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ABSTRACT
KEYWORDS Islamic economics has increasingly gained scholarly attention as an alternative
Islamic economics: economic system amid growing dissatisfaction with conventional capitalist and
alternative econom’ic socialist frameworks. The global economy continues to face persistent
system; Sharia challenges such as financial instability, widening income inequality, ethical
principles; ethical degradation, and recurrent economic crises, which expose structural
economy; thematic weaknesses in dominant economic paradigms. Islamic economics offers a

value-based framework grounded in Sharia principles that integrates ethical
considerations, social justice, and economic efficiency. This article aims to
conceptually review Islamic economics as an alternative economic system
through a thematic literature review approach. By systematically synthesizing
theoretical and conceptual studies from both classical and contemporary
literature, this article identifies core themes that define Islamic economics,
including its philosophical foundations, normative principles, institutional
mechanisms, and socio-economic objectives. The review highlights how
Islamic economics differs fundamentally from conventional systems by
emphasizing the prohibition of interest (riba), risk-sharing mechanisms,
equitable wealth distribution, and moral accountability. Furthermore, this
article discusses the relevance of Islamic economics in addressing modern
economic challenges, particularly in developing countries such as Indonesia,
where economic inequality and financial exclusion remain significant issues.
Secondary data from national institutions indicate a growing role of Islamic
financial institutions and halal industries in supporting inclusive economic
development. Despite its potential, the literature also reveals several challenges
related to conceptual clarity, institutional implementation, and integration
within the global economic system. This article contributes to the academic
discourse by providing a structured conceptual understanding of Islamic
economics and identifying research gaps for future empirical and
policy-oriented studies. The findings are expected to serve as a theoretical
reference for scholars, policymakers, and practitioners interested in developing
alternative, ethical, and sustainable economic systems.

literature review.

INTRODUCTION
1.1 Global Economic Challenges and the Ongoing Search for Alternative Systems

The contemporary global economic landscape has been marked by recurring instability,
persistent inequality, and repeated financial disruptions that challenge the sustainability of
long-term economic development. Over the past several decades, the global economy has
largely been shaped by capitalist principles, particularly since the late twentieth century,
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with an emphasis on profit maximization, interest-based financial intermediation,
deregulation, and market liberalization. Although this system has facilitated rapid
industrialization, technological advancement, and aggregate economic growth in many
regions, it has simultaneously generated profound structural distortions that threaten
economic and social cohesion.

One of the most significant consequences of modern capitalism is the increasing
concentration of wealth and income in the hands of a small segment of society. Empirical
evidence consistently demonstrates that economic gains have disproportionately benefited
capital owners, while wage growth for the broader population has stagnated, exacerbating
socio-economic inequality (Stiglitz, 2012; Piketty, 2014). In parallel, the expansion of
financial markets has encouraged speculative behavior, excessive leverage, and short-term
profit orientation, often detached from real economic activities (Krugman, 2009). These
dynamics have weakened the resilience of the global financial system and intensified
vulnerability to systemic shocks.

The global financial crisis of 2008 serves as a defining moment that exposed the
inherent fragilities of interest-based and speculation-driven financial systems. The collapse
of major financial institutions, the bursting of asset bubbles, and the subsequent global
recession revealed deep-seated flaws in the prevailing economic order (Minsky, 2008).
Scholars have argued that the widespread reliance on debt financing and complex financial
instruments amplified risk transmission across markets, ultimately leading to severe
economic contraction and social hardship (Igbal & Mirakhor, 2011). The crisis not only
undermined public trust in financial institutions but also raised fundamental questions
about the ethical and structural foundations of conventional economic systems.

In response to these challenges, there has been a growing intellectual and
policy-oriented interest in exploring alternative economic paradigms that prioritize stability,
equity, and ethical responsibility. Among these alternatives, Islamic economics has gained
increasing attention as a normative framework that integrates moral values, social justice,
and financial discipline into economic analysis. Unlike mainstream economic models that
often treat ethics as external or secondary considerations, Islamic economics embeds ethical
principles within its foundational assumptions, offering a holistic approach to economic
organization and development (Chapra, 2000; Siddiqi, 2004). This perspective positions
Islamic economics not merely as a technical financial model but as a comprehensive
socio-economic system aimed at achieving overall human well-being, commonly referred to
as falah.

1.2 Conceptual Foundations of Islamic Economics

Islamic economics is fundamentally grounded in the Islamic worldview, which
emphasizes the unity and interconnectedness of all aspects of life under the principle of
tawhid, or the oneness of God. This worldview shapes economic thought by framing
material activities as inseparable from moral, spiritual, and social responsibilities. Within this
framework, human beings are regarded as khalifah (trustees or stewards) who are entrusted
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with managing natural and economic resources in a manner that is ethical, just, and
sustainable (Chapra, 1992; Kahf, 2003). Consequently, economic behavior is not considered
morally neutral but is subject to ethical evaluation based on its impact on individuals,
society, and the environment.

The primary objective of Islamic economics extends beyond the pursuit of material
wealth or economic efficiency. Instead, it seeks to promote justice (adl), public welfare
(maslahah), and balance between individual rights and collective interests. Economic
success, from an Islamic perspective, is measured not only by income growth or
consumption levels but also by the extent to which economic arrangements contribute to
social harmony, poverty alleviation, and equitable distribution of resources (Nagvi, 1981;
Siddiqi, 2001). This normative orientation distinguishes Islamic economics from conventional
paradigms that often prioritize efficiency and growth over distributive justice.

A central pillar of Islamic economics is the prohibition of interest (riba), which is
perceived as a mechanism that enables exploitation and unjust enrichment. Interest-based
transactions are criticized for allowing capital owners to earn fixed returns regardless of the
outcome of productive activities, thereby shifting risk disproportionately onto borrowers.
Islamic economics replaces interest with profit-and-loss sharing arrangements, such as
mudarabah (trust-based partnership) and musharakah (equity partnership), which require
both capital providers and entrepreneurs to share risks and rewards equitably (Igbal &
Molyneux, 2005; Mirakhor & Zaidi, 2007).

This emphasis on risk sharing is widely regarded as a stabilizing feature of Islamic
economic arrangements. By discouraging excessive debt accumulation and speculative
trading, Islamic finance aims to align financial activities more closely with real economic
production. Proponents argue that such mechanisms can reduce systemic risk, enhance
financial resilience, and mitigate the likelihood of financial crises that are often associated
with leverage-driven growth in conventional systems.

1.3 Islamic Economics in Comparison with Conventional Economic Systems

The fundamental distinction between Islamic economics and conventional economic
systems lies in their underlying philosophical assumptions and normative objectives.
Conventional economics, particularly in its neoclassical formulation, is based on the
assumption that individuals are rational agents who seek to maximize their utility through
self-interested behavior (Samuelson & Nordhaus, 2010). Markets are assumed to efficiently
allocate resources when left largely unregulated, and social welfare is expected to emerge as
an unintended outcome of individual optimization.

Islamic economics, while acknowledging the role of self-interest, places clear ethical
constraints on economic behavior. Individual freedom is recognized, but it is not absolute; it
is guided by moral principles designed to prevent harm, exploitation, and social injustice
(Chapra, 2008; Hasan, 2010). Economic activities are evaluated not only in terms of
efficiency but also in terms of their social consequences and moral legitimacy.
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Capitalism, despite its capacity for generating wealth and innovation, has been widely
criticized for producing unequal outcomes and social exclusion. Extensive empirical research
demonstrates that economic growth under capitalist systems does not automatically result
in equitable income distribution (Piketty, 2014; Atkinson, 2015). Market-driven outcomes
often favor those with initial advantages in capital, education, and access to information,
thereby reinforcing existing inequalities.

Islamic economics addresses these distributional concerns through institutionalized
mechanisms of wealth redistribution. Mandatory instruments such as zakat require
individuals with surplus wealth to contribute a portion of their assets to support the poor
and disadvantaged. In addition, voluntary forms of charity (sadagah) and philanthropic
endowments (wagqf) play a crucial role in financing social services, education, and healthcare
(Kahf, 1999; Shirazi & Amin, 2009). These instruments reflect the principle that social justice
is an integral component of the economic system rather than a secondary policy objective.

1.4 Practical Relevance of Islamic Economics in Developing Countries

The practical significance of Islamic economics is particularly pronounced in developing
economies, where poverty, income inequality, and limited access to financial services remain
persistent challenges. Many developing countries experience economic growth without
corresponding improvements in social welfare, highlighting the limitations of conventional
development models. In this context, Islamic economics offers alternative policy tools that
emphasize inclusivity, risk sharing, and social solidarity.

Indonesia, as the world’s largest Muslim-majority nation, provides a compelling
empirical context for examining the application of Islamic economic principles. Despite
consistent economic growth, national statistics indicate that income inequality and financial
exclusion continue to affect substantial segments of the population (Badan Pusat Statistik,
2023). Access to formal financial services remains uneven, particularly among low-income
households and small business owners.

To address these challenges, Islamic financial institutions such as Islamic banks, Islamic
microfinance institutions, and zakat management organizations have been promoted as
vehicles for inclusive economic development. These institutions are designed to support
small and medium enterprises (SMEs), encourage entrepreneurship, and provide financial
services to underserved communities without relying on interest-based lending.

The expansion of Islamic finance in Indonesia over the past decade reflects growing
public acceptance of Sharia-compliant economic practices. Islamic banking assets, halal
industry development, and Islamic social finance instruments have demonstrated steady
growth, contributing to employment creation, SME development, and poverty reduction
(Ascarya, 2018; Obaidullah, 2016). These trends suggest that Islamic economics possesses
practical relevance beyond theoretical discourse, offering viable solutions to real-world
socio-economic problems.
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1.5 Islamic Economics as an Ethical and Moral Framework

Beyond its institutional and financial dimensions, Islamic economics offers a broader
moral critique of contemporary economic practices. It emphasizes ethical consumption,
prohibits harmful goods and activities, and promotes environmental stewardship as integral
components of economic life. These principles align closely with modern concerns regarding
sustainability, responsible production, and corporate social responsibility (Beekun, 2006;
Wilson, 2015).

By embedding ethical considerations directly into economic decision-making, Islamic
economics challenges the assumption that market efficiency alone can guarantee social
welfare. Instead, it asserts that moral accountability and social responsibility are essential
for achieving sustainable development. Economic agents are accountable not only to legal
and regulatory institutions but also to moral and spiritual values, fostering trust and integrity
in market interactions (Lewis, 2001; Haniffa & Hudaib, 2007).

This values-based approach is particularly relevant in an era characterized by
environmental degradation, corporate misconduct, and declining public trust in economic
institutions. Islamic economics advocates for governance structures that promote
transparency, accountability, and ethical leadership, which are increasingly recognized as
prerequisites for long-term economic stability.

1.6 Research Gap and Objectives of the Study

Despite the expanding body of literature on Islamic economics, much of the existing
research remains narrowly focused on specific sectors, particularly Islamic finance and
banking. While these studies provide valuable insights, they often fail to capture Islamic
economics as a comprehensive and integrated economic system. Moreover, conceptual
discussions are frequently fragmented, lacking a systematic synthesis of foundational
principles, normative objectives, and theoretical contributions.

This fragmentation highlights the need for a structured and thematic review of Islamic
economics literature that consolidates diverse perspectives and clarifies core concepts. A
comprehensive synthesis is essential for advancing theoretical development and informing
policy formulation. Accordingly, this study aims to conduct a thematic conceptual review of
Islamic economics as an alternative economic system. By systematically examining classical
and contemporary scholarly works, the study seeks to identify dominant themes, evaluate
theoretical strengths and limitations, and highlight key areas for future research. The
findings are expected to contribute to academic discourse and provide valuable insights for
policymakers and practitioners seeking ethical, inclusive, and sustainable economic
solutions.

METHOD RESEARCH
2.1 Research Design
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This study employs a qualitative research design using a thematic literature review
approach to conceptually examine Islamic economics as an alternative economic system. A
qualitative literature-based design is appropriate for this study because the objective is not
to test hypotheses or measure causal relationships, but to synthesize theoretical arguments,
normative frameworks, and conceptual developments within the field of Islamic economics
(Creswell, 2014; Snyder, 2019). Thematic literature review enables researchers to identify
recurring patterns, key concepts, and dominant discourses across diverse bodies of
literature, making it suitable for conceptual and theoretical investigations (Braun & Clarke,
2006; Xiao & Watson, 2019).

Unlike systematic reviews that focus primarily on empirical evidence and statistical
aggregation, a thematic literature review emphasizes interpretive analysis and conceptual
integration. This method allows the study to critically engage with classical and
contemporary scholarly works to develop a structured understanding of Islamic economics
as a comprehensive economic system rather than a sectoral or financial sub-discipline (Grant
& Booth, 2009; Webster & Watson, 2002). Therefore, this approach aligns with the aim of
exploring Islamic economics from philosophical, ethical, and institutional perspectives.

2.2 Data Sources and Literature Selection

The data for this study consist entirely of secondary sources, including peer-reviewed
journal articles, academic books, institutional reports, and authoritative publications related
to Islamic economics and alternative economic systems. The literature was collected from
reputable academic databases such as Scopus-indexed journals, Web of Science, Google
Scholar, and national accredited journals indexed in SINTA. Additional sources include
publications from recognized international institutions such as the Islamic Research and
Training Institute (IRTI), the Islamic Development Bank (IsDB), and national statistical
agencies for contextual economic data (Siddiqi, 2001; Chapra, 2008).

The inclusion criteria for the literature selection were as follows: 1) Publications focusing on
Islamic economics as a theoretical or conceptual framework; 2) Studies discussing Islamic
economics in comparison with conventional economic systems; 3) Scholarly works
addressing ethical, philosophical, or institutional dimensions of Islamic economics; 4)
Publications written in English or Bahasa Indonesia with strong academic rigor; 5) Literature
published primarily between 1980 and 2024 to capture both foundational and contemporary
perspectives.

Exclusion criteria included non-academic opinion pieces, unpublished manuscripts, and
studies that addressed Islamic finance exclusively without reference to broader economic
system implications. This selection strategy ensured that the reviewed literature remained
relevant, credible, and aligned with the conceptual objectives of the study (Tranfield, Denyer,
& Smart, 2003; Snyder, 2019).

2.3 Literature Review Procedure
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The literature review process followed a structured and iterative procedure to enhance
transparency and analytical rigor. First, an initial search was conducted using keywords such
as Islamic economics, Islamic economic system, alternative economic system, Sharia-based
economy, and ethical economics. These keywords were applied across multiple databases to
identify a broad pool of relevant literature (Webster & Watson, 2002).

Second, titles and abstracts were screened to assess relevance to the research
objectives. Publications that explicitly addressed Islamic economics from a systemic or
conceptual standpoint were prioritized. Third, full-text reading was conducted to evaluate
theoretical depth, conceptual clarity, and contribution to the discourse. During this stage,
bibliographies of key articles were also reviewed to identify seminal works and frequently
cited authors, a technique commonly referred to as backward snowballing (Greenhalgh &
Peacock, 2005).

Finally, selected studies were organized using reference management software to
facilitate systematic coding and thematic analysis. This step ensured consistency in citation
handling and enabled cross-referencing of recurring concepts across different sources.

2.4 Thematic Analysis Technique

The core analytical method used in this study is thematic analysis, which involves
identifying, analyzing, and interpreting patterns or themes within qualitative data (Braun &
Clarke, 2006). Thematic analysis is particularly effective for conceptual literature reviews
because it allows the researcher to move beyond descriptive summaries and develop
interpretive insights across diverse theoretical contributions (Nowell et al., 2017).

The thematic analysis in this study followed six main stages. First, familiarization with
the data was achieved through repeated reading of the selected literature. Second, initial
codes were generated by identifying recurring concepts such as justice, prohibition of riba,
risk-sharing, ethical governance, and wealth redistribution. Third, these codes were grouped
into broader themes that represent central dimensions of Islamic economics as an
alternative system. Fourth, themes were reviewed and refined to ensure internal coherence
and conceptual distinction. Fifth, themes were clearly defined and named based on their
theoretical significance. Finally, the themes were integrated into a coherent narrative linking
Islamic economic principles with contemporary economic challenges. Through this process,
several dominant themes emerged, including the philosophical foundations of Islamic
economics, comparative advantages over conventional systems, institutional mechanisms
for social justice, and challenges of implementation in modern economies. These themes
form the basis for the discussion presented in the subsequent section of this article.

2.5 Analytical Framework

To strengthen analytical consistency, this study adopts a conceptual framework that
views Islamic economics as a multidimensional system encompassing normative values,
institutional arrangements, and socio-economic objectives. This framework draws upon
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established Islamic economic theories that emphasize maqasid al-shariah (objectives of
Islamic law), falah (holistic well-being), and maslahah (public interest) as core evaluative
criteria (Chapra, 2008; Auda, 2008).

The reviewed literature was analyzed in relation to how these principles are articulated
and operationalized within different economic contexts. Comparative insights were also
drawn to highlight distinctions between Islamic economics and conventional systems,
particularly in terms of financial ethics, distributional justice, and economic governance. This
framework allows for a structured synthesis of diverse viewpoints while maintaining
conceptual coherence.

2.6 Trustworthiness and Rigor

Ensuring rigor in qualitative literature-based research requires transparency,
consistency, and reflexivity. This study enhances trustworthiness through systematic
documentation of the literature selection process, explicit inclusion criteria, and
methodological alignment with established thematic review practices (Lincoln & Guba, 1985;
Nowell et al.,, 2017). Credibility is further strengthened by reliance on widely cited and
authoritative sources within the field of Islamic economics. To minimize researcher bias, the
analysis emphasizes cross-validation of themes across multiple sources and avoids reliance
on single-author interpretations. While this study does not involve empirical data or
statistical generalization, its conceptual rigor provides a reliable foundation for future
empirical research and policy-oriented studies.

2.7 Limitations of the Method

Despite its strengths, this methodological approach has limitations. As a conceptual
literature review, the findings are inherently interpretive and dependent on the scope and
quality of available literature. The absence of primary data limits the ability to empirically
validate theoretical claims. Additionally, variations in definitions and interpretations of
Islamic economics across different authors may pose challenges in achieving complete
conceptual consensus (Hasan, 2010; Siddigi, 2014). Nevertheless, these limitations are
consistent with the objectives of conceptual research and do not undermine the
contribution of this study. Instead, they highlight opportunities for future empirical
investigations that can test and operationalize the themes identified in this review.

RESULT AND DISCUSSION
3.1 Overview of Thematic Findings

The thematic literature review conducted in this study reveals a consistent and robust
pattern in how Islamic economics is conceptualized across both classical and contemporary
scholarly works. Rather than being narrowly framed as a specialized domain of financial
practices or banking operations, Islamic economics is overwhelmingly presented as a
comprehensive and integrated alternative economic system. This system encompasses
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philosophical foundations, ethical principles, institutional mechanisms, and policy
orientations that collectively distinguish it from conventional economic paradigms.

Across the reviewed literature, several dominant and interrelated themes emerge
repeatedly. These themes form the intellectual architecture of Islamic economic thought and
provide a coherent framework through which its objectives, instruments, and normative
commitments can be understood. The major thematic clusters identified include: (1) the
philosophical and ethical foundations of Islamic economics, (2) Islamic economics as a
justice-centered economic system, (3) the prohibition of riba and the promotion of
risk-sharing mechanisms, (4) institutional and operational mechanisms within Islamic
economics, (5) comparative advantages over conventional economic systems, (6)
contemporary relevance supported by empirical reflections, and (7) challenges and critiques
related to implementation and methodology.

These themes appear consistently in the works of leading Islamic economists such as
Chapra, Siddiqi, Nagvi, Kahf, Mirakhor, and Askari, as well as in more recent conceptual and
empirical studies. The recurrence of these themes across diverse scholarly traditions and
methodological approaches suggests a relatively coherent theoretical foundation within
Islamic economics, even though debates remain regarding interpretation, prioritization, and
practical application (Chapra, 2008; Siddiqgi, 2014; Hasan, 2010). The thematic convergence
also indicates that Islamic economics has matured beyond an emerging discourse and now
constitutes a distinct field of economic thought with its own normative identity.

3.2 Philosophical and Ethical Foundations of Islamic Economics

The philosophical and ethical underpinnings of Islamic economics constitute one of the
most prominent and consistently discussed themes in the scholarly literature. In contrast to
conventional economics, which is predominantly grounded in positivist epistemology and
frequently asserts value neutrality, Islamic economics is inherently normative in its
orientation. Its analytical framework is firmly rooted in the Islamic worldview, which
explicitly incorporates moral, social, and spiritual dimensions into economic thought and
practice (Naqvi, 1981; Chapra, 2000). As a result, economic analysis in Islamic economics is
not detached from ethical considerations but is instead guided by a comprehensive moral
vision.

Central to this worldview is the principle of tawhid, which affirms the unity and
coherence of all aspects of existence under divine authority. This foundational concept
profoundly influences economic reasoning by rejecting the separation of economic activities
from ethical and moral responsibilities. Within this paradigm, economic behavior is not
perceived as an autonomous or value-free domain; rather, it is subject to continuous moral
evaluation and accountability. Decisions related to production, exchange, and consumption
are therefore assessed not only in terms of efficiency or profitability but also with respect to
their ethical and social consequences.
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In line with this perspective, economic agents in Islamic economics are conceptualized
as morally responsible individuals rather than as purely self-interested utility maximizers, as
assumed in neoclassical economic theory. This conceptualization directly challenges the
homo economicus model by recognizing that human behavior is shaped by ethical
commitments, social obligations, and spiritual accountability (Siddigi, 2001; Hasan, 2010).
While Islamic economics does not deny the role of self-interest as a motivating factor, it
emphasizes that such self-interest must operate within clearly defined moral boundaries
aimed at preventing harm and promoting collective welfare (maslahah).

The literature consistently identifies key ethical values such as justice (adl), trust
(amanah), moderation (wasatiyyah), and accountability as foundational principles guiding
economic conduct in Islam. These values exert a significant influence on economic
decision-making at both individual and institutional levels, shaping norms and rules
governing production, consumption, distribution, and market exchange (Beekun, 2006;
Wilson, 2015). By embedding ethical constraints directly within market mechanisms, Islamic
economics aspires to achieve a balance between efficiency and equity, an objective that
conventional economic systems often struggle to realize adequately.

3.3 Islamic Economics as a Justice-Oriented Economic System

A central and recurring theme in the literature on Islamic economics is the primacy of
justice as the fundamental objective of the economic system. In contrast to conventional
economic frameworks, where issues of justice and equity are often regarded as secondary
concerns or addressed through corrective policies after market outcomes occur, Islamic
economics embeds justice as an intrinsic and foundational element of the system itself
(Chapra, 1992; Kahf, 1999). This normative orientation reflects the view that economic
arrangements should be designed from the outset to promote fairness and social balance,
rather than relying on external interventions to mitigate inequality.

The literature consistently emphasizes that social and economic justice in Islamic
economics is not merely a moral ideal but a structural necessity. Equity in income and
wealth distribution is institutionalized through explicit mechanisms and organizational
arrangements that operate alongside market processes. From this perspective, economic
growth is not viewed as an end in itself; rather, it is considered meaningful only when it
contributes to the reduction of poverty, inequality, and social marginalization. Growth that
fails to enhance social welfare and distributive fairness is therefore regarded as inconsistent
with the objectives of Islamic economics.

One of the most significant instruments for achieving distributive justice within Islamic
economics is zakat, a compulsory levy imposed on specific forms of wealth that exceed a
defined threshold. Numerous studies highlight that zakat functions as an institutionalized
social safety net aimed at meeting basic needs and alleviating income disparities (Kahf, 1999;
Shirazi & Amin, 2009). Unlike voluntary charitable giving, zakat is both a legal and moral
obligation, ensuring a systematic and predictable transfer of resources from wealth holders
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to economically disadvantaged groups. This mandatory nature distinguishes zakat as a core
redistributive mechanism rather than a discretionary act of benevolence.

Complementing zakat are voluntary instruments such as sadagah and
endowment-based institutions known as wagf. The literature documents the historical and
contemporary roles of wagf in financing public goods, including education, healthcare,
infrastructure, and social services. By mobilizing private resources for public benefit, waqf
institutions contribute to long-term social development while reducing reliance on state
funding and public debt. These instruments enhance social cohesion by fostering a culture of
solidarity and collective responsibility.

The pursuit of justice in Islamic economics also extends beyond redistribution to
encompass labor relations and market behavior. Principles such as fair compensation, the
prohibition of exploitation, transparency in contractual arrangements, and honesty in trade
are consistently emphasized as essential components of an Islamic economic order (Chapra,
2008; Mirakhor & Zaidi, 2007). By safeguarding the rights of workers and consumers, these
principles ensure that economic expansion does not occur at the expense of vulnerable
groups, thereby reinforcing the ethical and justice-oriented character of the Islamic
economic system.

3.4 Prohibition of Riba and the Promotion of Risk-Sharing Mechanisms

The prohibition of riba (interest) constitutes one of the most distinctive and widely
discussed principles within Islamic economic literature. Islamic economists consistently
argue that interest-based financial transactions generate structural injustice by allowing
providers of capital to obtain predetermined and guaranteed returns without bearing the
risks associated with economic activity. This arrangement, they contend, results in an
asymmetric distribution of risk, whereby uncertainty and potential losses are
disproportionately transferred to borrowers (Siddiqi, 2004; Igbal & Mirakhor, 2011). From an
Islamic economic perspective, such risk asymmetry contradicts principles of fairness and
mutual responsibility that should underpin economic exchange.

This critique of interest-based finance has gained renewed prominence in the wake of
recurrent global financial crises, most notably the crisis of 2008. The collapse of highly
leveraged financial institutions and the widespread disruption of economic activity exposed
the fragility of debt-driven financial systems. Scholars argue that reliance on interest-bearing
debt encourages excessive credit expansion, fuels speculative asset bubbles, and accelerates
wealth concentration, thereby increasing systemic vulnerability and undermining long-term
financial stability. These developments have reinforced Islamic economists’ longstanding
concerns regarding the destabilizing effects of interest-based financial structures.

As an alternative to interest-based finance, Islamic economics advocates the use of
risk-sharing mechanisms that distribute both profits and losses more equitably among
economic agents. Prominent among these mechanisms are mudarabah, which involves
profit-sharing partnerships between capital providers and entrepreneurs, and musharakah,
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which is based on joint equity participation. In both arrangements, financial returns are
directly linked to the actual performance of the underlying economic activity rather than
fixed interest obligations (Igbal & Molyneux, 2005; Mirakhor & Zaidi, 2007). By aligning the
incentives of investors and entrepreneurs, these mechanisms encourage prudent investment
decisions and discourage excessive risk-taking.

The literature suggests that risk-sharing arrangements can enhance financial stability by
reducing speculative behavior and fostering stronger linkages between the financial sector
and the real economy. When returns depend on real-sector outcomes, financial activities are
more closely tied to productive investment, thereby supporting sustainable economic
growth. Several studies argue that this structural linkage has the potential to create a more
resilient and ethically grounded financial system that is less prone to crisis and instability
(Chapra, 2008; Askari et al., 2015).

Nevertheless, the literature also recognizes significant practical challenges in
implementing pure risk-sharing models within contemporary financial systems. Modern
economies remain dominated by debt-based instruments and regulatory frameworks that
favor fixed-income financing. Issues such as information asymmetry, moral hazard, weak
legal enforcement, and limited institutional capacity pose substantial barriers to the
widespread adoption of genuine risk-sharing arrangements. These challenges highlight the
need for further institutional innovation and regulatory reform to realize the full potential of
Islamic finance principles in practice.

3.5 Institutional Mechanisms in Islamic Economics

Islamic economics is not limited to abstract normative principles; rather, it is translated
into practice through a set of institutional mechanisms designed to implement its ethical
and socio-economic objectives. The literature consistently identifies several key institutions
as foundational elements of the Islamic economic ecosystem, including Islamic financial
institutions, zakat management organizations, waqgf institutions, and the halal industry.
Together, these institutions serve as operational instruments that transform Islamic
economic values into tangible economic activities and development outcomes (Obaidullah,
2016; Ascarya, 2018).

Islamic banks occupy a central role within this institutional framework. Unlike
conventional banks, Islamic banks are expected to pursue profitability while simultaneously
fulfilling social responsibilities. The literature emphasizes that Islamic banks should
contribute to financial inclusion by extending access to Sharia-compliant financial services
for small and medium enterprises (SMEs), micro-entrepreneurs, and marginalized
communities that are often excluded from the formal financial system (Igbal & Mirakhor,
2011; Hasan & Dridi, 2010). Through financing mechanisms based on risk sharing and
asset-backed transactions, Islamic banks are positioned to support productive economic
activities and promote more equitable growth.
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In addition to Islamic banking, wagf institutions are increasingly recognized for their
strategic role in supporting social and economic development. As endowment-based
organizations, wagf institutions provide a sustainable, non-debt-based source of funding for
public goods such as education, healthcare, and social infrastructure. The literature
highlights the potential of waqgf to complement state welfare programs and reduce fiscal
pressures by mobilizing private resources for long-term social investment (Obaidullah, 2016;
Ascarya, 2018).

The Indonesian context provides empirical evidence of how these institutional
mechanisms are being integrated into national development strategies. Studies document
the expanding role of Islamic finance, halal industries, and Islamic social finance instruments
including zakat and waqf in promoting inclusive economic growth and poverty alleviation.
These sectors have been actively supported by policymakers as part of a broader effort to
enhance financial inclusion, stimulate employment, and strengthen socio-economic
resilience (Ascarya, 2018; Obaidullah, 2016). Collectively, these developments demonstrate
that Islamic economics has evolved beyond a purely theoretical construct and has become
increasingly relevant within contemporary policy and development discourse.

Table 1. Core Institutional Components of Islamic Economics

Component Primary Function Socio-Economic Impact
Islamic Banking Risk-sharing finance Financial inclusion, SME support
Zakat Institutions Mandatory redistribution Poverty reduction, inequality mitigation
Wagf Institutions Endowment-based funding Education, healthcare, public goods
Halal Industries Ethical production Employment, sustainable growth

3.6 Comparative Advantages over Conventional Economic Systems

A considerable body of literature frames Islamic economics as an alternative framework
developed in response to the perceived shortcomings of dominant conventional economic
systems. Capitalism is frequently criticized for its strong emphasis on profit maximization,
market efficiency, and capital accumulation, often at the expense of ethical considerations
and distributive justice. Scholars argue that unrestrained market mechanisms tend to
exacerbate income inequality, encourage excessive financialization, and marginalize social
welfare concerns (Stiglitz, 2012; Piketty, 2014). While capitalism has demonstrated its
capacity to generate economic growth, its failure to ensure equitable distribution and moral
accountability remains a central concern.

Conversely, socialism is often acknowledged for its normative commitment to equality
and social justice but is widely viewed as less effective in terms of efficient resource
allocation, innovation, and productivity. The literature suggests that centralized planning and
limited private incentives can hinder entrepreneurial activity and technological
advancement. As a result, socialism is frequently criticized for sacrificing economic efficiency
in its pursuit of equity, leading to rigid economic structures and reduced growth potential.
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Within this context, Islamic economics is commonly presented as a “middle path” that
seeks to reconcile the strengths of both systems while addressing their respective
weaknesses. Islamic economics allows for private ownership, market exchange, and
entrepreneurial initiative, recognizing the efficiency-enhancing role of market mechanisms.
At the same time, it imposes moral and ethical constraints derived from Sharia principles to
ensure that economic activities do not generate harm or undermine social welfare (Naqvi,
1981; Chapra, 2000). This normative framework limits excessive profit-seeking behavior and
embeds social responsibility within economic decision-making.

The hybrid nature of Islamic economics positions it as a system that integrates economic
efficiency with social justice. Unlike conventional models that often treat equity as a
secondary concern, Islamic economics incorporates distributive considerations directly into
its institutional and operational structures. Ethical obligations related to fairness,
transparency, and accountability are designed to guide market behavior and prevent
exploitation, thereby fostering a more balanced economic order.

A key comparative advantage frequently highlighted in the literature is the strong
emphasis on real-sector linkage and risk-sharing arrangements. By discouraging speculative
transactions and requiring financial returns to be tied to productive economic activity,
Islamic economics aims to reduce systemic risk and enhance financial stability (Igbal &
Mirakhor, 2011; Askari et al., 2015). This structural connection between finance and the real
economy not only promotes sustainable growth but also mitigates the volatility often
associated with debt-driven and speculative financial systems. Consequently, Islamic
economics is portrayed as offering a more stable, ethical, and socially inclusive alternative to
conventional economic paradigms.

3.7 Contemporary Relevance and Empirical Reflections

Although this study is conceptual, the literature frequently references empirical
evidence supporting the contemporary relevance of Islamic economics. Data from
developing countries show steady growth in Islamic financial assets, reflecting increasing
acceptance of Sharia-compliant economic practices (Hasan & Dridi, 2010; Ascarya, 2018). In
Indonesia, persistent inequality and poverty remain challenges despite economic growth.
Islamic social finance instruments such as zakat and wagf are increasingly viewed as
complementary tools to conventional fiscal policies (Badan Pusat Statistik, 2023; Obaidullah,
2016).

3.8 Challenges and Criticisms

Notwithstanding its conceptual appeal and normative strengths, Islamic economics is
not without substantial challenges and critical scrutiny. A recurring concern highlighted in
the literature relates to the persistent disparity between theoretical ideals and practical
implementation. Numerous scholars argue that, in practice, many institutions operating
under the banner of Islamic finance exhibit operational characteristics that are largely
indistinguishable from those of conventional financial institutions. This phenomenon has led
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to concerns that Islamic economics, particularly in the financial sector, risks devolving into
formalistic or superficial compliance rather than achieving meaningful structural
transformation (El-Gamal, 2006; Hasan, 2010).

Critics note that many Islamic financial products replicate conventional debt-based
instruments through complex contractual arrangements, raising questions about their
substantive adherence to Sharia principles. This practice, often referred to as “Sharia
arbitrage,” undermines the foundational objectives of Islamic economics, particularly its
emphasis on risk sharing, ethical accountability, and real-sector engagement. As a result, the
credibility and moral distinctiveness of Islamic economic institutions may be compromised if
form is prioritized over substance.

In addition to practical concerns, methodological debates continue to shape the
academic discourse on Islamic economics. Scholars differ on whether Islamic economics
should develop its own independent analytical frameworks grounded explicitly in Islamic
epistemology or whether it should adapt and modify existing conventional economic models
to align with Sharia principles (Siddigi, 2014; Chapra, 2008). This lack of consensus has
implications for theory building, empirical research, and policy formulation, potentially
limiting the coherence and academic maturity of the discipline.

Furthermore, the integration of Islamic economics into the global economic system
presents additional challenges. Regulatory harmonization across jurisdictions remains
difficult, particularly in financial markets dominated by interest-based instruments and
standardized global regulations. Islamic economic institutions must navigate complex legal
and regulatory environments while maintaining competitiveness and Sharia compliance.
These constraints often limit innovation and scalability, especially in international markets.

Collectively, these challenges underscore the need for continued intellectual
engagement, institutional reform, and regulatory innovation. Addressing the gap between
theory and practice, clarifying methodological foundations, and strengthening governance
frameworks are essential steps for ensuring that Islamic economics evolves beyond symbolic
representation toward substantive and sustainable economic transformation.

3.9 Synthesis of Findings

The thematic synthesis indicates that Islamic economics can be understood as a
systematic and normatively anchored alternative to dominant economic frameworks. The
literature consistently highlights that its foundational commitment to justice, moral
responsibility, and risk-sharing arrangements distinguishes it in a fundamental way from
conventional economic paradigms that prioritize efficiency and profit maximization. Rather
than treating ethical considerations as peripheral, Islamic economics integrates them
directly into its theoretical and institutional structures. Although significant challenges
related to implementation, institutional capacity, and regulatory alignment persist, these
limitations do not undermine its conceptual coherence. Instead, the reviewed studies
collectively demonstrate that Islamic economics offers a robust intellectual framework that
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remains highly relevant for addressing contemporary economic problems. This body of
literature thus provides a solid basis for further empirical investigation, theoretical
refinement, and policy-oriented innovation aimed at developing more inclusive, stable, and
ethically grounded economic systems.

CONCLUSION

This conceptual literature review has examined Islamic economics as an alternative
economic system through a thematic analysis of classical and contemporary scholarly works.
The findings demonstrate that Islamic economics is not merely a religiously inspired financial
model but a comprehensive and normative economic system that integrates ethical values,
social justice, and economic efficiency within a coherent theoretical framework. By
embedding moral accountability and distributive justice into economic processes, Islamic
economics offers a distinct paradigm that challenges the assumptions and limitations of
dominant conventional economic systems.

One of the central conclusions of this study is that Islamic economics is fundamentally
grounded in a worldview that rejects the notion of value-neutral economic behavior. Unlike
conventional economics, which often separates ethics from economic analysis, Islamic
economics explicitly incorporates moral principles derived from Sharia, such as justice (adl),
trust (amanah), and social responsibility. These principles shape economic decision-making
at both individual and institutional levels, ensuring that economic activities serve broader
societal objectives rather than narrow profit maximization (Chapra, 2000; Naqvi, 1981). This
ethical orientation positions Islamic economics as a viable response to the moral and social
crises associated with contemporary capitalism, including inequality, financial exploitation,
and environmental degradation.

The thematic analysis also highlights that justice and equitable wealth distribution
constitute core objectives of Islamic economics. Mechanisms such as zakat, waqf, and
risk-sharing financial contracts are not peripheral tools but integral components of the
system designed to prevent excessive wealth concentration and promote social cohesion.
These instruments distinguish Islamic economics from conventional systems where
redistribution is often addressed through corrective policies rather than structural design. As
emphasized in the literature, embedding redistributive mechanisms within the economic
system enhances its capacity to address poverty and inequality in a sustainable manner
(Kahf, 1999; Chapra, 2008).

Another significant conclusion relates to the prohibition of riba and the promotion of
risk-sharing mechanisms. The literature consistently argues that interest-based financial
systems contribute to financial instability and exacerbate economic inequality by
transferring risk disproportionately to borrowers. Islamic economics offers an alternative
financial logic that links returns to real economic performance and shared risk, thereby
encouraging productive investment and discouraging speculative behavior (Igbal &
Mirakhor, 2011). While practical challenges remain in implementing pure risk-sharing
models within modern financial markets, the conceptual framework provides valuable
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insights for rethinking financial system design in the aftermath of repeated global financial
crises.

This study also underscores the institutional dimension of Islamic economics. The
development of Islamic financial institutions, social finance organizations, and halal
industries reflects the system’s practical relevance in contemporary economies, particularly
in developing countries. The Indonesian case, frequently cited in the literature, illustrates
how Islamic economic institutions can complement national development strategies by
enhancing financial inclusion, supporting small enterprises, and addressing socio-economic
disparities (Ascarya, 2018; Obaidullah, 2016). These institutional developments demonstrate
that Islamic economics is not confined to theoretical discourse but has tangible implications
for policy and practice.

Despite its strengths, the review identifies several limitations and challenges that
warrant attention. A persistent gap between theory and practice remains a major concern,
as many Islamic financial institutions operate in ways that closely resemble conventional
models. This phenomenon raises questions about the authenticity and transformative
potential of Islamic economics in its current implementation (El-Gamal, 2006; Hasan, 2010).
Moreover, the lack of methodological consensus within the field has constrained theoretical
development and empirical testing. Addressing these challenges requires continued
scholarly engagement, institutional innovation, and supportive regulatory frameworks.

From a methodological perspective, this study demonstrates the value of thematic
literature review as a tool for synthesizing complex and fragmented bodies of knowledge. By
systematically identifying and integrating key themes, this approach provides a structured
understanding of Islamic economics as a holistic system. However, as a conceptual study
based solely on secondary sources, the findings are inherently interpretive and cannot
substitute for empirical validation. Future research should therefore extend this work by
employing empirical methods to examine the real-world impact of Islamic economic
principles on economic performance, inequality, and financial stability.

In conclusion, Islamic economics presents a compelling alternative economic system
that addresses both ethical and structural deficiencies of conventional paradigms. Its
emphasis on moral accountability, social justice, and economic balance offers valuable
insights for rethinking economic development in an era marked by uncertainty and
inequality. While significant challenges remain in translating theory into practice, the
conceptual foundations of Islamic economics provide a robust framework for developing
more inclusive, ethical, and sustainable economic systems. This study contributes to the
ongoing academic discourse by clarifying key themes and highlighting future research
directions, thereby supporting the continued evolution of Islamic economics as a meaningful
alternative in the global economic landscape.
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