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ABSTRACT

This study thoroughly examines the potential and challenges of Islamic financing in driving the
achievement of the Sustainable Development Goals (SDGs). Through an extensive literature review,
the research meticulously analyzes the impact of Islamic financial instruments, particularly those that
adhere to Sharia principles, on sustainable development. The study unequivocally demonstrates that
Islamic financing, particularly through instruments such as green sukuk, presents substantial
opportunities for funding environmentally friendly projects, thus playing a pivotal role in
transitioning towards a green economy. Notwithstanding, the broader adoption of Islamic financing
faces challenges including regulatory inconsistencies, low financial literacy, and the imperative need
for greater harmonization of Sharia standards across different countries. The research emphatically
underscores the significance of robust regulatory frameworks and comprehensive public awareness
campaigns to optimize the transformative potential of Islamic financing in advancing the SDGs.
Furthermore, it strongly advocates for future research to prioritize empirical studies aimed at
assessing the concrete impact of specific Islamic financial products on sustainable development
outcomes. The study concludes with assertive recommendations for policymakers, stressing the
urgency for regulatory harmonization and intensified educational efforts to promote the
understanding and utilization of Islamic financing.

Keywords: Islamic financing, Sustainable Development Goals, green sukuk, regulatory challenges,
green economy.
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I. INTRODUCTION

In the global financial
landscape, Islamic financing has
swiftly advanced to become a vital
element of the international financial
system (Nurcahya, 2024). One of the
significant merits of sharia financing
is its ability to actively contribute to
the attainment of the Sustainable
Development Goals (SDGs) and the
concept of a green economy. The
SDGs embrace a comprehensive
development agenda with the aim of
eradicating poverty, safeguarding the
planet, and ensuring universal
prosperity. Sharia financing, with its
core principles of justice and welfare,
undeniably plays a crucial role in
supporting the SDGs, particularly in
fostering an inclusive, responsible,
and sustainable financial system.

Mazzab and Siddiqul (2024)
unequivocally state that Islamic banks
significantly bolster financial
inclusion through Sharia-compliant
services, thereby actively
contributing to economic
development and stability across
diverse regions. Additionally, Fitriani
et al. (2024) assert the essential role
of Shariah-compliant products in
fostering financial inclusion and
empowerment  for  marginalized
communities, underscoring their
pivotal role in facilitating improved
financial access and economic
empowerment for disadvantaged
groups.

In Indonesia, sharia financing
has firmly established itself as a
pivotal component of the national
financial ~ system,  experiencing
substantial expansion in recent years.
Given that Indonesia boasts the
world's largest Muslim population,
the country undeniably holds
immense promise for the
advancement of the Islamic finance
sector. However, it is evident that
enhancing financial literacy is crucial
to promoting greater financial
inclusion (Putri et al., 2024).

Based on the findings by
Fitriani et al. (2024), Shariah-
compliant products play a crucial role
in improving financial access for
marginalized communities. Among
these products, Sharia-compliant
credit cards have gained significant
acceptance and demonstrated
consistent growth. This aligns with
the Indonesian government's
dedication to promoting Islamic
finance as an integral part of the
national strategy to promote financial
inclusion and sustainable
development agenda.

Sharia financing stands as a
robust financial mechanism that
steadfastly upholds the principles of
fairness and transparency. It is
increasingly recognized as a potent
tool to advance the Sustainable
Development Goals (SDGs) and the
green economy. While existing
studies have established the linkage



between sharia financing and the
SDGs and the green economy, further
attention is needed to address
significant research gaps. Notably,
there is a pressing need for
comprehensive studies that explore
how sharia financing instruments can
be strategically adapted to directly
bolster green economy projects,
considering that sharia principles
prohibit  activities  that  are
environmentally deleterious or high-
risk.

Extensive research is yet to
delve into the synergy between sharia
financing and the green economy,
particularly  regarding  practical
implementation in real-world
contexts. Many existing studies
primarily focus on theoretical aspects
and lack in-depth analysis of case
studies or practical applications of
sharia financing in funding green
projects across different countries.
Hence, there is an unmistakable need
for further research to uncover the
prevailing challenges and
opportunities and to discern how
policies and regulations can
effectively bolster this synergy.

The connection  between
Sharia financing and the attainment of
the Sustainable Development Goals
(SDGs) has not been thoroughly
explored in research. While numerous
studies have focused on the economic
and social facets of sharia financing,
there is a dearth of research on its
impact in the environmental domain
within the context of the SDGs. More

comprehensive research is necessary
to connect sharia with SDGs

indicators that emphasize
environmental sustainability,
including effective water

management, renewable energy, and
ecosystem preservation.

This  study aims to
comprehensively  examine  the
relationship between Sharia
financing, the achievement of the
Sustainable  Development  Goals
(SDGs), and the implementation of
the green economy. Through an in-
depth literature analysis, the study
seeks to identify Sharia principles that
can be integrated into green economy
projects and assess the impact of
Sharia financing on the realization of
the SDGs across diverse sectors.

The study aims to boldly
identify  the  challenges and
opportunities in effectively
implementing Sharia financing within
the context of sustainable
development. The literature study
method was chosen because it allows
researchers to collect, analyze, and
synthesize various findings from
previous studies comprehensively.
This approach offers a systematic
way to evaluate different perspectives
and empirical evidence, laying a solid
foundation for developing a more
holistic and relevant theoretical
framework  for this  research.
Additionally, it also helps in
identifying  research gaps and
providing recommendations  for



future research based on critical
analysis of the existing literature.

This study’s innovation lies in
the comprehensive integration of
sharia financing and the
implementation of the green economy
to advance the  Sustainable
Development Goals (SDGs). While
previous studies have addressed these
topics individually, this research
uniquely identifies the synergies and
practical challenges that arise when
these three elements are combined in
real-world applications. Furthermore,
the study sheds light on research gaps,
particularly in adapting sharia
instruments to support green projects
in various countries. This exploration
is crucial for meeting the global
demand for sustainable development
and a more environmentally friendly
economy.
Il. RESEARCH METHOD

This study uses a literature
study method to analyze the prospects
and challenges of sharia financing in
supporting the achievement of the
Sustainable  Development  Goals
(SDGs) and green  economy
development in Indonesia and other
Muslim-majority countries.
Literature studies are an effective
approach to obtaining a
comprehensive picture of a complex
topic, especially when direct
empirical data is difficult to obtain or
when an in-depth understanding of a
variety of theoretical and practical
perspectives in the field is required.

The first step in this method is
the collection of relevant literature.
The collected literature includes

international journal articles, books,
research  reports, and  policy
documents published in the last six
years (2018-2024). Literature
collection was conducted through
searches in academic databases such
as Google Scholar, JSTOR, and
ScienceDirect, with keywords such as
"Islamic finance,” "SDGs," "green
economy,” "Indonesia," and “Islamic
countries.” The main focus is on
literature that has a high citation rate,
which shows the influence and
relevance of the research in academic
discussions.

To ensure that only relevant,
high-quality literature is analyzed,
inclusion and exclusion criteria are
established. Inclusion criteria
include: (1) literature that discusses
sharia financing in the context of the
SDGs or green economy; (2) research
conducted in Indonesia or a Muslim-
majority  country; (3) Articles
published in reputable international
journals or books published by well-
known academic publishers.
Exclusion criteria include: (1) articles
that are too specific to a geographical
or cultural context that is not relevant
to Indonesia or the Islamic world; (2)
literature older than six years; and (3)
articles that are not peer-reviewed or
published in journals with low
reputation.

Once the literature has been
collected, the next step is to conduct a
qualitative analysis of the content of
each document. This process involves
identifying key themes, arguments,



and findings related to the prospects
and challenges of sharia financing.
Thematic analysis techniques are
used to categorize literature based on
emerging topics, such as regulation,
financial literacy, technological
innovation, and policy support. This
analysis helps in identifying common
patterns and differences of view that
exist in the literature.

The synthesis of findings
resulting from qualitative analysis is
carried out by integrating information
from various sources to provide a
comprehensive understanding of the
topic being discussed. The synthesis
also includes comparisons between
different countries and contexts, to
see how sharia financing is
implemented and what challenges are
faced in different regions. The
findings from the literature are then
linked to the existing theoretical
framework to provide deeper insights
into the sharia financing mechanism
and its relevance to the achievement
of the SDGs and the green economy.

The assessment of the quality
of the literature is carried out by
assessing the validity, reliability, and
strength of the arguments of each
article analyzed. Literature with
robust research methods and in-depth
data analysis is given more weight in
the overall synthesis. The study also
considers the context of publication,
such as the journal's reputation and
the number of citations, to assess the
academic impact of the literature
used.

An important part of this
literature study method is the
identification of research gaps that
exist in the current literature. By
reviewing the existing literature,
researchers can identify areas where
further research is needed, both in
theoretical and applied contexts. This
gap is then used as the basis for future
research recommendations, which is
one of the main objectives of this
literature study.

Once the findings are
synthesized and research gaps are
identified, the final step is to
generalize the findings to provide
practical implications for
policymakers, financial institutions,
and other stakeholders. This literature
study aims to provide practical
recommendations that can be applied
in the field to overcome challenges
and take advantage of the prospects of
sharia financing in supporting the
green economy and the achievement
of the SDGs.

While this method of
literature study provides valuable
insights, there are some limitations
that need to be noted. First, limited
access to several relevant literature
sources can affect the completeness
of the analysis. Second,
interpretations of the existing
literature may vary depending on the
researcher's perspective, so the results
of the synthesis may not be
completely neutral.  Third, this
method relies on secondary data, so it
cannot replace the need for direct



empirical research that can provide
primary data for more in-depth
analysis.

I11.RESULTS AND DISCUSSION

Sharia financing is a financial system
based on the principles of Islamic law
(sharia), which  prohibits riba
(interest), gharar (uncertainty), and
maysir (gambling). In contrast, sharia
financing encourages transactions
based on fairness, partnership, and
risk sharing. This financing is
designed to ensure that economic
activities are not only financially
profitable but also have a positive
impact on society as a whole. For
example, products such as murabahah
(sales with profit margins) and ijarah
(rent) are used in sharia financing to
avoid interest, which is considered
unethical in Islam (Abbas &
Aravossis, 2024).

A. ""Does Sharia Financing support
the SDGs?"

The fundamental principles of
sharia financing, including justice,
transparency, and social
responsibility, align  with  the
sustainable  development  goals.
According to a study conducted by
Abbas and Aravossis in 2024, Islamic
finance, with its emphasis on ethical
investment, has significant potential
to bolster the green economy and
contribute to the fulfillment of the
Sustainable  Development  Goals
(SDGs).

Sharia-compliant ~ financing
plays a significant role in advancing
sustainable development by
upholding principles of justice and
social  responsibility.  Prioritizing
investments in projects that contribute
to  societal well-being and
environmental sustainability, Islamic
finance serves as a crucial driver in
realizing the Sustainable
Development Goals (SDGs).
Extensive literature underscores how
Islamic finance fosters financial
inclusion, poverty alleviation, and the
advancement of sustainable
infrastructure.

Sharia financing is commonly
viewed as a mechanism that aligns
with the sustainable development
goals (SDGs) due to its principles that
promote justice, social responsibility,
and ethical investment. According to
researchers like Ali and Haseeb
(2020), Islamic finance can play a
crucial role in advancing the SDGs by
funding sustainable and eco-friendly
projects. They posit that sharia
financing, including instruments like
green sukuk, can contribute to
reducing economic inequality and
promoting financial inclusion in
countries  with  Muslim-majority
populations.

Some  researchers  have
expressed differing views on this
matter. For instance, Khan (2019) has
critiqued the idea, pointing out that
sharia  financing  continues to
encounter significant hurdles in terms
of regulatory conformity and efficient



execution.  According to these
scholars in reality, sharia financing
often  bears  resemblance to
conventional finance, suggesting that
its impact on the SDGs may not be as
pronounced as anticipated.

In countries like Indonesia
that have a majority Muslim
population, sharia financing has the
potential to support sustainable
development. However,
implementing it requires overcoming
obstacles such as lack of public
understanding, regulatory
inconsistencies, and lack of product
innovation. A study by Bakar and
Othman (2021) showed that in
Malaysia, the government has taken
steps to support Islamic finance
through stricter regulations and
incentives  for green  projects.
However, in Indonesia, despite the
potential, there is still a need to
strengthen the regulatory framework
and increase public awareness.

B. Form of Sharia Financing
Mechanism in Supporting the
Green Economy.

Sharia financing offers a
range of mechanisms to support the
green economy, including
instruments  like green  sukuk,
murabahah, and ijarah. For instance,
green sukuk is a sharia-compliant
bond used to finance environmentally
sustainable projects, attracting global
attention  for  blending  sharia
principles with funding for green
infrastructure, renewable energy, and

waste management. Furthermore, the
concept of endowment has been
adapted in some cases to support
green initiatives through sustainable
funding.

Instruments like green sukuk
have been created to finance
environmentally friendly and
sustainable projects. In countries such
as Malaysia, green sukuk has become
a crucial tool for funding renewable
energy and green infrastructure
projects that align with Sharia
principles. According to Bace (2022),
green sukuk not only offers essential
financing for green projects but also
bolsters the position of the Islamic
financial market in supporting
sustainability initiatives.

According to EI-Komi and
Croson (2020), these financial
instruments not only adhere to Sharia
principles but also aid in risk
reduction, promote financial
inclusion, and offer a stable funding
option for sustainable projects.
Therefore, Sharia-compliant
financing has the potential to play a
significant role in advancing the
sustainable  development  goals
(SDGs).

Indonesia has placed special
emphasis on green sukuk as part of its
efforts to meet the SDGs targets. The
Indonesian government has
introduced green sukuk to finance
renewable energy projects, including
solar power plants and forest
management. According to Aziz and
Mollah (2021), Indonesia is among



the pioneering nations to issue green
sukuk on a national level,
demonstrating a robust dedication to
integrating Islamic finance into
sustainable development initiatives.

In several Islamic nations,
including Malaysia and the United
Arab  Emirates, sharia-compliant
financing has started to have a
significant impact on bolstering the
green economy. For instance,
Malaysia has built a robust
framework for green sukuk and has
established regulations to facilitate its
issuance. Meanwhile, in the United
Arab Emirates, the government has
been promoting the involvement of
the Islamic banking sector in funding
green projects as part of its long-term
development strategy.

C. Looking at the Prospects and
Challenges of Sharia Financing in
the Future

The future looks promising
for Sharia financing, especially with
the growing global awareness of more
equitable and sustainable financial
principles. Instruments such as sukuk
and equity-based financing have not
only gained traction among Muslims
but have also been internationally
recognized as a more stable and
ethical alternative to traditional
financial systems. According to Bace
(2022), the potential of the Sharia
financing market is continually
expanding due to the rising demand
for financial products that align with

Islamic values, both in Muslim-
majority countries and beyond.

The incorporation of sharia
financing with sustainable
development endeavors, such as
green sukuk, enhances its
significance and appeal. In nations
like Indonesia and Malaysia, green
sukuk has emerged as a crucial means
of financing projects that promote the
green economy and mitigate carbon
emissions. Mansour and Bujosa
(2024) noted that this development
reflects a robust dedication from both
the government and the financial
sector to promote sustainability
through Islamic financial
mechanisms..

Moreover, the digitization of
the Islamic finance sector is
anticipated to fuel substantial growth.
Technological advancements like
Islamic fintech are expanding access
to financial services for segments that
were previously underserved,
particularly in rural areas or countries
with limited financial infrastructure.
This not only promotes financial
inclusion but also creates new
possibilities for the expansion of the
Islamic financing market across
different regions of the world.

While sharia financing holds
promise, it also encounters several
obstacles such as  regulatory
inconsistencies, differing
interpretations of sharia compliance,
and insufficient awareness and
understanding among market
participants.  Overcoming  these



challenges is crucial to enabling
sharia financing to make a
meaningful contribution to
sustainable development.

The potential for sharia
financing is promising, but it is also
encountering significant challenges.
One of the main obstacles is the lack
of regulatory alignment among
countries that adopt the Islamic
financial system. Different countries
have varying interpretations and
applications of sharia principles,
leading to uncertainty and inhibiting
market expansion. According to Bace
(2022), there is a need for more
comprehensive  and  universally
accepted global standards to enable
cross-border investment in this sector.
One of the existing challenges is the
limited understanding and knowledge
about Islamic financial products, both
among the general public and in the
business  sector. Many market
participants still exhibit hesitation or
lack a comprehensive understanding
of the advantages and distinctive
characteristics of sharia financing,
which  could impede broader
acceptance. Mansour and Bujosa
(2024) underscored the significance
of more robust educational initiatives
and the enhancement of Islamic
financial literacy to raise awareness
and confidence in these products.

In predominantly Muslim countries
like Indonesia, additional hurdles
emerge in the form of competing with
well-established conventional
financial products that have superior
infrastructure. To tackle this, further

endeavors are required in the
enhancement of infrastructure and the
implementation of policies that
bolster the expansion of sharia
financing, including more robust tax
incentives and regulatory backing for
the sector.

IV.CONCLUSION

The study suggests that sharia
financing holds significant promise in
advancing the Sustainable
Development Goals (SDGs) and
fostering the growth of the green
economy in Indonesia. Instruments
like green sukuk have shown to be
successful in financing eco-friendly
initiatives, showcasing encouraging
potential for incorporating sharia
principles into sustainable
development endeavors. Indonesia’s
achievements in issuing green sukuk
serve as compelling evidence that
sharia financing can play a pivotal
role in facilitating the shift towards a
green economy.

One of the primary challenges
encountered is the absence of
regulatory  harmonization  across
different countries that adopt the
Islamic financial system.
Inconsistencies in the interpretation
and application of Sharia principles
can impede cross-border investment
flows.  Moreover, the limited
understanding among the public and
business community about Islamic
financial products poses a significant
challenge that must be addressed.
Insufficient Islamic financial literacy



has the potential to hamper broader
adoption and slow market expansion.

"The key recommendation
based on these findings is to enhance
efforts in harmonizing regulations at
an international level to establish
more unified standards. Additionally,
a more comprehensive education
campaign is necessary to improve
public understanding and trust in
sharia  financing. Government
backing in the form of incentives and
policies that promote the growth of
Islamic financial infrastructure is also
highly crucial.”

For future research, it is
advisable to delve deeper into the
specific impact of different sharia
financing  instruments on the
attainment of the SDGs and the
advancement of the green economy.
Further investigation is also necessary
to assess the potential of
technological innovations, such as
sharia-compliant financial
technology, in promoting financial
inclusion and extending the
accessibility of sharia financing.
Additionally, an expanded scope of
research could involve analyzing the
adoption of sharia financing in
diverse international contexts.

The study's limitations stem
from the absence of comprehensive
and specific empirical data regarding
the application of sharia financing in
Indonesia, particularly in relation to
its contributions to the green
economy. Furthermore, variations in
the interpretation and application of
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sharia principles across different
countries also restrict the
generalizability of these findings.
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