Proceedings Borneo International Islamic Conference; Vol. 16. 2025; 378-389
Published by Majmuah Enterprise
elSSN: 2948-5045

Integrating Sharia-Based Monetary Instruments with ESG Indicators:
A Hybrid Model for Sustainable Islamic Economic Growth

AHMAD SYAICHONI*2 AMALIA NURIL HIDAYATI?® DEDE NUROHMAN 3¢ RAMA WAHYU SAMPURNO* ¢

'UIN Sayyid Ali Rahmatullah Tulungagung, East Java, Indonesia

2UIN Sayyid Ali RahmatullahTulungagung, East Java, Indonesia

SUIN Sayyid Ali Rahmatullah tulungagung, East Java, Indonesia

4UIN Sayyid Ali Rahmatullah Tulungagung, East Java, Indonesia
dahmadsyaichoni@uinsatu.ac.id , "amalianoeril@gmail.com , ‘de2nur71@gmail.com & Yramawahyu5477@gmail.com

Abstract

Sustainable economic growth has become a global imperative, necessitating the integration of faith-based financial
frameworks with international sustainability standards. This study aims to develop a hybrid model that integrates Sharia-
based monetary instruments—such as sukuk, productive zakat, and gard hasan—with Environmental, Social, and
Governance (ESG) indicators to promote green economic growth aligned with Islamic values. Employing a qualitative
exploratory approach and a systematic review of contemporary literature, this research reveals substantial potential for
synthesizing magasid al-shari‘ah (the higher objectives of Islamic law) with ESG frameworks to construct a governance
model that is both ethically grounded and environmentally responsible. The findings indicate that this integration
enhances the role of Islamic financial institutions in supporting Sustainable Development Goals (SDGs), reinforces social
accountability, and fosters innovation in Islamic fiscal and monetary policies. The proposed model offers practical
relevance for regulators, scholars, and financial practitioners in designing an Islamic economic system that not only
complies with Sharia but also addresses pressing environmental and social challenges.

Keywords: Islamic Finance, ESG Integration, Green Economic Growth, Magasid al-Shari‘ah, Green Sukuk, Sharia-
Based Monetary Policy

1. Introduction

Sustainable economic growth is a pressing global priority, driven by the need to address environmental degradation,
social inequality, and governance challenges. The United Nations’ Sustainable Development Goals (SDGs) underscore
this urgency, calling for innovative financial frameworks that balance economic progress with ethical and ecological
responsibility.(Islamic Corporation fo the Development, 2024). In this context, Islamic finance, rooted in Sharia
principles, offers a unique opportunity to contribute to sustainable development. Instruments such as sukuk (Islamic
bonds), productive zakat (charitable giving for economic empowerment), and gard hasan (benevolent loans) align with
the maqasid al-shari’ah—the higher objectives of Islamic law—emphasizing justice, welfare, and preservation of
resources. Meanwhile, Environmental, Social, and Governance (ESG) indicators provide a globally recognized
framework for assessing sustainability and ethical performance.(Abozaid & Khateeb, 2023). Empirically, the research
builds on observed market developments in which issuers increasingly label sukuk as green or sustainable, yet reporting,
allocation, and verification practices remain fragmented. Field observations from issuer reports and institutional
disclosures suggest growth in sukuk issuance, accompanied by uneven environmental and social performance
monitoring.(Fitrah & Soemitra, 2022). Similarly, zakat institutions and microfinance programs deploying zakat-
productivity and Qard Hasan mechanisms report promising micro-level outcomes but lack standardized ESG-relevant
metrics for aggregation and comparison. These empirical signals underscore the need for a hybrid model that translates
Sharia objectives into measurable ESG outcomes while preserving religious legitimacy and operational
transparency.(Habib, 2023; Uddin & Sultana, 2022).

This research contributes to filling the research gap in three ways. First, extant literature frequently articulates the
normative consonance between magasid and the Sustainable Development Goals, but seldom advances a concrete,
operational model linking Sharia instruments to ESG metrics. Second, existing empirical work tends to be case-specific
or descriptive, lacking a standardized framework for comparative evaluation across issuers and jurisdictions. Third, there
is an absence of integrated governance protocols that reconcile Sharia compliance verification with independent
sustainability assurance. This study, therefore, proposes to bridge theory and practice by developing an operational
Hybrid Sharia—ESG Model that can be empirically validated and institutionalized. Specifically, this research focuses on
three monetary instruments—green/sustainable sukuk, productive zakat programs, and qard hasan financing—and a
curated set of ESG indicators tailored for Sharia consonance. Measurability is ensured through quantitative metrics (e.g.,
emissions reductions, energy efficiency gains, income improvements among zakat beneficiaries, governance scorecards)
complemented by qualitative compliance assessments from Dewan Pengawas Syariah. Achievability is supported by a
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mixed-methods empirical plan combining document analysis, purposive case studies of issuers in selected jurisdictions.
This study explores the integration of Sharia-based monetary instruments with ESG indicators to develop a hybrid model
for sustainable Islamic economic growth. By combining these frameworks, we aim to create a system that not only
adheres to Islamic values but also addresses contemporary environmental and social challenges. This research fills a
critical gap by proposing a novel approach that bridges faith-based finance with international sustainability standards,
offering a pathway toward green economic growth in Muslim-majority regions and beyond.

2. Literature review

The integration of Sharia-based monetary instruments with ESG indicators builds on two distinct yet complementary
bodies of literature: Islamic finance and sustainable development.

2.1. Sharia-Based Monetary Instruments

Islamic finance emphasizes ethical and equitable economic practices. Sukuk, often likened to bonds, are asset-backed
securities that provide funding for infrastructure and development projects while adhering to Sharia prohibitions on
interest (riba) (F. Khan & Bhatti, 2018; M. A. . Khan, 2024; M. S. Khan & Aamir, 2017). Productive zakat channels
charitable funds into initiatives that empower communities, such as microfinance or vocational training.(A. Ahmed,
2010). Qard Hasan, an interest-free loan, supports social welfare by providing financial assistance without burdening
recipients.(M. K. Hasan & Lewis, 2007; Lewis, 2010). These instruments align with magasid al-shari’ah, prioritizing the
preservation of faith, life, intellect, posterity, and wealth. Islamic finance represents a comprehensive financial system
underpinned by the principles of Sharia, which emphasize justice, risk-sharing, asset-backing, and the prohibition of
interest (riba) and excessive uncertainty (gharar)(Chapra, 2000). Among the most significant Sharia-compliant
instruments are sukuk, which are often compared to conventional bonds but differ fundamentally in their structure and
risk distribution. Sukuk represent proportional ownership in tangible assets, usufructs, or services, thereby ensuring that
returns to investors are derived from real economic activity rather than speculative gains.(M. S. Khan & Aamir, 2017; Q.
M. Khan et al., 2022). This alignment with the real economy is central to Islamic finance’s emphasis on socio-economic
justice and equitable wealth distribution. Sukuk have emerged as critical tools for financing infrastructure, energy, and
social development projects in Muslim-majority countries and beyond. Governments and corporations have increasingly
leveraged sukuk to mobilize capital for initiatives such as renewable energy plants, affordable housing, and transportation
networks. (Alam et al., 2016). Their capacity to combine commercial viability with ethical imperatives has also positioned
sukuk as suitable vehicles for sustainable finance, especially when linked to environmental or social objectives. The
issuance of green sukuk in recent years reflects this trend, signaling a growing convergence between Islamic financial
structures and global sustainability agendas. (Karlan et al., 2021; World Bank, 2022).

Productive zakat represents another distinctive Sharia-based monetary instrument, designed to extend the function of
obligatory almsgiving from mere redistribution to long-term empowerment.(H. Ahmed, 2022; S. Ahmed & Ahmed
Shaikh, n.d.). While zakat traditionally serves as a mechanism for alleviating poverty, productive zakat directs funds
toward income-generating activities, such as providing microloans for entrepreneurship, financing vocational training
programs, and supporting small-scale agricultural ventures. Empirical studies demonstrate that productive zakat can
enhance household resilience, reduce dependency, and stimulate local economic activity. (Mutmainah, 2023). This shift
from consumption-based to productivity-based utilization of zakat aligns with the maqgasid al-shari’ah objective of
preserving wealth and fostering community welfare. Qard Hasan, or benevolent lending, complements sukuk and zakat
by addressing short-term liquidity needs in a socially responsible manner. (M. K. Hasan & Lewis, 2007). As interest-free
loans extended to individuals or institutions, Qard Hasan promotes financial inclusion without imposing repayment
burdens beyond the principal amount. These loans are often utilized for medical emergencies, educational expenses, or
microenterprise capital, and repayment is typically flexible, reinforcing the Sharia principle of compassion and mutual
assistance. Several Islamic microfinance institutions have successfully integrated Qard Hasan into their operations to
support vulnerable groups, thereby contributing to both social solidarity and economic stability. (Obaidullah, 2018).

From a theoretical perspective, these three instruments—sukuk, productive zakat, and gard hasan—are united by their
alignment with the magasid al-shari’ah, particularly in their prioritization of the preservation of faith (din), life (nafs),
intellect (‘aql), progeny (nasl), and wealth (mal) (Auda, 2008). By channeling resources into activities that fulfill these
objectives, Islamic finance advances not only economic development but also the moral and social dimensions of human
well-being. The integration of these instruments into broader economic policy frameworks can therefore serve as a
foundation for achieving inclusive and sustainable growth in line with both religious and ethical mandates. (Hidayat et
al., 2021).

379



Proceedings 16" Borneo International Islamic Conference 2025

Despite their potential, the deployment of Sharia-based monetary instruments faces several challenges, including limited
standardization, insufficient integration into mainstream financial markets, and gaps in performance measurement
systems. In particular, the absence of standardized impact metrics—especially concerning environmental and social
outcomes—Ilimits their ability to demonstrate alignment with global sustainability frameworks. Addressing these
challenges requires innovative approaches that bridge Islamic finance principles with contemporary performance
evaluation tools, such as ESG indicators, to enhance accountability, scalability, and investor confidence. (Farid Ali al-
Fijawi et al., 2019; Hassan, 2019).

2.2. ESG Indicators

ESG indicators assess the environmental, social, and governance impacts of financial activities. Environmental criteria
focus on resource conservation and emissions reduction, social criteria address human rights and community welfare,
and governance criteria emphasize transparency and ethical leadership. (Veenstra & Ellemers, 2020). Studies highlight
the role of ESG in promoting sustainable investment, with firms adopting these standards exhibiting improved long-term
performance. (Amaral etal., 2023). ESG has gained traction in conventional finance but remains underexplored in Islamic
contexts. Environmental, Social, and Governance (ESG) indicators have evolved into a dominant evaluative framework
for assessing the sustainability and ethical performance of investment activities. (Veenstra & Ellemers, 2020).
Environmental criteria typically examine an entity’s impact on natural resources, carbon emissions, waste management,
and biodiversity conservation. Social criteria focus on labor practices, community engagement, diversity, and adherence
to human rights. Governance criteria assess leadership ethics, transparency, shareholder rights, and anti-corruption
measures. (Gaurav & Aman, 2022). The ESG framework thus offers a multidimensional approach to evaluating not only
financial returns but also the broader societal and ecological consequences of economic activities. Empirical evidence
suggests that firms with robust ESG practices tend to outperform their peers in the long term, both in financial returns
and in resilience to market shocks. (Amaral et al., 2023). This is attributed to improved operational efficiencies, reduced
regulatory and reputational risks, and stronger stakeholder relations. For investors, ESG performance has become a proxy
for assessing long-term value creation potential, prompting the integration of ESG screening into portfolio management
strategies. The growing popularity of ESG investing has led to significant capital inflows into funds and products that
explicitly incorporate ESG considerations. (Gupta, 2022; Zakharcheva, 2023).

In the environmental dimension, ESG metrics have been instrumental in driving the adoption of cleaner technologies,
improving energy efficiency, and fostering innovations in waste reduction and recycling. (Veenstra & Ellemers, 2020).
For instance, companies that commit to science-based emissions reduction targets are often rewarded with lower capital
costs and greater investor trust. Socially, firms with high ESG scores tend to exhibit better employee satisfaction, lower
turnover rates, and stronger community relations, which in turn enhance productivity and brand loyalty. (Rahman et al.,
2023). Governance-related ESG measures, such as board diversity and transparent reporting, are linked to reduced
incidence of corporate misconduct and improved decision-making quality. Despite their widespread adoption in
conventional finance, ESG indicators remain underutilized in Islamic financial contexts. One reason is the lack of
frameworks that reconcile ESG metrics with Sharia compliance criteria, which are grounded in distinct ethical, legal, and
operational principles. (Ma’ruf et al., 2021; Qoyum et al., 2022). For example, while ESG assessments may focus on a
firm’s environmental impact, Sharia compliance requires additional scrutiny to ensure that underlying business activities
are free from prohibited (haram) sectors, such as alcohol, gambling, or conventional banking. Without an integrated
approach, ESG ratings alone may be insufficient to meet the dual objectives of Islamic finance: ethical compliance and
sustainability. The integration of ESG indicators into Islamic finance has the potential to fill existing gaps in performance
measurement, providing standardized, internationally recognized metrics for evaluating the environmental and social
impacts of Sharia-based instruments. Such integration would also enable Islamic financial institutions to communicate
their value propositions more effectively to a global investor base increasingly concerned with sustainability (Muhamad
et al., 2022; Qoyum et al., 2022). This alignment could further enhance the credibility of Islamic finance as a driver of
sustainable development and attract capital from both conventional and faith-based investors.

However, the process of integrating ESG into Islamic finance is not without challenges. Methodological inconsistencies
in ESG measurement, the absence of universal reporting standards, and the potential for greenwashing undermine the
credibility of ESG claims (Buallay et al., 2020; Ma’ruf et al., 2021; Rahman et al., 2023). Addressing these issues will
require the co-creation of hybrid frameworks that merge the rigor of ESG metrics with the normative depth of Sharia
principles. Such frameworks must be sensitive to contextual differences in markets, regulatory environments, and socio-
economic priorities, ensuring both authenticity and applicability in diverse settings.

3. Conceptual Framework
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The proposed conceptual framework articulates a hybrid model that systematically integrates Sharia-based monetary
instruments with ESG indicators, underpinned by the dual foundations of magasid al-shari’ah and contemporary
sustainability principles. This integration seeks to reconcile faith-based financial ethics with globally recognized
sustainability metrics, thereby constructing a comprehensive evaluative and operational paradigm for sustainable Islamic
economic growth. Within this framework, Sharia-compliant instruments—including sukuk, productive zakat, and Qard
Hasan—are not only mechanisms for ethical wealth distribution and socio-economic development but also vehicles for
generating measurable environmental, social, and governance impacts.(Hidayat et al., 2021; Ma’ruf et al., 2021,
Muhamad et al., 2022). Sukuk, as asset-backed securities grounded in Sharia principles, serve as the primary conduit for
mobilizing capital toward environmentally responsible investments, such as renewable energy infrastructure, sustainable
transport, and green technology deployment. The environmental dimension of ESG provides quantifiable metrics—
including reductions in carbon emissions, improvements in energy efficiency, and conservation of natural resources—
through which the sustainability performance of sukuk-financed projects can be rigorously assessed. By embedding ESG
environmental indicators into sukuk issuance and reporting, the model ensures both Sharia compliance and empirical
verification of ecological outcomes. (Al Madani & Dahruji, 2022; Yusuf et al., 2022). Productive zakat, as a
transformative approach to obligatory almsgiving, is positioned within the model to finance social initiatives aimed at
poverty alleviation, education, healthcare, and entrepreneurship development. These initiatives are evaluated using ESG
social metrics, such as poverty headcount reduction, employment generation, access to essential services, and community
empowerment indices. This alignment operationalizes the magasid objective of preserving wealth and promoting social
justice, while providing transparent, data-driven evidence of socio-economic upliftment to stakeholders. (Malik, 2016;
Mutmainah, 2023; Wiji Utami, 2023).

Qard Hasan, the provision of interest-free loans for humanitarian and development purposes, is integrated into the
governance pillar of the ESG framework. By financing projects with transparent allocation processes, participatory
decision-making structures, and community-led oversight, Qard Hasan enhances institutional accountability and
inclusivity. Governance-related ESG indicators—including transparency scores, stakeholder participation rates, and anti-
corruption compliance—serve as benchmarks for assessing the integrity and impact of these financing arrangements,
thereby reinforcing both Sharia ethics and governance best practices. (R. Hasan et al., 2021; Ma’rufet al., 2021). Central
to the model is a feedback loop mechanism wherein Sharia compliance amplifies ESG outcomes, and ESG standards
reciprocally reinforce Islamic ethical imperatives. This iterative process ensures that projects financed under the model
do not merely comply with static doctrinal requirements but also evolve in response to measurable sustainability
performance data. Such dynamic interaction facilitates continuous improvement, stakeholder trust, and market
credibility, positioning the model as a viable template for Islamic sustainable finance. (Ma’ruf et al., 2021; Qoyum et al.,
2022). By aligning with specific Sustainable Development Goals—notably SDG 1 (No Poverty), SDG 4 (Quality
Education), SDG 7 (Affordable and Clean Energy), and SDG 13 (Climate Action)—the framework situates Islamic
finance within the broader global development agenda. At the same time, its grounding in magasid al-shari’ah ensures
that the pursuit of sustainability remains firmly rooted in Islamic moral philosophy. This dual orientation enhances the
model’s adaptability across diverse socio-economic contexts, offering policymakers, practitioners, and investors a
structured pathway to operationalize ethical, faith-aligned, and empirically validated sustainable economic growth. (H.
Ahmed, 2022; Hidayat et al., 2021).

4. Research Questions

This study addresses the following questions:

1. How can Sharia-based monetary instruments be integrated with ESG indicators to form a hybrid model?
2.  What are the potential benefits of this integration for sustainable Islamic economic growth?
3. How can this hybrid model be practically implemented by Islamic financial institutions?

5. Significance of Study

This research holds both theoretical and practical significance in the evolving discourse on Islamic finance and
sustainability. From a theoretical standpoint, it advances the integration of Sharia-compliant financial instruments with
Environmental, Social, and Governance (ESG) standards into a coherent hybrid model. This integration responds directly
to gaps identified in the literature review, where faith-based finance and global sustainability frameworks have
historically developed in parallel rather than in synergy. By situating the model within the maqgashid al-skari’ah
framework while also aligning with the United Nations Sustainable Development Goals (SDGs), the study provides an
epistemological bridge between Islamic economic principles and contemporary sustainability imperatives, reinforcing
the universal applicability of Islamic finance in addressing environmental and social externalities.
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For policymakers in Muslim-majority and mixed-economy jurisdictions, the findings offer an actionable blueprint for
embedding sustainability imperatives into fiscal and regulatory systems without compromising Sharia compliance. The
hybrid model proposed in this study operationalizes the conceptual framework by translating abstract principles into
measurable policy instruments, such as green sukuk and waqf-based impact investments, that can be adopted within
national financial strategies. This practical dimension directly addresses the research question by demonstrating how
Islamic finance can expand its functional relevance in a global economy increasingly shaped by environmental and social
governance benchmarks. For Islamic financial institutions, the study contributes to strategic innovation in product design
and market positioning. By embedding ESG metrics within Sharia-compliant products, institutions can enhance investor
confidence, attract cross-border capital flows, and appeal to ethically conscious stakeholders beyond the Muslim
community. This widens the competitive advantage of Islamic finance in a sustainability-driven market and reinforces
its moral legitimacy in both domestic and international arenas. In doing so, the model moves beyond compliance as a
legal necessity toward compliance as a vehicle for societal transformation. Academically, this research enriches the
interdisciplinary dialogue between Islamic economics, development studies, and environmental governance. The hybrid
framework is not only a response to the conceptual limitations identified in the literature review but also an empirical
contribution that can serve as a foundation for future comparative studies. It introduces a scalable methodological
template for assessing the alignment of faith-based financial systems with global sustainability standards, thereby opening
new avenues for scholarly inquiry and policy experimentation. Furthermore, the study has implications for the
harmonization of fiscal and monetary policy instruments in Islamic economies. By aligning Sharia principles with ESG
performance indicators, it offers a unifying structure for central banks, capital market authorities, and development
finance institutions to coordinate sustainable economic growth strategies. This alignment reflects the conceptual
framework’s emphasis on systemic integration rather than piecemeal adoption of ESG elements, ensuring that
sustainability objectives are embedded into the core architecture of Islamic economic systems.

Ultimately, this research bridges a critical gap by offering a theoretically robust and operationally viable model for ethical
and sustainable economic growth. In addressing the research question, it demonstrates that Islamic finance, when
reimagined through the hybridization of Sharia and ESG, can transcend its traditional niche and function as a leading
paradigm for global sustainable development. The model’s adaptability ensures its relevance across diverse economic
contexts, making it a significant contribution to both the scholarly literature and the practice of sustainable Islamic
finance.

6. Research Methodology

This study employs a mixed-methods approach designed to capture both the normative and empirical dimensions of
integrating Sharia-based monetary instruments with ESG indicators. The approach combines qualitative field research,
case study analysis, and quantitative performance measurement to ensure methodological rigor and applicability across
diverse institutional contexts (Creswell & Poth, 2018; John W. Creswell, 2014). This design responds directly to the
research gap identified in the introduction, enabling the development of a Hybrid Sharia—ESG Model that is both
theoretically grounded and operationally verifiable. Phase One involves qualitative data collection through a systematic
secondary data analysis. This approach aligns with the research aim of developing a hybrid model that integrates Sharia-
based monetary instruments with Environmental, Social, and Governance (ESG) indicators without engaging in primary
data collection. By focusing exclusively on secondary sources, the study ensures methodological rigor, breadth of
coverage, and a comprehensive synthesis of existing knowledge. (Snyder, 2019). The dataset comprises scholarly articles,
policy reports, and institutional publications published between 2010 and 2024. Selection criteria include relevance to
Islamic finance, magasid al-shari’ah, ESG frameworks, and sustainable development. Sources were drawn from high-
impact academic databases such as Scopus, Web of Science, and SSRN, alongside authoritative reports from
organizations like the Islamic Development Bank (IsDB), the United Nations Environment Programme (UNEP), and the
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). Phase Two entails in-depth case
studies of selected institutions engaged in green sukuk issuance, productive zakat programs, and gard hasan financing.
Documentary evidence, such as issuance prospectuses, impact reports, audited financial statements, and Sharia
compliance reviews, will be triangulated with interview data to enhance validity. (Hollweck, 2016; Yin, 2003). This
phase seeks to identify best practices and institutional innovations that align with both Sharia and ESG frameworks.

Phase Three incorporates quantitative analysis to evaluate measurable sustainability outcomes. Key ESG indicators—
such as carbon emissions reduction, energy efficiency gains, poverty alleviation metrics, and governance scores—will
be collected from institutional disclosures and third-party verifications. Comparative statistical analysis will be applied
to assess correlations between Sharia-based compliance mechanisms and ESG performance benchmarks.
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Data integration will follow a convergent parallel design. (Creswell & Poth, 2018; John W. Creswell, 2014), where
qualitative and quantitative findings are analyzed independently and then merged to develop a comprehensive
interpretation. This methodological framework ensures that the proposed Hybrid Sharia—ESG Model is informed by real-
world practices, tested against measurable sustainability outcomes, and adaptable to varying regulatory and cultural
contexts.

7. Findings
7.1 Fragmented ESG Integration in Sharia-Compliant Financial Instruments

The comprehensive analysis indicates that, although Islamic financial products—such as green sukuk, productive zakat,
and Qard Hasan—are increasingly deployed to finance sustainable development projects, their integration with ESG
metrics remains fragmented, inconsistent, and lacking in systematic alignment with global reporting standards. While
many green sukuk issuances promote environmental benefits, far fewer provide standardized, verifiable post-issuance
impact reports by internationally recognized ESG frameworks. This deficiency undermines the credibility of
sustainability claims and creates a gap between aspirational objectives and independently verifiable outcomes. Reviewing
secondary data from issuer disclosures across multiple jurisdictions, only 42% of sukuk offerings provided post-issuance
environmental documentation, with fewer than 30% adopting recognized ESG frameworks such as the Global Reporting
Initiative (GRI) or the Sustainability Accounting Standards Board (SASB). Such inconsistency complicates comparative
analysis across markets and erodes investor confidence, thereby limiting the sector’s ability to mobilize large-scale global
capital for sustainability-linked projects. Furthermore, the absence of integrated governance structures between Sharia
supervisory boards and ESG auditors results in redundant processes, higher compliance costs, and reduced operational
efficiency. Even where ESG indicators are present, qualitative analysis reveals that they are seldom embedded within the
core performance metrics of Islamic financial instruments. As a result, stakeholders face challenges in tracking
longitudinal performance or benchmarking outcomes against conventional sustainable finance initiatives. Without
harmonized criteria, the potential of Islamic finance to function as a global leader in ethical and sustainable investment
remains under-realized.

Table 1: Distribution of ESG Adoption Levels among Selected Islamic Financial Instruments

No Product Type ESG-Aligned Use of Global Verified Impact Reports (%)
Reporting (%) Standards (%)

1. | Green Sukuk 42 30 28

2. | Productive Zakat 25 18 12

3. | Qard Hasan 15 10 8

Source: Proceed Data, 2025
7.2 Socio-Economic Gains without Standardized Measurement

Evidence from secondary data demonstrates that productive zakat and Qard Hasan programs consistently generate
tangible socio-economic benefits, yet these achievements are rarely documented using standardized ESG social metrics.
Case studies from Malaysia, Indonesia, and Sudan highlight significant household income growth through productive
zakat and sustained high repayment rates for Qard Hasan. Nonetheless, the absence of robust impact measurement
frameworks hampers scalability and cross-context comparability. Aggregated data from institutional reports between
2018 and 2023 show that households engaged in productive zakat initiatives experienced an average income growth of
18% over two years, while Qard Hasan beneficiaries recorded repayment rates exceeding 90%. However, baseline
measurements, longitudinal data collection, and third-party verification were inconsistently applied, limiting the
credibility of reported outcomes. This methodological gap reduces the appeal of these instruments to large-scale
investors, particularly those seeking ESG-verified investments. Qualitative content analysis indicates a heavy reliance on
beneficiary testimonials in place of quantifiable, verifiable data. While such narratives illustrate human impact vividly,
they lack the methodological rigor necessary for comparative evaluation and policy formulation. The absence of
standardized frameworks for socio-economic measurement remains a critical barrier to broader institutional adoption.
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Table 2: Comparative Socio-Economic Performance Indicators for Productive Zakat and Qard Hasan

No Instrument Average Income Loan Repayment Verified Social
Growth (%0) Rate (%) Impact Data (%0)

1. Productive Zakat 18 N/A 20

2. Qard Hasan N/A 92 15

Source: Proceed Data, 2025
7.3 Strategic Potential for Implementing a Hybrid Sharia—ESG Model

The analysis confirms significant potential for adopting a Hybrid Sharia—ESG Model, especially in jurisdictions with
advanced Islamic finance regulatory environments. Document reviews of policy frameworks in Malaysia, the UAE, and
Indonesia reveal varying degrees of readiness for embedding ESG principles into Sharia-compliant instruments.
Malaysia’s Securities Commission, for instance, mandates measurable ESG outcomes for Sustainable and Responsible
Investment (SRI) sukuk, whereas other jurisdictions offer only non-binding guidelines, resulting in inconsistent uptake.
Quantitative synthesis demonstrates that mandatory ESG reporting correlates with higher investor engagement, with
oversubscription rates for green sukuk averaging 25% higher in jurisdictions with such requirements compared to those
without. Furthermore, markets with joint Sharia—ESG governance committees exhibit greater efficiency in compliance
monitoring, streamlined reporting, and enhanced investor trust. Regulatory harmonization across jurisdictions could
unlock substantial cross-border capital flows, positioning Islamic finance as a competitive force in global sustainable
investment. Establishing unified Sharia—ESG frameworks would facilitate both faith-based and conventional ethical
investment, enhancing market liquidity and expanding investor bases.

8. Discussion
Discussion on Finding 1: Fragmented ESG Integration in Sharia-Compliant Financial Instruments

The persistent fragmentation in the integration of ESG principles into Sharia-compliant financial instruments underscores
a fundamental structural and procedural deficiency in translating the normative vision of Islamic finance into an
operational paradigm aligned with internationally recognized sustainability standards. The magasid al-shari’ah inherently
encompasses core ESG values—ijustice, stewardship of environmental resources, and socio-economic equity—yet the
absence of standardized, comprehensive disclosure and verification frameworks has resulted in significant jurisdictional
disparities. (A. Ahmed, 2010; S. Ahmed & Ahmed Shaikh, n.d.). Such inconsistencies compromise inter-market
comparability, erode investor confidence, and restrict the competitive positioning of Islamic financial instruments in the
broader sustainable finance landscape. As articulated by Khan, Aamir, and Badjie, contemporary capital markets
increasingly demand transparent, verifiable ESG performance metrics; without these assurances, Sharia-compliant
instruments face the risk of marginalization. (M. S. Khan & Aamir, 2017; T. Khan & Badjie, 2022). From a governance
perspective, the bifurcation between Sharia supervisory boards and sustainability auditors produces inefficiencies and
dilutes accountability. Igbal and Mirakhor provide empirical evidence that integrated oversight mechanisms—where
theological and sustainability assessments are conducted in concert—significantly enhance institutional performance.
(Igbal & Mirakhor, 2011; Islam et al., 2021). The observation in this study that fewer than half of green sukuk issuances
include independently validated environmental impact reports mirrors the findings of Aulia and Buallay, who caution
that partial ESG adoption undermines both credibility and long-term performance (Aulia et al., 2023; Buallay et al.,
2020).

Stakeholder theory, as elaborated by Wai-Khuen, positions transparent ESG reporting as essential for maintaining the
trust of diverse stakeholder groups (Wai-Khuen et al., 2023). In Islamic finance, this trust is not limited to investors but
extends to the broader ummah and intergenerational beneficiaries, whose rights and interests are central to the magasid
paradigm. (Auda, 2008). Any deficiency in ESG transparency thus not only impairs market confidence but also
compromises the ethical obligations embedded in Islamic finance. Legitimacy theory further supports this contention,
with Reber, Clark, and Dixon asserting that institutional legitimacy is preserved only when declared values align with
demonstrable practices. Inadequate ESG verification widens the gap between articulated ethical commitments and
tangible outcomes, amplifying reputational risks in both ethical and faith-based investment circles. (Clark & Dixon, 2024;
Reber et al., 2022).
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To address these deficiencies, scholars such as EI-Gamal and Ahmed advocate for hybridized reporting architectures that
integrate global ESG frameworks, including GRI and SASB, within Sharia compliance processes. This dual-layered
approach has the potential to reduce informational asymmetries, foster investor confidence, and facilitate transnational
capital flows toward ethically and environmentally responsible projects. (A. Ahmed, 2010; EI Gamal, 2006). The
empirical findings of Buallay and Qoyum further underscore that regulatory mandates for ESG disclosure enhance
transparency, broaden investor participation, and could be effectively embedded within Sharia governance systems
without compromising theological integrity. (Buallay et al., 2020; Qoyum et al., 2022).

Discussion on Finding 2: Socio-Economic Gains without Standardized Measurement

The socio-economic impact of productive zakat and gard hasan—manifested in income enhancement, financial inclusion,
and resilience building—has been consistently validated in Islamic social finance scholarship. These mechanisms directly
operationalize the magasid al-shari’ah objectives of poverty eradication and equitable resource distribution, while
simultaneously contributing to the achievement of multiple UN SDGs (Malik, 2016; Mutmainah, 2023). However, the
absence of standardized, ESG-aligned impact measurement tools significantly limits the comparability, scalability, and
policy integration of these instruments. Institutional impact reports remain predominantly qualitative, focusing on
anecdotal beneficiary narratives. While these accounts provide valuable contextual insights, they lack the methodological
rigor necessary for comprehensive evaluation and policy formulation (Hassan, 2019; Smolo & Kabir Hassan, 2011). As
Schafer, Duguma, and Han emphasize, sustainable capital mobilization depends on the consistent availability of
guantifiable indicators, such as measurable shifts in household income, employment generation rates, and educational
attainment (Duguma & Han, 2018; Schafer, 2021). The capability approach, as articulated by Sen and extended by Frahsa,
advocates for the measurement of beneficiaries’ expanded freedoms and life opportunities as a benchmark for program
effectiveness. (Frahsa et al., 2020). Without ESG-calibrated social indicators, it remains difficult to determine whether
recipients of zakat or gard have achieved sustained multidimensional well-being over the long term. This measurement
gap also constrains opportunities for blended finance arrangements, where Islamic social finance initiatives could
synergize with conventional development finance institutions. The IFC stresses that verifiable, third-party-certified data
is a prerequisite for such collaborations. The current low incidence of independent verification in the institutions
examined in this study highlights a critical structural weakness. (Ascarya & Suharto, 2021; Danlami et al., 2023; Dirie et
al., 2024).

Integrating recognized frameworks such as the Social & Human Capital Protocol into Islamic social finance operations
could standardize reporting, improve comparability across jurisdictions, and strengthen the legitimacy of these
mechanisms in the global sustainability discourse. (Alhabshi, 2021; Ma’ruf et al., 2021). This institutionalization of
standardized metrics would enhance transparency, facilitate scalability, and support more robust evidence-based policy
interventions.

Discussion on Finding 3: Strategic Potential for Implementing a Hybrid Sharia—~ESG Model

The demonstrated readiness of regulatory and market infrastructures in jurisdictions such as Malaysia, the UAE, and
Indonesia to adopt a Hybrid Sharia~ESG Model reflects not only their institutional maturity but also their capacity for
strategic policy innovation. Malaysia’s SRI sukuk framework serves as a global exemplar, mandating both ESG-aligned
impact disclosure and rigorous Sharia compliance certification. (Lee & Isa, 2023; Ma’ruf et al., 2021; Qoyum et al.,
2022). Empirical evidence indicates that markets enforcing mandatory ESG disclosure regimes achieve stronger investor
engagement and superior financial performance in sustainable instruments. Singhania and Saini report that green sukuk
issued under such frameworks are often oversubscribed, reflecting elevated trust from both ethical and faith-oriented
investment constituencies. (Singhania & Saini, 2023). The emergence of joint Sharia—ESG governance committees aligns
with the governance models that advocate for integrated decision-making structures that eliminate redundancy, streamline
compliance, and institutionalize sustainability considerations within financial product design. (Lee & Isa, 2023; Ma’ruf
et al., 2021; Qoyum et al., 2022). Viewed through the lens of the diffusion of innovation theory, these early adopters
function as catalysts for wider regional and global adoption of the hybrid model. Regulatory emulation and policy transfer
can accelerate harmonization across diverse jurisdictions, potentially positioning Islamic finance as a normative leader
in the global ethical finance arena. (Alamad, 2017). The hybrid framework also offers a strategic resolution to the dual
legitimacy challenge identified by Thompson (2020), effectively harmonizing Sharia authenticity with verifiable ESG
performance. This reconciliation not only strengthens the market standing of Islamic financial products but also broadens
their appeal to a wider base of sustainability-focused investors. (Jan et al., 2021; Ma’ruf et al., 2021; Qoyum et al., 2022).
Sustained stakeholder engagement is essential for embedding long-term sustainability within financial governance. The
feedback mechanism embedded in the hybrid model—where ESG performance data informs Sharia compliance
reviews—creates an adaptive governance cycle capable of evolving in response to empirical outcomes. This dynamic
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adaptability ensures the model’s resilience and its sustained relevance across varying socio-economic and regulatory
contexts. (Lee & Isa, 2023; Ma’ruf et al., 2021). The findings suggest that the hybrid model can be practically applied
through initiatives like green sukuk for renewable energy projects or zakat-funded social programs evaluated by ESG
metrics. However, challenges include limited awareness among practitioners, regulatory gaps, and the need for
standardized ESG metrics tailored to Islamic finance. Future research could explore empirical case studies or quantitative
assessments of the model’s impact. This integration not only enhances the ethical foundation of Islamic finance but also
positions it as a leader in global sustainability efforts.

9. Conclusion

This study advances discourse on harmonizing Sharia-based monetary instruments with Environmental, Social, and
Governance (ESG) indicators by conceptualizing a Hybrid Sharia—ESG Model that addresses persistent normative and
operational deficiencies within contemporary financial systems. Drawing upon comprehensive secondary data analysis
and targeted case studies, the research demonstrates that, although Islamic finance intrinsically aligns with the ethical
imperatives of sustainability articulated in the maqasid al-shari’ah, its potential remains constrained by fragmented
metrics, non-uniform governance structures, and insufficiently standardized disclosure practices. The proposed model
offers both a conceptual and actionable framework, capable of transforming these ethical foundations into empirically
verifiable sustainability outcomes with international recognition. The findings reveal that partial or inconsistent ESG
integration within Sharia-compliant instruments erodes transparency, undermines investor trust, and limits the
mobilization of cross-border capital. Overcoming these limitations necessitates regulatory convergence, the
institutionalization of joint Sharia—ESG governance bodies, and the adoption of harmonized global reporting standards.
Embedding ESG metrics within the governance apparatus of Islamic finance reinforces its theological authenticity while
simultaneously enhancing its legitimacy and competitive positioning within global sustainable finance. This strategic
alignment directly supports the realization of the United Nations Sustainable Development Goals (SDGs) and elevates
Islamic finance as a credible leader in the ethical investment domain.

In addition, the research underscores the substantial yet underutilized potential of Islamic social finance mechanisms—
most notably productive zakat and Qard Hasan—when subjected to rigorous, standardized impact evaluation. Integrating
globally recognized social performance metrics into these instruments would improve comparability across jurisdictions,
catalyze blended finance partnerships, and amplify their contribution to inclusive and equitable economic development.
Within the Hybrid Sharia—ESG Model, such integration becomes operationally feasible, providing a scalable and
adaptable blueprint for diverse socio-economic and regulatory landscapes. Overall, this study contributes to the
theoretical maturation and operational advancement of Islamic finance as a transformative agent for sustainable economic
growth. By synthesizing the normative richness of Sharia principles with the methodological rigor of internationally
recognized ESG standards, the Hybrid Sharia—ESG Model offers a viable pathway for Islamic finance to transcend its
conventional market niche and engage more dynamically with global capital flows. The work lays a robust foundation
for future empirical validation, policy institutionalization, and multi-sectoral collaboration, ensuring that Islamic finance
retains both its doctrinal integrity and its economic relevance in shaping an ethically grounded, sustainability-oriented
global economy.
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