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Abstract

This study explores the role of fiscal policy instruments within the framework of Islamic
macroeconomics, mainly through the principles of Maqgasid al-Shariah, which emphasize social
justice and societal well-being. Using a qualitative research approach with a descriptive analysis
method, this study incorporates literature review and triangulation techniques, like document
analysis and expert interviews, to assess the effectiveness of zakat, waqf, and sukuk in supporting
economic stability and social welfare. The findings indicate that these instruments significantly
contribute to poverty reduction and infrastructure development, yet challenges remain in
governance, transparency, and public awareness. Strategic measures such as regulatory
strengthening, institutional capacity building, and financial literacy campaigns are necessary to
enhance the impact of Islamic fiscal policies. Additionally, leveraging technological
innovations —such as digital zakat platforms and innovative waqf management models —can
improve efficiency and transparency. By addressing these challenges, Islamic fiscal policy has the
potential to serve as a sustainable and ethical alternative to conventional fiscal systems.
Keywords : Fiscal instrument, islamic fiscal policy, islamic macroeconomics.

1. Introduction

Globalization and technological advancements compel financial institutions,
including Islamic Financial Institutions, to continuously adapt to changes in order to
enhance competitiveness. Product innovation in Islamic Financial Institutions serves
as a key factor in maintaining relevance while simultaneously promoting inclusivity,
sustainability, and adherence to Islamic Economic Law (Fadli Daud Abdullah, Doli
Witro, Misbahul Munir Makka, Muhamad Sadi Is, & Syahid Mujahid Wiwaha, 2024).
However, it is crucial to recognize that international trade is not merely an exchange
of physical commodities; it also reflects a highly influential political-economic model
(Abdullah, Saleh, Rasyid, & Witro, 2023).

Fiscal policy is a crucial instrument utilized by governments to achieve social
welfare (Nawawi, Jaya, Sumanto, & Pangaribowo, 2021), stable economic growth
(Indrawati, Satriawan, & Abdurohman, 2024), and the reduction of inequality (Malla
& Pathranarakul, 2022). In many countries, fiscal policy encompasses tax regulation,
government expenditures, and various other economic interventions (Andini, 2024;
Attilio, Faria, & de Oliveira, 2024; Cui, Li, & Li, 2023). However, in Muslim-majority
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countries that implement Islamic law in various aspects of life, fiscal policy is viewed
from a different perspective. Within the framework of Islamic law, fiscal policy is
grounded in Shariah principles, which prioritize distributive justice, the reduction of
social inequality, and the overall well-being of society (Chapra, 2008; Ifwat Ishak &
Mohammad Nasir, 2021). In contrast, countries with conventional economic systems
tend to focus more on market efficiency and economic growth.

In this context, Islamic law-based fiscal policy instruments such as zakat, waqf,
and sukuk serve as mechanisms to achieve more equitable social and economic
objectives. For instance, Indonesia and Malaysia—two major Muslim-populated
countries —have begun integrating Shariah-based fiscal policies into their national
budget systems. Although still in the developmental stage, these policies indicate that
Shariah principles can be applied in macroeconomic frameworks to mitigate social
inequality and enhance societal welfare (Kafh, 2002; Obaidullah, 2005). Therefore,
understanding the role of fiscal policy instruments within Islamic law is essential in
formulating policies that are not only efficient but also equitable and sustainable.

Based on the existing literature, fiscal policy in the context of Islamic law extends
beyond being merely an economic instrument. According to Obaidullah (2005),
Shariah-based fiscal policy emphasizes wealth redistribution through instruments
such as zakat and waqf, which can be utilized to alleviate poverty and social
inequality. Furthermore, Islamic law-based fiscal policy mandates that governments
operate with transparency and accountability in managing national budgets (Ifwat
Ishak & Mohammad Nasir, 2021). This contrasts with conventional fiscal policies,
which often emphasize economic growth and market efficiency without deeply
considering social justice (Kahf, 2002; Chapra, 2000).

Several studies indicate that the implementation of Shariah-based fiscal policies
can create a more inclusive system and strengthen social welfare mechanisms. For
example, the application of zakat as a wealth redistribution instrument can
significantly contribute to reducing poverty and social inequality in Muslim-majority
countries (Hassan & Lewis, 2007). On the other hand, while conventional fiscal
policies may achieve economic growth, they frequently fail to ensure social equity,
potentially exacerbating inequality (IMF, 2023; OECD, 2023). These studies suggest
that there is substantial potential for integrating Shariah-based fiscal policies within
modern economic frameworks to achieve more sustainable and inclusive
development.

This study aims to analyze the role of fiscal policy instruments within Islamic
macroeconomic law, particularly within the framework of Maqasid al-Shariah, which
emphasizes the importance of social justice and the welfare of society. Another
objective is to identify the challenges and opportunities in implementing Shariah-
based fiscal policies in countries that adopt Islamic law. Additionally, this study seeks
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to compare fiscal policy instruments in Islamic law and conventional economic
systems, as well as to explore how both systems can be harmonized to achieve more
equitable and sustainable development.

Through this study, recommendations are expected to emerge for optimizing the
implementation of Shariah-based fiscal policies within macroeconomic contexts to
create economic justice. Furthermore, this study aspires to contribute to the
development of Islamic economic law theories and practices that can be applied in an
increasingly complex global economy. Thus, this study not only provides insights
into fiscal policy instruments within Islamic law but also offers practical solutions for
developing more inclusive and just fiscal policies in Muslim-majority countries.

Research Method

This study employs a qualitative approach with a descriptive analysis method to
examine the effectiveness of Islamic fiscal policy. Data collection is conducted
through a literature review encompassing books, academic journals, and official
reports related to Islamic fiscal policy. The analysis adopts a Maqashid Syariah-based
approach to evaluate the effectiveness of fiscal instruments within the Islamic
economic system (Kafh, 2002).

Additionally, this research utilizes a comparative study method to analyze the
implementation of fiscal policy instruments in two Muslim-majority countries, such
as Malaysia and Indonesia. The analysis focuses on the application of zakat, waqgf,
and sukuk in supporting economic development and social welfare (Visser, 2013).

To enhance data validity, this study applies triangulation techniques by combining
document analysis and interviews with Islamic economic practitioners. The findings
are presented descriptively to provide a comprehensive understanding of the
effectiveness of Islamic fiscal policy instruments in achieving economic and social
development objectives.

3. Results and Discussion
3.1 Results

Zakat, haqqul mal or property right that must be fulfilled by every Muslim (Leliya,
Farhan, Wasman, Annisa, & Hakim, 2024), serves as a fiscal policy instrument with a
significant impact on poverty alleviation. In Indonesia, zakat has supported various
social welfare programs (Dahlawi, Akbar, & Rassanjani, 2022), including those in the
education and healthcare sectors. However, the primary challenge in maximizing its
impact lies in the decentralized management system, necessitating improved
coordination and distribution effectiveness (Mukhlishin, Wahab, Setiaji, &
Tazhdinov, 2024).
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Waqf plays a strategic role in financing public projects, such as the construction of
hospitals and educational institutions (Budiman, Mairijani, Fahmi, Rifqi, & Rizqina,
2024). In Malaysia, the utilization of waqf has contributed to the development of
higher education institutions, thereby enhancing human capital quality (Mujani &
Yaakub, 2017). Innovations in waqf management, such as cash waqf and corporate
wagqf, present new opportunities to support sustainable development financing
(Qadri & Bhatti, 2021).

As an Islamic financial instrument, sukuk provides an innovative solution for
infrastructure project financing (Putera, Widianingsih, Rianto, Ningrum, & Suryanto,
2022). In Indonesia, the issuance of green sukuk has been utilized to fund renewable
energy projects, aligning with sustainable development goals. However, to enhance
investor confidence and attractiveness, greater transparency in sukuk management is
necessary (Obaidullah, 2005).

The principles of Maqasid al-Shariah, such as economic justice and wealth
protection, serve as fundamental pillars in the formulation of Islamic fiscal policies.
Zakat and waqf instruments are designed to ensure a more equitable distribution of
wealth and foster social stability (Chapra, 2008). To maximize their impact, the
implementation of these policies must be tailored to the local needs and economic
conditions of each country (Igbal & Mirakhor, 2011).

Unlike conventional fiscal policies, which often rely on debt-based financing,
Islamic fiscal policies offer an alternative approach that aligns with Shariah
principles. Sukuk, for instance, is developed using mechanisms that avoid riba,
making it more compatible with the Islamic financial system. However, the primary
challenge in implementing these policies lies in their integration with the global
economy, which remains predominantly conventional (Visser, 2013).

Despite its vast potential, the management of zakat and wagqf continues to face
various challenges, including regulatory limitations and a lack of professionalism
within their governing institutions. In some Muslim-majority countries, zakat fund
utilization is estimated to reach only 10-20% of its potential, highlighting the urgent
need for governance reforms and greater transparency within zakat and wagqf
institutions (Kafh, 2002).

From a macroeconomic perspective, Islamic fiscal instruments contribute to
economic stability without creating significant fiscal deficits. Sukuk helps reduce
dependence on conventional bond (Almaskati, 2022; Bouijlil, Hassan, & Grassa, 2020),
while zakat and waqf support a more inclusive wealth redistribution mechanism
(Razak, 2020). Studies indicate that countries implementing Shariah-based fiscal
policies exhibit greater resilience in navigating global economic crises compared to
those with conventional fiscal systems (Qadri & Bhatti, 2021).
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To enhance the effectiveness of Islamic fiscal policy implementation, a more
comprehensive approach is required, including regulatory strengthening and
improved public financial literacy. The development of productive wagqf can serve as
a strategy for financing short-term and long-term social and economic projects (Rao,
2024). Moreover, collaboration between governments and Islamic financial
institutions is a key factor in reinforcing the sustainability of Shariah-compliant fiscal
policies.

3.2 Discussion

Islamic fiscal policy instruments, such as zakat, waqf, and sukuk, offer solutions
that not only address short-term economic challenges but also contribute to
sustainable development. Zakat, for instance, plays a crucial role in reducing
economic disparities and supporting the objectives of Maqashid Shariah through
equitable wealth distribution (Chapra, 2008). Additionally, zakat strengthens the
purchasing power of the poor, thereby stimulating macroeconomic growth (Kafh,
2002). However, zakat implementation often faces challenges, such as inefficient
management, which hinders its full potential in poverty alleviation.

Wagf, another Islamic fiscal instrument, holds a strategic role in financing public
projects, such as hospitals and schools (Budiman et al., 2024). In Malaysia, productive
wagqf has become a key tool in supporting the education and healthcare sectors
without imposing a burden on the government budget (Mujani & Yaakub, 2017).
However, the lack of innovation in waqf management often limits its contribution to
social and economic development. Therefore, a more creative approach is needed to
maximize the impact of waqf.

Sukuk, as a Shariah-compliant financing instrument (Affandi, Harahap, & M.
Nawawi, 2024; Balli, Billah, Balli, & De Bruin, 2022), has proven effective in funding
infrastructure projects across various Muslim countries, especially in Indonesia
(Wibowo, Salsabila, Lubis, Rahma, & Silalahi, 2024).. Nonetheless, the sukuk market
still faces obstacles, such as limited liquidity and international regulations that have
yet to fully support its growth (Obaidullah, 2005). Enhancing transparency and
harmonizing regulations are essential steps to strengthen the role of sukuk in the
global economy.

Unlike conventional fiscal policies, which often rely on interest-based debt, Islamic
fiscal policies emphasize principles of justice and sustainability. Zakat and waqf, for
example, contribute to creating an inclusive economy without burdening future
generations with debt (Igbal & Mirakhor, 2011). However, the global adoption of
Islamic fiscal policies requires better integration with conventional economic systems
(Visser, 2013). Addressing this challenge necessitates collaborative efforts between
Muslim-majority countries and international financial institutions.
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Despite its significant potential, Islamic fiscal policy often encounters
implementation challenges, particularly in developing countries. Institutional
capacity constraints and low public awareness remain major barriers to maximizing
the benefits of zakat, waqf, and sukuk (Kafh, 2002). Regulatory reforms and public
education initiatives are needed to overcome these issues and ensure that Islamic
fiscal instruments optimally contribute to economic development.

Magqashid Shariah provides a strong philosophical framework for Islamic fiscal
policies. Instruments such as zakat and wagqf not only focus on material welfare but
also encompass spiritual, social, and environmental dimensions (Chapra, 2008). This
holistic approach makes Islamic fiscal policy highly relevant in the modern era, where
issues such as economic inequality and climate change are becoming increasingly
urgent (Igbal & Mirakhor, 2011). Consequently, Islamic fiscal policies aim not only to
achieve economic stability but also to foster social and environmental equilibrium.

To enhance the effectiveness of Islamic fiscal policies, closer collaboration between
governments, Islamic financial institutions, and society is essential (Husaini & Yusuf,
2023). Productive wadf, for instance, can be further developed to finance sustainable
social and economic projects. Additionally, strengthening zakat regulations and
management is necessary to ensure that zakat funds are efficiently distributed and
have a greater impact on poverty alleviation. In Indonesia, zakat has demonstrated
significant potential in supporting social welfare programs, such as education and
healthcare. However, the decentralized zakat management system remains a
challenge in optimizing its impact (Mukhlishin et al., 2024). Therefore, efforts to
improve coordination and standardization of zakat management at the national level
are required.

Wagf has also proven its role in financing public projects in various Muslim
countries. In Malaysia, waqf has been used to establish universities that contribute to
improving educational quality (Mujani & Yaakub, 2017). Innovations in wagqf
utilization, such as cash waqf and wagqf shares, have created new opportunities to
support sustainable development (Qadri & Bhatti, 2021). However, low public
awareness of waqf’s potential often hinders its optimal contribution.

Sukuk, as a Shariah-compliant financing instrument, has emerged as an innovative
solution for funding large-scale projects. However, enhancing transparency in sukuk
management is crucial to increasing investor confidence (Obaidullah, 2005). This
would enable sukuk to serve as a more effective tool in supporting modern
infrastructure development. The principles of Maqashid Shariah, such as economic
justice and asset protection, serve as fundamental pillars in formulating Islamic fiscal
policies. Instruments like zakat and waqf are designed to ensure fair wealth
distribution and social stability (Chapra, 2008). Implementing these policies must be
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tailored to local contexts to maximize their impact (Igbal & Mirakhor, 2011). This
requires a flexible and responsive approach to societal needs.

Unlike conventional fiscal policies that rely on debt financing, Islamic fiscal
instruments such as sukuk are structured to avoid interest (riba), making them more
aligned with Shariah principles. However, challenges arise in integrating Islamic
fiscal policies with the predominantly conventional global economic system (Visser,
2013). To address this, greater efforts are needed to enhance understanding and
acceptance of Islamic fiscal instruments at the international level.

Despite their immense potential, zakat and waqf management still face various
obstacles, such as inadequate regulations and a lack of professional management. In
some Muslim countries, zakat utilization only reaches 10-20% of its potential (Kafh,
2002). Reforms in zakat and wagqf institutions are necessary to increase their
contributions to economic development. These reforms should include capacity-
building initiatives and the adoption of technology in fund management.

Islamic fiscal instruments, such as sukuk, zakat, and wagqf, play a vital role in
maintaining macroeconomic stability by financing development without causing
significant fiscal deficits. Sukuk reduces reliance on conventional debt, while zakat
and wagqf function as wealth redistribution tools. Studies indicate that countries
adopting Shariah-based fiscal policies exhibit greater resilience in facing global
economic crises (Qadri & Bhatti, 2021).

To improve the effectiveness of Islamic fiscal instruments, a holistic approach
encompassing regulatory strengthening and public education is essential. The
expansion of productive wagqf, for instance, can be leveraged to fund social and
economic projects (Ali & Hassan, 2019). Additionally, collaboration between
governments and Islamic financial institutions is key to supporting the sustainable
implementation of fiscal policies (Mujani & Yaakub, 2017). This would enable Islamic
fiscal instruments to make a greater contribution to economic and social
development.

Magqashid Shariah not only provides a philosophical framework but also serves as
a practical guideline for implementing Islamic fiscal policies. Instruments such as
zakat and wagqf are designed to balance material and spiritual well-being while
promoting social justice (Chapra, 2008). This approach makes Islamic fiscal policies
relevant not only to Muslims but also to the global community facing economic and
environmental challenges (Igbal & Mirakhor, 2011).

One of the main challenges in implementing Islamic fiscal policies is the lack of
public awareness and understanding of the potential of instruments such as zakat,
wagf, and sukuk. Therefore, extensive public education and outreach initiatives are
required to increase community participation in supporting these policies.
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Additionally, governments must establish supportive regulatory environments to
ensure that Islamic fiscal instruments function optimally.

Collaboration among governments, Islamic financial institutions, and civil society
is crucial to enhancing the effectiveness of Islamic fiscal policies. Productive waqf, for
example, can be expanded to finance sustainable social and economic projects (Ali &
Hassan, 2019). Moreover, strengthening zakat regulations and institutional
management is necessary to ensure efficient distribution and maximize its impact on
poverty alleviation (Rusydiana, 2020).

Overall, Islamic fiscal policy instruments such as zakat, waqf, and sukuk offer
holistic and sustainable solutions to modern economic challenges (Apriliani &
Nuryadin, 2024). By integrating principles of justice, sustainability, and innovation,
Islamic fiscal policies can significantly contribute to economic and social
development. However, realizing their full potential requires collaborative efforts
and continuous reforms in management and implementation.

. Conclusion

Islamic fiscal policy instruments, including zakat, wagqf, and sukuk, play a
significant role in fostering economic stability and sustainable development. Zakat
has proven effective in reducing poverty and supporting social welfare programs, but
challenges in management and distribution remain obstacles to its optimal impact.
Similarly, waqf serves as a strategic financing mechanism for public projects, yet its
potential is often underutilized due to a lack of innovation and public awareness.
Sukuk, as a Shariah-compliant financial instrument, offers an alternative to
conventional debt financing, particularly in infrastructure development. However,
transparency and regulatory support are necessary to enhance investor confidence.
Overall, the integration of these Islamic fiscal instruments into national economic
frameworks, aligned with the principles of Magashid Shariah, has demonstrated
resilience in addressing economic disparities while promoting financial
sustainability.

To maximize the effectiveness of Islamic fiscal policy, several strategic measures
should be implemented. Strengthening the regulatory framework and improving
institutional governance are essential to ensuring the efficient management of zakat,
wagqf, and sukuk. Additionally, increasing public financial literacy and awareness of
Islamic fiscal instruments will encourage greater community participation and fund
mobilization. Governments should foster collaborations with Islamic financial
institutions and international organizations to enhance the global acceptance of these
instruments. Furthermore, adopting technological advancements in fund
management, such as digital zakat and innovative waqf models, can enhance
efficiency and transparency. By addressing these challenges, Islamic fiscal policies
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can serve as a sustainable and ethical approach to economic development, offering
viable alternatives to conventional fiscal systems.
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