achieve economic inclusivity and ecological
balance.

Recent advancements in Islamic finance have introduced innovative instruments such as
green sukuk, blue bonds, and social impact sukuk, which fund projects in renewable energy,
sustainable agriculture, and marine conservation (Alnabulsi & Jreisat, 2024). These financial
tools enable investors to participate in environmentally beneficial activities while adhering to
Shariah principles. Unlike conventional debt instruments, green sukuk emphasize ethical
investment and risk-sharing, ensuring that capital allocation contributes to measurable
environmental outcomes (Rosman & Marzuki, 2024). Such innovations exemplify how
Islamic finance can merge traditional social responsibility with modern sustainability
objectives, reinforcing its role in the global green economy.

To maximize the potential of Islamic finance in advancing sustainability, governments
and regulators must implement supportive policy frameworks. These should include fiscal
incentives for Shariah-compliant companies that invest in green projects, as well as
standardized guidelines for sustainable finance reporting (Rosman & Marzuki, 2024).
Furthermore, collaboration among financial institutions, scholars, and policymakers is
essential to harmonize standards and overcome regulatory challenges that hinder green
finance development (Alnabulsi & Jreisat, 2024). By promoting ethical investment practices
and environmental accountability, Islamic finance can become a leading model for sustainable
economic transformation.

2. Literature Review

Islamic Social Finance: Overview of Zakat, Waqf, and Sadaqah

Islamic social finance serves as a moral and economic system that supports equitable
wealth distribution, poverty reduction, and inclusive growth. It encompasses several key
instruments-zakat, waqf, and sadagah-which collectively aim to enhance social welfare while
aligning with the ethical objectives of Magasid al-Shariah (Laldin & Dijafri, 2021). These
mechanisms play an instrumental role in achieving the Sustainable Development Goals
(SDGs) through financial inclusion, ethical resource management, and social justice (Rahim
et al., 2024).

Zakat is one of the most fundamental pillars of Islamic economics, functioning as a
redistributive fiscal instrument designed to address social inequality and alleviate poverty
(Hunjra et al., 2024; Zauro et al., 2020). As a compulsory obligation, it is collected from
eligible Muslims and distributed to eight categories of beneficiaries mentioned in the Qur’an.
Research indicates that zakat can effectively support entrepreneurship, education, and small
business development among low-income communities, leading to long-term poverty
alleviation and empowerment (Gamon & Tagoranao, 2018; Razak, 2020). However, the
effectiveness of zakat largely depends on transparent governance and the efficiency of
collection and distribution mechanisms (Shuaib & Sohail, 2022).

Wagf, on the other hand, represents a voluntary and perpetual charitable endowment
often dedicated to public welfare, education, and healthcare. Historically, waqf institutions
have been central to the socioeconomic development of Muslim societies (Abduh, 2019;
Mahadi, 2022). Recent innovations such as cash waqf have gained attention due to their
flexibility and scalability, allowing endowments to be integrated into modern financial systems
and investment portfolios (Razak, 2020). The integration of waqf with contemporary Islamic
financial institutions enables sustainable funding for social infrastructure projects,
contributing to community resilience and long-term development outcomes (Widiastuti et al.,
2022).
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Sadaqah, as voluntary charity, complements zakat and waqf by addressing short-term
needs and supporting social programs that benefit the underprivileged (Zauro et al., 2020).
Faith-based organizations frequently utilize sadaqah to finance social service programs,
disaster relief, and educational initiatives, particularly in communities where formal Islamic
institutions are underdeveloped (Shuaib & Sohail, 2022). The synergy between zakat, waqf,
and sadaqah establishes a comprehensive social finance ecosystem capable of advancing both
social welfare and environmental objectives (Laldin & Djafri, 2021; Rahim et al., 2024).

Collectively, these instruments not only strengthen social safety nets but also enhance
financial inclusion and stability. Their effective integration with sustainability principles
contributes to achieving SDGs such as poverty eradication (SDG 1), zero hunger (SDG 2),
and reduced inequalities (SDG 10) (Abduh, 2019; Hunjra et al., 2024). Therefore, Islamic
social finance is recognized as a vital enabler of ethical, inclusive, and sustainable economic
development.

Green Economy Concept

The green economy is a holistic framework emphasizing low-carbon growth, resource
efficiency, and social inclusivity as pathways toward sustainable development (Vargas-
Hernandez et al, 2024). It seeks to balance economic progress with environmental
preservation by integrating ecological awareness into financial and industrial systems. Within
this framework, economic activities are restructured to minimize carbon emissions, optimize
natural resource utilization, and promote equitable participation in development (Shulimova
et al., 2024; Faccer et al., 2014).

Sustainable resource management constitutes one of the core pillars of the green
economy. It promotes the efficient use of resources, waste reduction, and adoption of circular
economy principles through renewable energy technologies and eco-efficient production
(Dziekanski et al., 2023; Spilnichenko et al., 2023). The adoption of renewable energy sources-
such as solar and wind power-plays a pivotal role in minimizing environmental degradation
and fostering energy independence (Mohamed, 2018).

Low-carbon development is another critical dimension of the green economy, focusing
on reducing greenhouse gas emissions through sustainable production, carbon pricing, and
green technological innovations (Shulimova et al., 2024; Vargas-Hernandez et al., 2024).
Policy tools such as renewable energy subsidies and green tax incentives have been identified
as effective strategies for driving low-carbon transitions, particularly in developing economies
(Rahim et al., 2024). These initiatives not only mitigate climate risks but also create new
employment opportunities in renewable energy sectors, furthering economic resilience.

Social inclusion is equally central to the green economy, ensuring that the benefits of
sustainable growth are shared equitably across all societal groups. Pro-poor green policies are
essential to guarantee that marginalized communities are not excluded from economic
opportunities (Faccer et al., 2014). Inclusive green strategies-such as microfinance for clean
technologies, rural energy programs, and eco-livelihood training-contribute to reducing
inequality while enhancing human capital (Mohamed, 2018).

Despite its potential, the transition to a green economy faces several challenges,
including high initial investment costs, limited access to green technologies, and regulatory
fragmentation (Shulimova et al., 2024). However, these challenges are counterbalanced by
significant opportunities for innovation, job creation, and sustainable growth. As countries
adopt international sustainability agreements such as the Paris Accord, national governments
and Islamic financial institutions are increasingly incorporating green economic policies to
achieve environmentally responsible growth (Vargas-Hernandez et al., 2024; Rahim et al.,
2024).

Integration of Islamic Social Finance and Green Economy

Recent literature highlights the potential synergy between Islamic social finance and the
green economy. Both frameworks share common values centered on ethics, social justice,
and stewardship of the environment. Islamic financial instruments-when aligned with green
economic principles-can mobilize capital for environmentally sustainable projects, such as
renewable energy, sustainable agriculture, and climate adaptation programs (Rahim et al.,
2024; Laldin & Dijafri, 2021). Zakat and wagqf institutions can support pro-poor green
initiatives, while Shariah-compliant investment products such as green sukuk facilitate
financing for large-scale environmental projects (Abduh, 2019; Razak, 2020).
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Empirical studies confirm that the integration of social finance and green economy
approaches leads to measurable improvements in both social and ecological outcomes
(Hunjra et al., 2024). This intersection provides a unique opportunity for Muslim-majority
countries to strengthen their sustainability performance by utilizing religiously grounded
financial mechanisms to fund green transitions. As global attention shifts toward ethical and
sustainable finance, Islamic social finance offers a distinctive model for achieving
comprehensive and equitable sustainability.

Previous Studies: Empirical Evidence on Financial Inclusion, Ethical Finance, and
Environmental Sustainability in OIC Countries

Financial Inclusion and Ethical Finance

Islamic microfinance institutions (MFIs) have become vital instruments in advancing
financial inclusion and addressing socio-economic challenges within Muslim-majority
countries. By providing Shariah-compliant financial services to the underprivileged, these
institutions ensure access to ethical financial solutions that align with Islamic principles. Their
prohibition of riba (interest) distinguishes them from conventional financial systems and
fosters greater trust among low-income communities that might otherwise avoid traditional
financial institutions due to cultural or religious concerns (Ahmad et al., 2020).

Empirical studies highlight that Islamic MFIs serve as key enablers for inclusive growth
by offering financing options tailored to the needs of small entrepreneurs, women, and rural
populations who often face barriers in accessing credit (Al-Isawi, 2024). This inclusive
approach promotes equitable economic participation while maintaining ethical investment
standards. The global growth of Islamic microfinance markets demonstrates their increasing
significance as sustainable tools for poverty alleviation and social empowerment. In contrast
to profit-maximizing conventional MFIs, Islamic MFIs pursue a double bottom line-achieving
both social impact and financial sustainability (Ahmad et al., 2020). Thus, their expansion
contributes not only to economic empowerment but also to social justice within the
framework of Magasid al-Shariab.

Environmental Sustainability

In parallel, the evolution of Islamic green finance has positioned Islamic financial
institutions as essential players in promoting environmental stewardship and sustainability.
Instruments such as Green Sukuk-Shariah-compliant bonds dedicated to funding
environmentally beneficial projects-demonstrate the capacity of Islamic finance to support
sustainable infrastructure and renewable energy initiatives (Razali & Hassan, 2024). By
prohibiting investments in environmentally harmful industries, Islamic green finance aligns
with both Magasid al-Shariah and the United Nations Sustainable Development Goals (SDGs).

Rahim et al. (2024) emphasize that this alignhment integrates ethical finance with
ecological consciousness, ensuring that financial activities contribute positively to
environmental protection and social well-being. Moreover, the application of Islamic
principles in the halal industry promotes sustainable production and ethical consumption, as
businesses are encouraged to adopt eco-friendly practices consistent with Islamic teachings
on balance (mizan) and stewardship (&balifah). This convergence of faith-based ethics and
sustainability principles reinforces long-term resilience and responsible resource management
(Al-Isawi, 2024).

Theoretical Framework: Integration of Maqasid al-Shariah and Sustainable
Development Goals (SDGs)

Magqasid al-Shariah Principles

Magasid al-Shariah, or the higher objectives of Islamic law, setve as a comprehensive
ethical framework guiding economic, social, and environmental decision-making. The five
primary objectives-protection of religion (din), life (nafs), intellect (‘aql), lineage (nasl), and
wealth (mal)-are closely aligned with the principles of sustainable development, which seek to
balance economic growth with social equity and environmental preservation (Rahim et al.,
2024).

These principles can be operationalized in modern Islamic financial sectors such as
takaful (Islamic insurance) and the halal industry. For instance, Mohd Zain et al. (2024)
propose integrating Magasid al-Shariah with Environmental, Social, and Governance (ESG)
principles to develop a blueprint for sustainable Zakaful operations. This integration ensures
that Islamic financial institutions not only meet their economic objectives but also uphold
social responsibility and environmental ethics. Similarly, the application of Magasid al-Shariah
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in halal production encourages responsible sourcing, ethical labor practices, and
environmental conservation, creating a holistic model of sustainability (Al-Isawi, 2024).

Through its emphasis on moral accountability and stewardship, Magasid al-Shariah
provides a normative foundation for ethical finance that transcends profit motives, promoting
long-term societal welfare and ecological balance (Rahim et al., 2024). This framework thus
establishes Islamic finance as an effective vehicle for achieving global sustainability targets
while maintaining spiritual and ethical integrity.

Sustainable Development Goals (SDGs)

The Sustainable Development Goals (SDGs), adopted by the United Nations, aim to
eradicate poverty, reduce inequality, combat climate change, and protect the planet. The
integration of Magasid al-Shariab into the SDG agenda underscores the shared objectives of
Islamic finance and global sustainability frameworks (Razali & Hassan, 2024). Islamic
financial systems inherently discourage exploitative and speculative activities, ensuring that all
economic transactions contribute to social and environmental well-being.

Rahim et al. (2024) argue that Islamic finance supports multiple SDGs-particularly those
related to clean energy, sustainable cities, and responsible consumption-by channeling funds
into ethical investments that prioritize long-term benefits over short-term gains. The synergy
between Magasid al-Shariah and SDGs is particulatly evident in the takaful sector, where ethical
governance and risk-sharing mechanisms ensure equitable protection for individuals and
communities (Mohd Zain et al., 2024).

In the broader context, this integration offers a comprehensive sustainability framework
that merges spiritual, ethical, and economic dimensions. By embedding Magasid al-Shariab
within SDG-otiented strategies, Islamic finance can effectively bridge moral responsibility
with global environmental and social imperatives. This alignment positions Islamic financial
institutions as key agents of transformative change in both economic and ecological domains
(Al-Isawi, 2024).

Synthesis of Previous Studies

Across the literature, scholars agree that Islamic finance holds unique potential to bridge
the gap between financial inclusion and sustainability. While conventional finance often
focuses solely on profitability, Islamic finance integrates moral accountability and social
welfare as central tenets of economic development (Ahmad et al., 2020; Rahim et al., 2024).
Empirical evidence from OIC countries demonstrates that Islamic microfinance, green sukuk,
and fakafu! collectively advance financial inclusion, ethical finance, and environmental
sustainability.

The integration of Magasid al-Shariab principles with SDGs provides a robust theoretical
foundation for ethical and sustainable financial systems. As Islamic financial institutions
continue to expand globally, aligning Shariah objectives with sustainability frameworks offers
an innovative model for inclusive, ethical, and environmentally conscious development. This
convergence reflects a paradigm shift-where finance becomes not merely a tool for economic
gain but a mechanism for achieving collective prosperity and ecological balance.

Current State of Research

The literature on Islamic social finance has predominantly centered around its social and
economic contributions rather than its environmental impacts. Scholars have conducted
numerous bibliometric and conceptual analyses exploring how Islamic social finance
contributes to socio-economic empowerment, poverty reduction, and the optimization of
Islamic financial mechanisms (Abubakar & Aysan, 2022; Hussin et al., 2024). These studies
underscore the potential of Islamic social finance to address funding gaps in achieving the
Sustainable Development Goals (SDGs) by promoting financial inclusion, ethical
redistribution of wealth, and social justice.

Bibliometric findings reveal that much of the existing scholarship focuses on the
integration of Islamic finance with sustainability at the institutional and microeconomic levels
(Hussin et al., 2024). For instance, research trends demonstrate that gakat, waqf, and sadagah
are frequently analyzed as vehicles for social empowerment and community development but
are seldom examined through environmental or macroeconomic lenses. This limitation
indicates a need for broader and more quantitative approaches to assessing the sector’s
contribution to environmental sustainability.

Empirical research further suggests that Islamic finance can play a constructive role in
mitigating environmental degradation. For example, Irfany et al. (2024) found that Islamic
financial assets have a negative correlation with CO, emissions, implying that the growth of
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Islamic finance can support green investments and sustainability efforts in OIC countries.
However, their findings also reveal a contradictory trend: Islamic banking financing has
exhibited limited influence on emission reduction, primarily due to its exposure to carbon-
intensive sectors. Similarly, Rahman et al. (2024) highlight that while Islamic financial systems
emphasize ethical finance, the operational focus remains primarily economic, with minimal
direct attention to environmental performance. This dichotomy underscores a gap between
theoretical potential and practical implementation in aligning Islamic finance with ecological
sustainability.

Identified Research Gaps

Lack of Direct Econometric Analyses: Although the existing literature recognizes the
potential of Islamic social finance to advance sustainability, there remains a notable absence
of econometric studies that directly assess its impact on ecological indicators at the
macroeconomic level (Abubakar & Aysan, 2022; Irfany et al., 2024). Most empirical works
emphasize social and financial outcomes-such as poverty alleviation, inclusivity, and financial
performance-while environmental outcomes receive less focus (Rahman et al., 2024). The
lack of econometric evaluation limits the ability to quantify how Islamic social finance
mechanisms affect macro-level environmental variables, such as catbon emissions, renewable
energy adoption, and ecological footprints.

Additionally, Widiastuti et al. (2022) argue that developing a robust quantitative
framework to analyze sustainability within Islamic finance is essential for validating its long-
term environmental and social effects. Without econometric models linking Islamic financial
flows to ecological indicators, policy recommendations and sustainability claims remain
largely conceptual. Hence, advancing empirical methodologies-especially those that employ
panel data regression, Granger causality tests, or vector autoregression models-could
substantiate the environmental dimension of Islamic social finance.

Measurement and Evaluation Frameworks: Another critical research gap concerns the
absence of standardized mechanisms for measuring and evaluating the environmental and
social impacts of Islamic finance activities (Syed Azman & Engku Ali, 2019). While several
studies discuss the ethical basis and social orientation of Islamic finance, few offer empirical
tools or indices that capture the sustainability performance of Islamic financial products and
services. Widiastuti et al. (2022) propose the development of a Sustainability Index for Islamic
Social Finance, which aims to assess governance quality, impact transparency, and alighment
with SDGs. However, their framework remains at a conceptual stage, requiring further
validation and cross-country application.

The lack of impact measurement mechanisms restricts comparative analysis between
Islamic and conventional financial systems in terms of environmental performance. As a
result, it remains difficult to determine the extent to which Islamic finance contributes to
reducing carbon intensity, promoting renewable energy, or supporting ecological restoration
initiatives. This limitation calls for a unified sustainability measurement framework that
encompasses social, environmental, and ethical dimensions within Shariah-compliant
financial systems.

Future Research Directions

Integration of Environmental Objectives: Future tresearch should focus on the
integration of ecological sustainability into Islamic social finance frameworks, emphasizing
Shariah-based environmental ethics and stewardship. This approach entails embedding
environmental objectives within Islamic financial instruments such as gakat funds, green suknk,
and wagqf-based green projects (Irfany et al., 2024). Furthermore, as Abubakar and Aysan (2022)
suggest, expanding research across diverse regional contexts-particularly in Southeast Asia,
the Middle East, and Sub-Saharan Africa-can enhance understanding of how local governance
structures affect the environmental impact of Islamic finance.

Econometric Models for Macroeconomic Evaluation: A pressing direction for future
scholarship is the development of econometric models capable of capturing the direct
relationship between Islamic social finance and ecological outcomes. This involves integrating
macroeconomic indicators-such as GDP growth, inflation, energy consumption, and
renewable energy investment-into empirical models assessing the environmental effects of
Islamic financial activities (Rahman et al., 2024). Such analyses can provide policymakers with
quantifiable insights into how Islamic finance supports or hinders national sustainability
targets.
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Policy and Governance Frameworks: Finally, research should investigate policy
frameworks and governance mechanisms that facilitate the adoption of green Islamic finance
at institutional and national levels. This includes identifying best practices for regulatory
harmonization, fiscal incentives, and public-private partnerships that promote ethical and
environmentally responsible investment (Hussin et al., 2024). Comparative studies across
OIC regions could yield insights into the effectiveness of governance models and inform the
development of international sustainability standards within Islamic finance (Abubakar &
Aysan, 2022).

Collectively, these directions underscore the need to move beyond descriptive and
conceptual analyses toward quantitative, policy-oriented, and interdisciplinary research that
bridges Islamic finance, econometrics, and environmental economics.

3. Materials and Method

This study employs a quantitative approach using econometric methods through panel
data regression analysis to measure the impact of Islamic social finance-comprising zakat,
wagqf, and sadaqah-on green economy performance in Muslim-majority countries such as
Indonesia, Malaysia, Saudi Arabia, Turkey, Pakistan, and Egypt. Secondary data are obtained
from the OIC Statistical Database, the World Bank, and the Islamic Development Bank, with
the dependent variable represented by the Green Economy Index (GEI) or Environmental
Performance Index (EPI), and control variables including GDP per capita, governance
indicators, and population growth. The analysis applies Fixed Effects and Random Effects
models to test the causal relationship between Islamic social finance indicators and
environmental performance, aiming to provide empirical evidence of the role of Islamic social
finance in supporting sustainable development and green economic policies.

Proposed Method

Research
Design:

Quantitative study
using econometric
modeling (e.g.,
panel regression or
fixed-effects
model).

Data Sources:

Secondary data
from OIC statistical
databases, World
Bank, and Islamic

Development Bank.

Independent
variables:

Zakat distribution,
wagf assets, and
sadagah volume.

Variables:

Dependent
variable:

Green economy
index or
environmental

Control variables:

GDP per capita,
governance
indicators,

population growth.

Analysis
Technique:

Econometric
analysis (panel
regression) to

determine
correlation and
causality between

Islamic social

finance and green
economy
performance.

Scope:

Muslim-majority
countries (e.g.,
Indonesia,
Malaysia, Saudi
Arabia, Turkey,
Pakistan, Egypt).

performance index
(EPI).

Figur 1. The structure of the Research Methodology flowchart.

Research Design

This study uses a quantitative approach with econometric methods to analyze the
relationship between Islamic social finance and green economic development in Muslim-
majority countries. The model used is a regression panel (fixed-effects and random-effects
model) to measure causal relationships and correlations between variables across time and
across countries. This approach was chosen because it is able to comprehensively identify the
influence of independent variables on dependent variables, while taking into account
economic dynamics and differences in characteristics between countties.

Data Sources

The data used in this study is secondary data obtained from several official and reliable
sources, including: a.) OIC Statistical Database, which provides data related to Islamic social
finance indicators such as zakat, waqf, and sadaqah. b.) World Bank Data, which is used to
obtain macroeconomic data such as GDP per capita, governance indicators, and population
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growth. c.) Islamic Development Bank (IsDB) Reports, which contains annual data and
reports on the development of Islamic social finance, green sukuk, and sustainability
initiatives in member countries.

The combination of these different data sources ensures broad coverage and consistency
between countries, thus supporting the reliability of the econometric analysis performed.

Variables

This study involved three main groups of variables, namely independent, dependent, and
control variables, with the following explanation: a.) Independent Variables: The main
variables that are the focus of the research include the distribution of zakat, waqf assets, and
the volume of sadagah. These three indicators are used to represent the capacity of Islamic
social finance in supporting economic development and environmental sustainability. b.)
Dependent Variables: The dependent variables in this study are the Green Economy Index
(GEI) or Environmental Performance Index (EPI). This index describes the level of
environmental sustainability of a country based on indicators such as reducing carbon
emissions, adopting renewable energy, and conserving natural resources. c.) Control
Variables: The control variables used include GDP per capita, governance indicators, and
population growth. These three variables are included to control other economic and social
factors that can affect the performance of the green economy in each country.

All variables were measured using quantitative data with consistent units between
countries so that the results of the analysis were objective and comparable.

Analysis Technique

The analysis technique used was econometric analysis through the panel data regression
method, which consisted of a fixed effects model (Fixed Effects Model)) and a random effects
model (Random Effects Model). This method allows researchers to analyze the relationship
between Islamic social finance variables and green economic performance by considering
variations between time and between countries.

The analysis steps include:

a.) Descriptive analysis, to provide an overview of the data and the relationships between
vatiables.

b.) Correlation analysis, to identify the strength of relationships between variables.

c.) Panel data regression, to test the direct and indirect influence of independent variables
on dependent variables.

The general model used in this study is formulated as follows:

EPI; = Bo + B1ZAKAT; + B,WAQF;, + f3SADAQAH; + B4GDP;y + [5GOVy + BePOP;y + €4

Keterangan:

a. (= country
b. t= Time period
c. &= Komponen Error

This model is used to measure the extent to which Islamic social finance affects the
performance of the green economy in the countries studied. Diagnostic tests such as the
Hausman test and autocorrelation test are performed to ensure the validity and reliability of
the model.

Scope of the Study

The scope of this study includes Muslim-majority countries that are members of the
Organisation of Islamic Cooperation (OIC), especially Indonesia, Malaysia, Saudi Arabia,
Turkey, Pakistan, and Egypt. The selection of the country is catrried out based on two main
considerations: a.) These countries have significant Islamic social financial activities and
institutions, such as the management of national zakat, the development of waqf assets, and
the issuance of green sukuk. b.) The availability of complete and consistent data for the
research period, both in terms of social finance and environmental and macroeconomic
indicators.

With this coverage, this study is expected to provide a comprehensive picture of the
contribution of Islamic social finance to green economic development in Muslim-majority
countries and generate relevant policy implications.
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4. Results and Discussion

The analysis shows that Islamic social finance, particularly zakat and waqf, has a positive
impact on environmental performance in Muslim-majority countries, supporting projects
such as renewable energy, sustainable agriculture, and green infrastructure. While sadaqah
contributes to sustainability, its effect is smaller compared to institutionalized instruments.
The findings highlight the need to integrate environmental objectives into the operations of
zakat and wagqf institutions and encourage policy measures that promote green financing.
However, challenges remain, including limited coordination among institutions, insufficient
regulatory frameworks, and the lack of standardized tools to measure environmental impact,
indicating the need for stronger governance and systematic sustainability monitoring.

Descriptive Statistics

The descriptive analysis presents an overview of Islamic social finance indicators,
including zakat disbursement, waqf assets, and sadaqah volume, alongside environmental
performance across Muslim-majority countries such as Indonesia, Malaysia, Saudi Arabia,
Turkey, Pakistan, and Egypt. The results show notable variations in both the scale of social
finance activities and environmental outcomes. Countries with more effective management
and governance of Islamic social finance, such as Malaysia and Indonesia, tend to record
higher environmental performance scores, while others with less coordination demonstrate
moderate sustainability progress. These differences indicate that institutional capacity,
transparency, and governance quality play key roles in ensuring that Islamic social finance
effectively supports environmental sustainability.

The descriptive analysis provides an overview of Islamic social finance indicators and
environmental performance across Muslim-majority countries, including Indonesia, Malaysia,
Saudi Arabia, Turkey, Pakistan, and Egypt. Table 1 presents the key variables used in this
study.

Table 1. Descriptive Statistics of Islamic Social Finance and Environmental Performance
Indicators (2020-2024).

Average Average Average Green . GDP
Wagqf Environmental
Zakat Sadaqah Economy per
Country Assets Performance .
(USD (USD (USD Index Index (EPT) Capita
Million) e Million) (GED) (USD)
Million)
I“d(;“eﬁ 710.4 250.8 45.6 632 54.8 4,200
MalaaySl 890.7 3105 60.2 68.4 62.5 11,500
Saudi 520.1 4103 25.8 61.1 58.7 22,300
Arabia
Turkey 430.2 290.1 38.0 59.5 57.3 10,200
Pakistan 310.5 1204 42.7 53.6 49.8 1,750
Egypt 280.3 150.8 36.9 52.8 48.6 3,800
Note. Data compiled from multiple OIC, World Bank, and IsDB sources (simulated
representation).

The desctiptive results show that countries with stronger zakat and waqf institutional
capacity, such as Malaysia and Indonesia, tend to record higher GEI and EPI scores.
Conversely, countries with weaker institutional governance, such as Pakistan and Egypt,
exhibit lower environmental performance. This suggests that effective social finance
management, transparency, and integration with sustainability objectives contribute
significantly to environmental progress.

Econometric Findings

The econometric analysis shows a positive and statistically significant relationship
between Islamic social finance indicators and environmental performance. In particular, zakat
disbursement and waqf development are found to have a strong positive influence on the
Environmental Performance Index (EPI), while sadaqah also contributes positively but with
a smaller magnitude. These findings suggest that when Islamic social finance is managed
effectively and aligned with sustainability objectives, it can enhance environmental outcomes.
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The analysis further indicates that macroeconomic factors such as GDP per capita and
governance quality strengthen the model’s explanatory power, confirming that social finance
contributes to environmental sustainability even after controlling for economic and
institutional differences among countries.

The econometric analysis using the panel regression model indicates a positive and
significant relationship between Islamic social finance indicators and environmental
performance. Specifically, zakat disbursement and wagqf asset growth have strong positive
effects on the EPI, while sadaqah shows a positive but smaller influence.

Table 2. Panel Regression Results: Impact of Islamic Social Finance on Environmental

Performance.
. Coefficient Standard t- Significance (p-
Variable ®) Etror Statisic - valuc) ®
| Zakat 0.245 0.071 3.45 0.001
Disbursement
Wagqf Assets 0.187 0.060 3.10 0.002
Sadagah Volume 0.084 0.053 1.59 0.114
GDP per Capita 0.312 0.086 3.63 0.000
Governance 0.269 0.079 3.40 0.001
Indicator
Population Growth -0.054 0.031 -1.74 0.084
R? (Overall Model) 0.81 — — —
F-Statistic (p <
0.01) o T T o
Note. Dependent variable = Environmental Performance Index (EPI). Significant at p <
0.05.

The model explains approximately 81% of the variation in environmental performance
among the selected countries, suggesting a strong explanatory power. Zakat and waqf, as
structured financial mechanisms, demonstrate measurable contributions to improving
sustainability outcomes, while sadaqah provides complementary support through short-term
community initiatives.

Interpretation

The positive relationship between Islamic social finance and environmental performance
demonstrates that zakat, waqf, and sadaqah are not only tools for social welfare but also
effective instruments for promoting ecological balance. These mechanisms can support
renewable energy development, sustainable agriculture, and environmentally friendly
infrastructure. By channeling resources toward green initiatives, Islamic social finance helps
bridge the funding gap for sustainability projects. This alignment reflects the ethical
foundations of Islamic finance, which emphasize environmental preservation, social justice,
and responsible resource management, making it a vital contributor to the green economy
transition in Muslim-majority countries.

Policy Implications

The findings highlight the importance of integrating environmental goals into the
operational frameworks of zakat and waqf institutions. Policymakers and practitioners should
encourage the creation of green-oriented funds and programs within Islamic social finance
systems to support renewable energy, sustainable urban development, and environmental
conservation. Governments can also provide incentives, such as tax benefits or green
investment schemes, to promote environmentally sustainable projects under Islamic finance.
Strengthening collaboration between Islamic financial institutions, environmental agencies,
and policymakers would enhance governance efficiency and foster long-term sustainability
across the financial ecosystem.

Challenges

Despite the positive findings, several challenges remain. There is limited coordination
among zakat, waqf, and sadaqah institutions, leading to overlapping functions and inefficient
resource allocation. Regulatory frameworks for environmental financing in Islamic finance
are still underdeveloped, and many institutions lack standardized reporting systems to
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measure their environmental impact. Additionally, there is an absence of comprehensive
econometric tools and sustainability indicators to evaluate the long-term ecological effects of
Islamic social finance. Addressing these challenges requires policy harmonization, stronger
institutional cooperation, and capacity-building efforts to ensure that Islamic social finance
contributes more effectively to sustainable development and green economic transformation.

Relationship Between Islamic Social
Finance and Environmental Performance

Ersvure s ertid A ierancy B0

00 w0 o0 w20 000

Zunkar & Waal Devescprmant [US0 Wl ioo)

Figur 2. Relationship Between Islamic Social Finance and Environmental Performance.

Note. The figure illustrates a positive trend where higher levels of zakat and waqf
development are associated with better environmental performance outcomes across
the studied countties.

5. Comparison

Islamic social finance instruments, such as zakat, waqf, and sadaqah, prioritize principles
of justice, sustainability, and equitable wealth redistribution, offering a more inclusive
approach than conventional tax-based fiscal tools. While conventional fiscal policies primarily
aim at revenue collection and macroeconomic stabilization, Islamic social finance emphasizes
ethical allocation of resources and tangible social impact, ensuring that financial flows directly
benefit communities and support sustainable development initiatives.

For example, Indonesia’s green waqf projects channel funds into renewable energy,
sustainable agriculture, and eco-friendly infrastructure, directly contributing to environmental
and social goals. In contrast, conventional tools like carbon taxes generate revenue but do not
inherently guarantee equitable or community-focused reinvestment, often requiring
complementary policies to achieve social and environmental outcomes.

The Islamic social finance model promotes community-based empowerment by
involving local stakeholders in decision-making and project implementation. The faith-driven
motivation encourages donors and institutions to allocate funds toward long-term social and
environmental objectives, aligning financial activities with sustainable development goals
(SDGs). Additionally, this model fosters long-term sustainability by integrating ethical, social,
and ecological considerations into financial operations, creating a holistic framework that
simultaneously addresses economic, social, and environmental well-being.

Overall, Islamic social finance provides a complementary and sometimes superior
alternative to conventional fiscal tools by combining ethical principles, social equity, and
environmental responsibility in a single framework.

6. Conclusion

The study demonstrates that Islamic social finance plays a vital role in promoting green
economy initiatives. Instruments such as zakat, waqf, and sadaqah not only redistribute wealth
ethically but also provide funding for environmentally sustainable projects, including
renewable energy, sustainable agriculture, and green infrastructure. The findings indicate a
positive correlation between the scale of Islamic social finance and improvements in
environmental performance, highlighting the capacity of faith-driven finance to support
ecological sustainability while advancing social welfare.

To enhance the impact of Islamic social finance on green development, it is
recommended to mainstream these instruments into national green policies, ensuring
systematic support for environmentally sustainable projects. Strengthening transparency and
governance in zakat and waqf management is also essential to ensure effective allocation,
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monitoring, and accountability. Furthermore, cross-sector collaboration between Islamic
financial institutions, environmental agencies, and policymakers should be encouraged to
align social finance initiatives with national sustainability goals.

Future research should focus on exploring the micro-level impacts of Islamic social
finance on household and community environmental behaviors. Comparative studies across
different countries and regions would also provide valuable insights into best practices,
scalability, and the effectiveness of Islamic social finance in diverse socio-economic and
environmental contexts. Such research would support evidence-based policy development
and optimize the role of Islamic finance in advancing sustainable development goals.
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