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ABSTRACT  
Islamic economics has experienced significant growth over the past two decades, 

particularly in Muslim-majority countries such as Indonesia. This development 

is reflected in the expansion of Islamic banking, the strengthening of Islamic 

social finance instruments such as zakat and waqf, and the emergence of digital-

based innovations including Islamic fintech and digital Islamic banking services. 

Despite this progress, numerous studies indicate that the contribution of Islamic 

economics to national economic development remains constrained by structural 

challenges, including low levels of Islamic financial literacy, limited Islamic 

financial inclusion, and a persistent gap between the normative ideals of Sharia 

principles and their practical implementation. This article aims to analyze the 

development, challenges, and opportunities of Islamic economics in the 

contemporary context by employing a qualitative approach using a narrative 

literature review method. Data were obtained from national and international 

peer-reviewed journal articles, academic books, and official reports issued by 

institutions such as Statistics Indonesia (BPS), the Financial Services Authority 

(OJK), and Bank Indonesia. The analysis applies thematic content analysis to 

identify dominant themes and patterns within the literature. The findings indicate 

that digital transformation holds substantial potential to enhance Islamic 

financial inclusion and improve the efficiency of Islamic financial and social 

finance institutions. However, the effectiveness of digitalization is highly 

dependent on strengthening Islamic financial literacy, improving governance and 

regulatory frameworks, and ensuring consistent implementation of maqashid al-

sharia principles. This article contributes conceptually by providing a 

comprehensive thematic mapping of Islamic economics literature and offers 

practical insights for policymakers and stakeholders involved in the development 

of Islamic economic ecosystems in Indonesia. 

 

 

INTRODUCTION 
Islamic economics is an economic system grounded in Islamic ethical and legal principles, 

including justice (adl), balance (tawazun), social responsibility, and the prohibition of 
exploitative practices such as riba (interest), gharar (excessive uncertainty), and maysir 
(speculation). These principles are not merely technical restrictions on financial transactions, 
but rather reflect a broader moral vision of economic life that emphasizes fairness, 
accountability, and the promotion of collective welfare. In both classical and contemporary 
literature, Islamic economics is positioned not simply as an alternative to conventional 
economic systems, but as a comprehensive normative framework aimed at achieving holistic 
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social welfare (falah) and sustainable development (Chapra, 2000; Siddiqi, 2004; Haneef, 
2014). This normative orientation distinguishes Islamic economics from mainstream 
economic paradigms that tend to prioritize efficiency, growth, and profit maximization as 
primary objectives. 

Unlike conventional economics, which is largely value-neutral and grounded in rational 
choice theory, Islamic economics explicitly integrates moral values and ethical considerations 
into economic decision-making. Economic activities are evaluated not only in terms of 
efficiency and profitability, but also in relation to their social consequences, distributive 
justice, and compliance with Islamic ethical norms. This integration of ethics and economics 
reflects the Islamic worldview, in which economic behavior is inseparable from moral 
responsibility and accountability before God and society. Consequently, Islamic economics 
seeks to balance individual interests with collective well-being, ensuring that economic 
development does not occur at the expense of social justice or environmental sustainability. 

The growing global interest in Islamic economics is closely linked to increasing economic 
volatility, recurring financial crises, and widespread criticism of the conventional interest-
based financial system. The global financial crisis of 2008, followed by subsequent episodes 
of economic instability, exposed structural weaknesses in conventional finance, including 
excessive leverage, speculative behavior, and weak links between financial activities and the 
real economy. These crises have prompted academics, policymakers, and international 
institutions to reconsider dominant economic models and explore alternative frameworks 
that emphasize ethical conduct, risk-sharing, and long-term sustainability. In this context, 
Islamic economics has gained attention as a system that promotes financial stability through 
asset-backed financing, profit-and-loss sharing mechanisms, and a strong connection to real-
sector activities (Chapra, 2000; Asutay, 2012). 

Several scholars argue that the principles underpinning Islamic economics offer valuable 
insights for addressing structural inequalities and promoting inclusive growth. By 
discouraging speculative transactions and encouraging productive investment, Islamic 
economics aims to channel financial resources toward activities that generate real economic 
value and employment. Moreover, the emphasis on social justice and redistribution through 
instruments such as zakat and waqf reinforces the role of the economic system in addressing 
poverty and reducing income inequality. As such, Islamic economics is increasingly viewed not 
only as a faith-based system for Muslim societies, but also as a potential source of ethical 
guidance for broader economic reform. 

In the Indonesian context, the potential for Islamic economics is particularly significant 
due to the country’s demographic composition, with more than 85 percent of the population 
adhering to Islam. This demographic advantage provides a strong foundation for the 
development of Islamic financial institutions and Sharia-compliant economic activities across 
various sectors. Indonesia has consistently been recognized as one of the largest potential 
markets for Islamic finance globally, alongside countries such as Malaysia and Saudi Arabia. 
However, demographic potential alone is insufficient to ensure the successful development 
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of Islamic economics; it must be supported by effective institutions, coherent policies, and 
public awareness. 

Over the past decade, the Indonesian government has demonstrated increasing 
commitment to the development of Islamic economics and finance. This commitment is 
reflected in the establishment of the National Committee for Islamic Economics and Finance 
(KNEKS), the formulation of national Islamic economic master plans, and the integration of 
Islamic economic development into broader national development strategies. Regulatory 
frameworks governing Islamic banking, Islamic capital markets, and Islamic social finance 
have also been strengthened to enhance institutional stability and market confidence. These 
policy initiatives signal the state’s recognition of Islamic economics as a strategic component 
of national economic development rather than a peripheral or niche sector. 

Empirical data support the observation that the Islamic financial sector in Indonesia has 
experienced steady growth. Official statistics from Statistics Indonesia (BPS) indicate that the 
financial and insurance sector, including Islamic banking, has continued to expand in line with 
post-pandemic economic recovery. Reports from the Financial Services Authority (OJK) and 
Bank Indonesia show consistent increases in Islamic banking assets, financing volumes, and 
third-party funds over recent years. Nevertheless, despite these positive trends, the overall 
market share of Islamic banking within the national banking system remains relatively modest 
when compared to conventional banking (OJK, 2023; Bank Indonesia, 2022; BPS, 2023). This 
gap highlights the ongoing challenge of translating institutional growth into broader societal 
impact. 

One of the most critical challenges facing the expansion of Islamic economics in Indonesia 
is the issue of Islamic financial inclusion. Islamic financial inclusion refers to the extent to 
which individuals and businesses have access to, and effectively use, Sharia-compliant 
financial products and services. While financial inclusion has become a central policy objective 
in many developing countries, research consistently indicates that Islamic financial inclusion 
in Indonesia remains lower than expected relative to its demographic potential (Demirgüç-
Kunt et al., 2018; OJK, 2022; Setyowati, 2019). This condition suggests a disconnect between 
the availability of Islamic financial institutions and their actual utilization by the wider 
population. 

Several factors contribute to this limited level of Islamic financial inclusion. Limited access 
to Islamic financial services, particularly in rural and remote areas, constrains participation 
among underserved communities. In addition, low levels of Islamic financial literacy hinder 
public understanding of Islamic financial principles and product structures. Many potential 
users perceive Islamic financial products as complex or insufficiently differentiated from 
conventional alternatives, leading to skepticism and low adoption rates. These challenges 
underscore the importance of addressing both supply-side and demand-side barriers in 
efforts to promote inclusive Islamic finance. 

At the same time, rapid digital transformation has created new opportunities for the 
development of Islamic economics. Advances in financial technology have transformed the 
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delivery of financial services by reducing transaction costs, expanding outreach, and 
improving operational efficiency. The emergence of Islamic fintech, digital Islamic banking, 
and technology-based payment systems has enabled financial institutions to reach previously 
unbanked and underbanked populations more effectively. Digital platforms are particularly 
relevant in Indonesia, where high levels of mobile phone penetration and internet usage 
provide a conducive environment for digital financial services. 

Several studies suggest that digitalization can serve as a catalyst for enhancing Islamic 
financial inclusion, particularly among younger generations and micro, small, and medium 
enterprises (MSMEs) (Hasan et al., 2020; Rabbani et al., 2021; Nugroho et al., 2022). MSMEs, 
which constitute a significant portion of Indonesia’s economy, often face barriers in accessing 
conventional financial institutions due to collateral requirements and high transaction costs. 
Digital Islamic finance solutions offer alternative financing mechanisms that are potentially 
more accessible and aligned with ethical financing principles. However, digital transformation 
also raises new challenges related to regulatory readiness, Sharia compliance, data 
protection, and consumer protection, which must be carefully addressed. 

Beyond the commercial financial sector, Islamic economics also encompasses Islamic 
social finance instruments such as zakat, infaq, sadaqah, and waqf. These instruments play a 
crucial role in addressing poverty, reducing inequality, and supporting social welfare. Unlike 
commercial finance, Islamic social finance is explicitly redistributive and targets vulnerable 
populations. Official statistics indicate that although poverty levels in Indonesia have declined 
over time, millions of individuals remain economically vulnerable and susceptible to shocks. 
In this context, Islamic social finance is often viewed as a complementary mechanism capable 
of supporting government fiscal policies and strengthening social protection systems (Beik & 
Arsyianti, 2016; Ascarya, 2017; BAZNAS, 2022). 

From an academic perspective, research on Islamic economics in Indonesia has expanded 
significantly over the past decade. Nevertheless, the existing literature remains dominated by 
quantitative empirical studies, particularly those focusing on Islamic banking performance 
and consumer behavior. Qualitative studies based on literature synthesis and conceptual 
analysis remain relatively limited, despite their importance in mapping intellectual 
developments, identifying research gaps, and shaping future research agendas (Snyder, 2019; 
Tranfield et al., 2003; Wahyudi, 2020). This imbalance suggests the need for integrative 
approaches that can provide a more comprehensive understanding of Islamic economics as 
both a normative and practical system. 

In response to this gap, this article aims to conduct a narrative literature review focusing 
on three central themes: (1) the conceptual and institutional development of Islamic 
economics, (2) Islamic financial inclusion in the context of digital transformation, and (3) the 
role of Islamic social finance in economic development. By synthesizing findings from 
academic literature and official reports, this study seeks to bridge the gap between the 
normative foundations of Islamic economics and its practical implementation in 
contemporary Indonesia, thereby contributing to both academic discourse and policy 
development. 
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METHOD   RESEARCH 
This study adopts a qualitative research approach employing a narrative literature review 

method. The choice of this methodological approach is grounded in the primary objective of 
the study, which is not to test hypotheses or quantify relationships between variables, but 
rather to develop a comprehensive and integrative understanding of the evolution of ideas, 
empirical findings, and major scholarly debates within the field of Islamic economics. 
Qualitative research is particularly appropriate when the focus of inquiry involves 
interpretation, meaning-making, and contextual analysis of complex social and economic 
phenomena (Creswell & Poth, 2018). 

Narrative literature review is especially suitable for research that seeks to synthesize a 
broad body of knowledge, integrate diverse theoretical and empirical perspectives, and trace 
intellectual developments over time. Unlike systematic reviews or meta-analyses that 
emphasize methodological uniformity and statistical aggregation, narrative literature review 
allows for greater flexibility in organizing, interpreting, and critically engaging with 
heterogeneous sources (Baumeister & Leary, 1997; Snyder, 2019). This flexibility is essential 
in the field of Islamic economics, which encompasses normative theory, institutional analysis, 
policy studies, and empirical research across multiple sub-disciplines. 

Through a narrative approach, this study is able to contextualize Islamic economics not 
only as a technical financial system but also as a moral and socio-economic framework shaped 
by historical, institutional, and technological dynamics. The method enables the researcher 
to highlight conceptual linkages, identify recurring themes, and expose tensions between 
normative ideals and practical implementation. In this sense, the narrative literature review 
serves both descriptive and interpretive functions, contributing to theory development and 
critical reflection. 

The data sources utilized in this study consist entirely of secondary data derived from 
academic and institutional publications relevant to Islamic economics. Secondary data are 
appropriate for literature-based research, particularly when the objective is to synthesize 
existing knowledge rather than generate new primary data. The reviewed literature includes 
nationally accredited journals indexed in SINTA (levels 1–6), reputable international journals, 
academic books, conference proceedings, and official reports issued by government 
institutions and regulatory authorities such as Statistics Indonesia (BPS), the Financial Services 
Authority (OJK), Bank Indonesia (BI), and the National Zakat Board (BAZNAS). 

The inclusion of institutional and regulatory reports is particularly important in economic 
and policy-oriented research, as such documents provide macro-level empirical insights, 
regulatory context, and up-to-date statistical information that may not yet be fully captured 
in academic journals. Institutional documents are widely recognized as credible sources of 
secondary data when analyzed systematically and critically (Bowen, 2009; Creswell & Poth, 
2018). In this study, official reports are used to complement academic findings and to ground 
theoretical discussions in empirical realities, particularly in the Indonesian context. 
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The literature search process was conducted through several major academic databases 
to ensure comprehensive coverage of relevant publications. These databases included Google 
Scholar, Garuda (Digital Reference Gateway), the Directory of Open Access Journals (DOAJ), 
and Scopus for international publications. The use of multiple databases helped minimize 
publication bias and increased the likelihood of capturing both global and local scholarly 
contributions. This multi-database strategy is recommended in literature review research to 
enhance the completeness and reliability of the search process (Webster & Watson, 2002; 
Kitchenham et al., 2009). 

Keywords were selected based on the core focus of the study and included terms such as 
“Islamic economics,” “Islamic financial inclusion,” “digital transformation,” “Islamic fintech,” 
“zakat,” “waqf,” and “maqashid al-sharia.” These keywords were used individually and in 
combination to capture a wide range of relevant literature. The publication period was limited 
to 2015–2024 in order to capture recent developments and contemporary debates in Islamic 
economics, particularly those related to digitalization and financial inclusion. Nevertheless, 
several classical and foundational works were retained to provide a solid theoretical basis and 
to contextualize contemporary discussions within the broader intellectual tradition of Islamic 
economics (Webster & Watson, 2002; Kitchenham et al., 2009). 

Following the literature search, the collected publications were subjected to a systematic 
screening process using predefined inclusion and exclusion criteria. The inclusion criteria 
required that each publication (1) be substantively relevant to the field of Islamic economics, 
(2) clearly articulate research objectives and methodological approaches, and (3) be 
published through a peer-reviewed academic journal or an officially recognized institutional 
process. These criteria were designed to ensure that only credible and methodologically 
sound sources were included in the analysis. 

Conversely, exclusion criteria were applied to filter out non-academic popular articles, 
opinion pieces lacking methodological rigor, editorial commentaries without empirical or 
theoretical grounding, and publications that did not provide sufficient methodological 
information. This screening process is a critical step in literature review research, as it helps 
maintain analytical rigor, reduce the risk of selection bias, and enhance the overall credibility 
of the synthesis (Okoli, 2015; Booth et al., 2016). By applying transparent and consistent 
criteria, the study seeks to ensure that the resulting analysis reflects the most relevant and 
reliable contributions to the field. 

Data analysis in this study was conducted using thematic content analysis, a qualitative 
analytical technique commonly employed in literature-based research. Each selected 
publication was read critically and systematically to identify key concepts, central arguments, 
theoretical perspectives, and relevant empirical findings. Manual coding was applied by 
categorizing recurring issues and ideas into initial codes, which were then grouped into 
broader thematic categories. 

These thematic categories were subsequently synthesized into higher-order themes that 
correspond to the core focus of the study, namely: (1) conceptual and institutional 
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development of Islamic economics, (2) Islamic financial inclusion in the context of digital 
transformation, and (3) the role of Islamic social finance in economic development. Thematic 
analysis was chosen due to its analytical flexibility and its suitability for capturing patterns of 
meaning across diverse qualitative sources (Braun & Clarke, 2006; Miles et al., 2014; 
Krippendorff, 2019). This approach allows the researcher to move beyond mere description 
toward interpretive analysis and theoretical integration. 

To enhance the credibility and robustness of the findings, source triangulation was 
employed throughout the analysis. Triangulation was conducted by comparing insights across 
different types of literature, including academic journal articles, books, and institutional 
reports, as well as by linking conceptual discussions with official statistical data and policy 
documents. Triangulation of secondary data is widely recognized as an effective strategy for 
improving validity, reducing interpretive bias, and strengthening analytical arguments in 
qualitative research (Denzin, 2012; Patton, 2015; Creswell, 2014). 

Through this triangulated and systematic approach, the study seeks to produce a 
comprehensive and well-grounded synthesis of the Islamic economics literature. The 
methodological design ensures that the analysis is transparent, rigorous, and aligned with the 
study’s objective of bridging normative theoretical foundations and practical implementation 
in the context of contemporary economic transformation. 

RESULT AND DISCUSSION 
1. Conceptual and Institutional Development of Islamic Economics 

Contemporary literature on Islamic economics consistently demonstrates that the 
development of the discipline has taken place simultaneously at both conceptual and 
institutional levels. At the conceptual level, Islamic economics is widely positioned as a 
normative economic system rooted in Islamic ethical teachings and aimed at achieving holistic 
social welfare (falah). This system emphasizes justice (adl), balance (tawazun), social 
responsibility, and sustainability as core principles guiding economic behavior and policy 
orientation. Unlike conventional economic paradigms that predominantly prioritize 
efficiency, growth, and profit maximization, Islamic economics integrates moral and ethical 
considerations into economic decision-making, thereby seeking to harmonize material 
pursuits with spiritual values and social objectives (Chapra, 2000; Haneef, 2014). 

Within this framework, economic activities are not viewed as value-neutral processes 
driven solely by market forces, but rather as moral endeavors that carry social consequences 
and ethical responsibilities. The ultimate goal of Islamic economics extends beyond individual 
wealth accumulation to encompass collective well-being, social justice, and long-term 
sustainability. This perspective positions Islamic economics as not merely an alternative 
technical system, but as a comprehensive worldview that challenges the moral foundations 
of conventional economics, particularly its tendency to separate economic rationality from 
ethical accountability (Chapra, 2000). 
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Central to this normative foundation is the concept of maqashid al-sharia, which has 
emerged in the literature as the dominant evaluative lens for assessing the objectives, 
performance, and legitimacy of Islamic economic systems. Maqashid al-sharia which 
encompasses the protection of religion (din), life (nafs), intellect (aql), lineage (nasl), and 
wealth (mal) provides a multidimensional framework that links economic activities to broader 
human and social development goals. Scholars argue that this framework offers a more 
comprehensive criterion for evaluating economic success than conventional indicators such 
as GDP growth, asset accumulation, or profitability alone (Chapra, 2000; Asutay, 2012). 

In this regard, maqashid al-sharia functions not only as a moral compass but also as an 
operational framework for policy formulation and institutional assessment. Several studies 
emphasize that Islamic economic institutions should be evaluated based on their contribution 
to social justice, poverty alleviation, financial inclusion, and human development, rather than 
merely their financial performance. Mohammed et al. (2008) and Haneef (2014), for instance, 
argue that without explicit alignment with maqashid al-sharia, Islamic financial institutions 
risk losing their distinctive identity and normative legitimacy. 

Over time, however, the literature documents a gradual yet significant shift in Islamic 
economics from a predominantly normative and philosophical discourse toward a more 
applied and institutional orientation. This transition reflects the growing institutionalization 
of Islamic economics through formal financial institutions, regulatory frameworks, and public 
policies. Islamic economics is no longer conceptualized solely as an ethical ideal, but 
increasingly as a system implemented through Islamic banks, capital markets, takaful 
institutions, zakat and waqf organizations, and state-led policy initiatives (Siddiqi, 2004; 
Asutay, 2007). 

This institutional turn has been closely associated with the rapid expansion of the global 
Islamic finance industry. Islamic banking and finance have become integral components of 
national and international financial systems, particularly in Muslim-majority countries. As a 
result, Islamic economics has increasingly engaged with practical concerns such as regulatory 
compliance, financial stability, market competitiveness, and institutional governance. While 
this development has enhanced the visibility and scalability of Islamic economics, it has also 
generated new tensions between normative ideals and institutional realities (Asutay, 2007). 

In the Indonesian context, institutional development has played a particularly pivotal role 
in shaping the trajectory of Islamic economics. The establishment of the National Committee 
for Islamic Economics and Finance (KNEKS) represents a strategic effort by the government 
to strengthen coordination among stakeholders, enhance institutional synergy, and integrate 
Islamic economics into national development planning. The incorporation of Islamic 
economics into medium- and long-term national development plans signals a shift from 
fragmented and sectoral initiatives toward a more systemic and coordinated policy approach. 
Several studies underscore that strong and consistent government support is a critical 
determinant of the growth, resilience, and sustainability of the Islamic financial industry 
(Ascarya, 2017; Hasan & Aliyu, 2018; Antonio et al., 2020). 
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Nevertheless, alongside these positive institutional developments, a substantial body of 
literature raises critical concerns regarding the direction and substance of Islamic economic 
institutionalization. One of the most prominent critiques relates to the tendency of Islamic 
financial institutions to prioritize quantitative growth indicators—such as asset expansion, 
market share, and profitability—over qualitative measures of social impact and equitable 
welfare distribution. This growth-oriented approach has led some scholars to argue that 
Islamic finance risks converging with conventional finance in practice, differing primarily in 
contractual form rather than substantive ethical orientation (Asutay, 2007; Dusuki, 2008). 

Kamla and Rammal (2013) further contend that the increasing emphasis on compliance-
driven Sharia governance may encourage a legalistic interpretation of Islamic principles, 
where adherence to formal rules takes precedence over the broader ethical objectives of 
Islamic economics. In this context, Sharia compliance risks being reduced to a technical or 
procedural exercise, rather than serving as a mechanism for promoting social justice, 
inclusivity, and shared prosperity. 

This critique highlights a fundamental gap between the normative aspirations of Islamic 
economics and its institutional implementation in practice. While maqashid al-sharia 
emphasizes social justice, poverty alleviation, and inclusive development, many Islamic 
financial institutions continue to focus predominantly on commercial activities that cater to 
middle- and upper-income segments. As a result, marginalized groups such as micro-
entrepreneurs, informal sector workers, and low-income households often remain 
underserved by the Islamic financial system. This exclusion undermines the transformative 
and inclusive vision of Islamic economics as articulated in its normative foundations (Asutay 
& Harningtyas, 2015; Saeed, 2016). 

From an academic standpoint, the literature also reveals important trends and limitations 
in Islamic economics research in Indonesia. Over the past decade, scholarly output has 
increased significantly, reflecting growing academic interest, institutional support, and policy 
relevance. However, much of this literature remains dominated by quantitative empirical 
studies, particularly those examining Islamic banking performance, customer satisfaction, risk 
management, and consumer behavior. While such studies provide valuable empirical insights, 
several authors argue that the heavy reliance on quantitative methods has constrained 
deeper theoretical reflection and critical engagement with the normative foundations of 
Islamic economics (Wahyudi, 2020; Asutay & Harningtyas, 2015). 

Conceptual analyses, critical reviews, and literature-based synthesis studies remain 
relatively limited, despite their crucial role in mapping intellectual developments, 
interrogating dominant paradigms, and identifying future research agendas. Without such 
reflective scholarship, Islamic economics risks becoming methodologically sophisticated yet 
conceptually shallow, with limited capacity to address complex and multidimensional socio-
economic challenges. This observation underscores the importance of narrative literature 
reviews in contributing to the maturation of Islamic economics as an interdisciplinary field 
that integrates ethical theory, institutional analysis, and empirical inquiry. 
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2. Islamic Financial Inclusion and Digital Transformation 

Islamic financial inclusion has emerged as one of the most central and widely discussed 
themes in contemporary Islamic economics literature, reflecting increasing concern over the 
accessibility, inclusiveness, and social relevance of Sharia-compliant financial services. 
Financial inclusion is broadly understood not merely as the physical availability of financial 
services, but also as the ability of individuals and businesses to effectively use affordable, 
high-quality, and sustainable financial products. Within the framework of Islamic economics, 
financial inclusion carries additional ethical dimensions, as it is closely associated with 
fairness, justice, and alignment with maqashid al-sharia principles, which emphasize the 
protection of wealth, dignity, and social welfare (Demirgüç-Kunt et al., 2018; Setyowati, 
2019). 

From this perspective, Islamic financial inclusion is not an end in itself, but a means to 
achieve broader socio-economic objectives, including poverty alleviation, equitable income 
distribution, and empowerment of marginalized communities. Consequently, limited access 
to Sharia-compliant financial services represents not only a technical or market failure, but 
also a normative concern that challenges the ethical foundations of Islamic economics. 

Empirical evidence consistently indicates that the level of Islamic financial inclusion in 
Indonesia remains relatively low when compared to the country’s substantial Muslim 
population. Despite Indonesia being home to the world’s largest Muslim population, the 
market share of Islamic banking and other Islamic financial services remains modest relative 
to conventional financial institutions. Data from national and international sources suggest 
that a significant proportion of the population continues to rely on conventional financial 
products or remains excluded from the formal financial system altogether (OJK, 2022; 
Demirgüç-Kunt et al., 2018). This persistent gap highlights that demographic advantage alone 
is insufficient to drive Islamic financial inclusion without supportive institutional, educational, 
and technological frameworks. 

The literature identifies a range of structural and behavioral factors that hinder the 
expansion of Islamic financial inclusion. Among these, low levels of Islamic financial literacy 
are most frequently cited as a major constraint. Many individuals lack adequate 
understanding of Sharia principles, Islamic financial contracts, and the distinctive features of 
Islamic financial products. This knowledge gap often leads to misconceptions regarding the 
complexity, cost, and perceived exclusivity of Islamic financial services, discouraging broader 
participation. In some cases, Islamic finance is mistakenly viewed as relevant only to specific 
religious groups or income segments, further limiting its appeal (Antara et al., 2016; 
Setyowati, 2019). 

Empirical studies consistently demonstrate a positive relationship between Islamic 
financial literacy and individuals’ intention to use Islamic financial products. Antara et al. 
(2016) and Rohman and Widodo (2020) find that individuals with higher levels of 
understanding of Islamic financial principles are more likely to adopt Sharia-compliant 
financial services. These findings align with broader financial literacy literature, which 
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emphasizes that knowledge and awareness play a critical role in shaping financial behavior 
and decision-making (Lusardi & Mitchell, 2014). Accordingly, the literature underscores the 
importance of education-based interventions, public awareness campaigns, and curriculum 
integration as foundational strategies for enhancing Islamic financial inclusion. 

Beyond literacy-related challenges, structural barriers related to the limited geographical 
reach of Islamic financial institutions also pose significant obstacles. Branch-based banking 
models have proven insufficient in addressing the needs of geographically dispersed 
populations, particularly in rural and remote areas where access to formal financial 
institutions is limited. Micro, small, and medium enterprises (MSMEs), which constitute a 
substantial share of Indonesia’s economy, are especially affected by these constraints, as they 
often face difficulties in meeting formal requirements for financing and lack proximity to 
Islamic financial service providers. This structural limitation has prompted increasing scholarly 
and policy attention to digital transformation as a strategic solution for expanding Islamic 
financial inclusion. 

Digital transformation is widely viewed in the literature as a powerful catalyst capable of 
addressing many of the barriers associated with Islamic financial inclusion. The emergence of 
Islamic fintech, digital Islamic banking, and electronic payment systems has fundamentally 
altered the delivery of financial services by reducing transaction costs, enhancing operational 
efficiency, and expanding outreach beyond physical branch networks. International studies 
suggest that digital financial services can effectively bridge access gaps by enabling remote 
account opening, mobile-based transactions, peer-to-peer financing, and real-time payment 
systems, thereby lowering entry barriers for underserved populations (Hasan et al., 2020; 
Ozili, 2018; Rabbani et al., 2021). 

In the Indonesian context, digital platforms have facilitated greater engagement among 
younger generations and MSMEs, who are generally more receptive to technology-based 
financial solutions. The widespread use of smartphones and increasing internet penetration 
have created favorable conditions for the adoption of digital Islamic financial services. Several 
studies argue that Islamic fintech, when properly designed and regulated, can align financial 
innovation with maqashid al-sharia objectives by promoting risk-sharing mechanisms, 
enhancing transparency, and strengthening linkages with real-sector economic activities 
(Hasan et al., 2020; Nugroho et al., 2022). In this sense, digitalization is viewed not merely as 
a technological advancement, but as an opportunity to reorient Islamic finance toward its 
ethical and developmental goals. 

However, the literature also cautions that digitalization introduces new risks and 
challenges that must be carefully managed to prevent unintended consequences. Issues 
related to Sharia compliance in digital contracts, algorithm-based decision-making, and the 
use of standardized digital products raise questions regarding the substantive adherence of 
Islamic fintech to Sharia principles. Additionally, concerns surrounding data privacy, 
cybersecurity threats, and consumer protection are identified as critical challenges in the 
digital financial ecosystem. Without adequate regulatory oversight and adaptive legal 
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frameworks, digital financial innovation may generate systemic vulnerabilities and ethical 
dilemmas that undermine public trust and financial stability (Arner et al., 2017; Mansour et 
al., 2020). 

Moreover, scholars emphasize that technological advancement alone is insufficient to 
ensure inclusive outcomes. Digital divides related to unequal access to internet infrastructure, 
disparities in digital literacy, and variations in technological readiness may exacerbate existing 
socio-economic inequalities if not addressed through complementary policies. Vulnerable 
groups, such as low-income households and older populations, may be excluded from digital 
financial services due to limited technological capabilities or lack of digital confidence. 
Therefore, the literature stresses that effective digital transformation in Islamic economics 
requires a holistic and integrated approach that combines technological innovation with 
regulatory reform, financial education, consumer protection, and ethical governance 
(Nugroho et al., 2022; Rabbani et al., 2021). 

In summary, Islamic financial inclusion and digital transformation are deeply 
interconnected themes within contemporary Islamic economics. While digitalization offers 
significant potential to expand access, enhance efficiency, and align financial services with 
maqashid al-sharia, its success depends on the ability of policymakers, regulators, and 
institutions to address structural barriers, literacy gaps, and ethical challenges. The literature 
thus positions digital transformation not as a standalone solution, but as part of a broader 
strategy aimed at realizing the inclusive and justice-oriented vision of Islamic economics. 

3. The Role of Islamic Social Finance in Economic Development 

Islamic social finance constitutes a fundamental pillar within the broader Islamic 
economic ecosystem, reflecting the ethical and redistributive foundations of Islamic 
economic thought. Instruments such as zakat, infaq, sadaqah, and waqf are inherently 
designed to promote redistribution, social justice, and social solidarity. Unlike conventional 
welfare mechanisms that often rely solely on state intervention, Islamic social finance embeds 
social responsibility directly within religious and economic obligations. The literature 
consistently affirms that Islamic social finance possesses significant potential to alleviate 
poverty, reduce income inequality, and enhance social welfare, particularly in developing 
economies where structural vulnerabilities and fiscal constraints remain prominent (Kahf, 
2004; Beik & Arsyianti, 2016; Ascarya, 2017). 

From a normative perspective, Islamic social finance is closely aligned with maqashid al-
sharia, which emphasize the protection of wealth, life, and human dignity. These instruments 
are not merely charitable activities but are structured mechanisms intended to ensure a fairer 
distribution of resources and to prevent the concentration of wealth within a limited segment 
of society. In this sense, Islamic social finance serves as a moral and institutional 
counterbalance to market-driven economic processes, reinforcing the ethical foundations of 
Islamic economics (Kahf, 2004). 
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Unlike commercial financial instruments, Islamic social finance is not driven by profit 
maximization but by ethical and social objectives. Zakat, as one of the five pillars of Islam, 
functions as a compulsory redistributive mechanism that transfers wealth from surplus units 
to deficit units. Its obligatory nature distinguishes zakat from voluntary charitable giving and 
positions it as a systematic tool for addressing structural poverty and social exclusion. By 
targeting specific beneficiary groups (asnaf), zakat directly addresses income disparities and 
social vulnerabilities, thereby contributing to social stability and economic resilience (Beik & 
Arsyianti, 2016; Ascarya, 2017). 

Waqf, on the other hand, represents a unique form of long-term social investment. 
Through the endowment of assets for public benefit, waqf enables the provision of essential 
public goods such as education, healthcare, religious facilities, and infrastructure. Historically, 
waqf has played a significant role in financing social services in Muslim societies, reducing 
dependence on state budgets and fostering community-based development. Contemporary 
literature emphasizes that revitalizing waqf management can contribute to sustainable 
development by transforming idle assets into productive resources that generate long-term 
social returns (Kahf, 2004; Ahmed, 2011). 

In the Indonesian context, the development of Islamic social finance has demonstrated 
notable progress, particularly in terms of regulatory frameworks and institutional capacity. 
The establishment of formal zakat and waqf management institutions, along with supportive 
regulations, has strengthened governance structures and improved coordination at the 
national level. Official data indicate a steady increase in zakat and waqf collection over time, 
reflecting growing public awareness, improved outreach strategies, and institutional 
consolidation (BAZNAS, 2022). Nevertheless, the literature consistently highlights a persistent 
gap between the estimated potential of zakat collection and its actual realization, suggesting 
that existing efforts have yet to fully mobilize available resources (Firdaus et al., 2012). 

Several studies attribute this gap to governance-related challenges, variations in 
managerial professionalism, and differing levels of public trust in zakat and waqf institutions. 
Transparency and accountability are frequently cited as critical determinants of donor 
confidence and sustained participation. When donors lack clear information regarding fund 
utilization, impact outcomes, and institutional performance, their willingness to contribute 
may decline. Consequently, weak governance structures not only limit resource mobilization 
but also undermine the effectiveness and credibility of poverty alleviation programs funded 
through Islamic social finance (Noor et al., 2015; Beik & Arsyianti, 2016). 

In response to these challenges, the digitalization of Islamic social finance has emerged 
as a prominent theme in recent literature. The adoption of digital platforms for zakat and 
waqf management is widely regarded as a strategic innovation capable of enhancing 
transparency, operational efficiency, and donor engagement. Digital payment systems enable 
real-time transactions, automated reporting, and improved record-keeping, thereby reducing 
administrative costs and minimizing opportunities for mismanagement. Empirical studies 
indicate that online platforms and mobile applications have increased participation rates, 
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particularly among younger and digitally literate populations who value convenience and 
transparency (Amilin, 2020; Puskas BAZNAS, 2021; Sulaeman et al., 2023). 

Beyond operational improvements, digitalization also facilitates better impact 
measurement and data-driven decision-making. By leveraging digital tools, zakat and waqf 
institutions can track beneficiary outcomes, assess program effectiveness, and enhance 
accountability to stakeholders. This capability is particularly important in strengthening public 
trust and demonstrating the tangible socio-economic impact of Islamic social finance 
interventions. As such, digital transformation is increasingly viewed not merely as a 
technological upgrade, but as a governance reform that aligns institutional practices with 
maqashid al-sharia objectives. 

Furthermore, the literature emphasizes the strategic importance of integrating Islamic 
social finance with the commercial Islamic financial sector. Such integration is expected to 
create a more inclusive and sustainable Islamic economic ecosystem, in which social funds 
complement commercial financing by acting as risk mitigators and social safety nets. Models 
that link zakat and waqf funds with Islamic microfinance and MSME financing have 
demonstrated potential in supporting productive economic activities, fostering 
entrepreneurship, and promoting long-term economic empowerment (Obaidullah & Khan, 
2008; Ahmed, 2011; Ascarya & Sakti, 2019). 

For instance, zakat funds can be used to provide initial capital or guarantees for micro-
entrepreneurs, while waqf assets can support infrastructure and capacity-building initiatives. 
Such integrated models align closely with maqashid al-sharia, as they combine immediate 
poverty alleviation with sustainable income generation. However, despite these promising 
models, significant challenges remain in translating integration concepts into practice. 

Inter-institutional coordination between zakat agencies, Islamic banks, and fintech 
platforms is often limited, resulting in fragmented initiatives and suboptimal outcomes. 
Differences in organizational objectives, regulatory frameworks, operational procedures, and 
human resource capacity further complicate integration efforts. In some cases, institutional 
silos and regulatory inconsistencies hinder collaboration, reducing the scalability and impact 
of integrated Islamic social finance programs. Addressing these challenges requires coherent 
policy coordination, standardized governance frameworks, and sustained capacity-building 
initiatives across institutions. 

In summary, Islamic social finance represents a critical component of the Islamic 
economic system, with substantial potential to promote social justice, reduce inequality, and 
support sustainable development. While regulatory reforms and digital innovations have 
enhanced institutional capacity and outreach, persistent challenges related to governance, 
integration, and coordination remain. The literature underscores that realizing the full 
potential of Islamic social finance requires a holistic approach that integrates ethical 
principles, technological innovation, institutional collaboration, and a shared commitment to 
maqashid al-sharia-oriented development. 
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CONCLUSION 
This article synthesizes the existing literature on Islamic economics by focusing on three 

interrelated dimensions: conceptual and institutional development, Islamic financial inclusion 
and digital transformation, and the role of Islamic social finance in economic development. 
The synthesis reveals that Islamic economics in Indonesia possesses substantial potential to 
contribute to social welfare, inclusive growth, and sustainable development. This potential is 
rooted in the ethical foundations of Islamic economic principles, particularly the emphasis on 
justice, redistribution, and social responsibility as articulated through maqashid al-sharia. 
However, despite this strong normative foundation, the implementation of Islamic economics 
continues to face persistent structural and institutional challenges. 

At the conceptual and institutional level, Islamic economics has evolved from a 
predominantly normative discourse toward a more applied and policy-oriented framework. 
Government initiatives and institutional reforms have strengthened the formal infrastructure 
of Islamic economics in Indonesia. Nevertheless, the literature indicates a gap between 
normative objectives and institutional practices, particularly in the tendency of Islamic 
financial institutions to prioritize commercial performance over social impact. This 
misalignment underscores the need for stronger integration of maqashid al-sharia into 
institutional performance assessment and policy evaluation. 

Islamic financial inclusion and digital transformation emerge as critical strategic 
opportunities for addressing these challenges. The literature demonstrates that digital 
financial services, including Islamic fintech and digital banking, can expand access to Sharia-
compliant financial services, reduce transaction costs, and reach underserved populations 
such as MSMEs and rural communities. However, digitalization alone is insufficient to ensure 
inclusive outcomes. Low levels of Islamic financial literacy, regulatory constraints, and digital 
divides remain significant barriers. Therefore, optimizing the benefits of digital 
transformation requires a comprehensive approach that integrates technological innovation 
with education, consumer protection, and adaptive regulatory frameworks grounded in 
maqashid al-sharia principles. 

Islamic social finance is identified as a key mechanism for enhancing the inclusiveness 
and social impact of the Islamic economic system. Instruments such as zakat and waqf have 
demonstrated considerable potential in poverty alleviation and inequality reduction. 
Nevertheless, challenges related to governance, transparency, and institutional coordination 
limit their effectiveness. The literature emphasizes that strengthening Islamic social finance 
requires not only improved management and digitalization but also greater integration with 
the commercial Islamic financial sector. Such integration can create synergies that support 
productive economic activities and long-term empowerment, particularly for vulnerable and 
marginalized groups. 

From an academic perspective, this study highlights the value of qualitative, literature-
based research in advancing Islamic economics scholarship. While empirical quantitative 
studies remain important, narrative literature reviews play a crucial role in synthesizing 
diverse perspectives, identifying conceptual gaps, and guiding future research agendas. 
Future studies are encouraged to combine literature reviews with empirical investigations at 
both micro and macro levels to deepen understanding of how Islamic economic principles are 

https://samsonjournal.com/


 

Vol. 1, No. 2, June 2024 

Islamic Economics in The Dynamics of Digital 
Transformation and Financial Inclusion: A Narrative 
Literature Reviewrticle Title Review 

 

 

62 https://samsonjournal.com/|Jurnal Ekonomi Syari’ah 

 

implemented in practice and how they can more effectively contribute to inclusive and 
sustainable development. 
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