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Abstract

The Islamic monetary system, grounded in shart‘ah principles, has emerged as an alternative
model offering ethical and stability-oriented solutions to the macroeconomic challenges
facing countries within the Organization of Islamic Cooperation (OIC). Conventional monetary
systems are often criticized for promoting speculative behavior and exacerbating financial
crises, prompting growing interest in Islamic frameworks that emphasize riba-free finance,
asset-backed transactions, and socio-economic justice. This conceptual paper explores the
theoretical relationship between the Islamic monetary system and macroeconomic growth in
OIC countries. The research employs a qualitative, document-based methodology drawing on
contemporary literature, international policy reports, and classical Islamic economic theory.
Findings suggest that the implementation of an Islamic monetary system—rooted in
instruments such as zakdt, sadagah, and muwala‘ah-based financial intermediation—may
positively influence economic stability, wealth distribution, and investment productivity.
However, institutional readiness and legal integration across member states vary significantly,
influencing the system’s macroeconomic impact. This paper contributes to ongoing scholarly
debates on post-crisis monetary reforms and calls for greater policy harmonization among
OIC countries to enhance the operationalization of Islamic monetary principles. The study’s
insights are expected to support academics, policymakers, and financial regulators in
developing an integrative approach to sustainable economic development.
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Introduction

The global financial system has witnessed recurring crises, exposing structural
vulnerabilities rooted in speculative practices, excessive debt, and the separation of
financial activities from real economic productivity. In response, alternative monetary
systems grounded in ethical and stability-oriented principles have garnered increasing
attention.

Among these alternatives, the Islamic monetary system—anchored in shari’ah
compliance and socioeconomic justice—offers a model that seeks to harmonize
monetary policy with ethical imperatives and real-sector development. The emphasis
on riba-free transactions, risk-sharing, and asset-backed financial operations reflects a
philosophical departure from the interest-based mechanisms that dominate
conventional finance (Chapra, 2000; Igbal & Mirakhor, 2011).

Islamic economic thought regards money not as a commodity but as a medium of
exchange, which implies constraints on its speculative use. In this context, Islamic
monetary policy instruments such as zakdt, wagqf, and profit-loss sharing arrangements
are designed to redistribute wealth and enhance macroeconomic resilience (Khan,
2019; Askari et al.,, 2015).

These mechanisms prioritize financial inclusion, productive investment, and poverty
alleviation, which are considered essential pillars for achieving equitable growth. For
many OIC countries—marked by socio-economic disparities, inflationary pressures,
and fiscal imbalances—the adoption or integration of Islamic monetary principles
presents an opportunity to address long-standing development challenges through
an indigenous, culturally aligned economic framework (Kamali, 2008).

Despite growing interest, the theoretical and empirical underpinnings linking Islamic
monetary systems to macroeconomic performance remain underexplored. While some
countries have implemented isolated instruments, such as zakat institutions or Islamic
central banking components, a cohesive framework that articulates their impact on
GDP growth, inflation control, employment generation, and financial stability is still
lacking (Hassan et al., 2020). Existing literature tends to focus either on Islamic finance
or broader economic indicators, often omitting the macro-level implications of
monetary structures shaped by Islamic jurisprudence (Obaidullah, 2005; Siddiqi, 2006).

The key research questions addressed in this study are: How does the Islamic monetary
system influence macroeconomic growth in OIC countries? What institutional and
policy factors facilitate or hinder its effectiveness? To what extent can the adoption of
shart’‘ah-compliant monetary instruments contribute to long-term financial stability
and inclusive growth in these nations? These questions aim to uncover both the
theoretical validity and practical application of Islamic monetary tools in modern
economic governance.

January —June 2025 | 126



OIKOS : Jurnal Ekonomi, Manajemen, dan Bisnis
P-ISSN : 1979-4770

The objective of this paper is to explore the potential influence of the Islamic monetary
system on macroeconomic growth within the OIC region by examining theoretical
perspectives, reviewing prior empirical research, and identifying systemic barriers to
its full realization. This inquiry is relevant not only for Muslim-majority economies but
also for the broader field of post-crisis monetary reform, which seeks more ethical,
inclusive, and resilient alternatives to the conventional system. By addressing these
gaps, the paper contributes to a growing body of literature advocating for a
paradigmatic shift in global monetary thought (EI-Gamal, 2006; Choudhury, 2011).

Literature Review

The Islamic monetary system, as discussed by leading scholars, integrates moral, social,
and economic dimensions under the umbrella of shari’‘ah-compliant governance. It
diverges from conventional paradigms by rejecting riba (interest), promoting mal-
based (real asset) transactions, and endorsing distributive mechanisms such as zakat
and wagf (Chapra, 2000, pp. 91-95; Siddiqi, 2006).

Classical Islamic economists assert that money should serve as a means of exchange
and a store of value without becoming an object of speculation. This notion has been
further developed into institutional proposals for Islamic central banking, non-interest-
based open market operations, and monetary policy tools aligned with ethical
investment principles (Igbal & Mirakhor, 2011; Khan, 2019). Contemporary research
highlights the relevance of these mechanisms in promoting stability, especially within
economies prone to volatility and debt-driven growth (Askari et al., 2015).

Scholarly debates surrounding the Islamic monetary system often center on its
capacity to drive macroeconomic performance while ensuring distributive justice.
Proponents argue that tools such as zakdt can counteract poverty and stimulate
consumption, while instruments like profit-loss sharing promote entrepreneurship and
capital productivity (Choudhury, 2011; Obaidullah, 2005).

However, critical voices caution against overidealization, pointing to challenges in
regulatory harmonization, institutional infrastructure, and political will across OIC
countries. The literature also points to the uneven empirical base, with a need for
rigorous, comparative studies on the real macroeconomic effects of implementing
Islamic monetary principles (Hassan et al., 2020; Kamali, 2008).

In relation to economic growth, zakat has received particular attention as a fiscal
mechanism capable of fostering equitable development. Its redistributional role and
potential for stimulating aggregate demand are well-theorized, though empirical
validation remains limited. The intersection of zakat and macroeconomic indicators
such as investment, GDP, and consumption remains a promising but underexplored
research frontier (EI-Gamal, 2006; Kuran, 2011). Collectively, these insights frame the
current study’s inquiry into how Islamic monetary systems could function as a
comprehensive model for macroeconomic growth in OIC economies
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Theoretical Framework

At the heart of the Islamic monetary system is the principle of riba prohibition, a
foundational doctrine in Islamic economic thought that forbids interest-based
transactions. This prohibition is not merely ethical but aims to eliminate exploitative
practices that distort capital allocation and increase systemic risk. According to Igbal
and Mirakhor (2011), the absence of riba compels financial institutions to engage in
transactions rooted in real economic activity, thus enhancing macroeconomic stability
and reducing speculative bubbles. This theoretical departure aligns monetary value
with tangible assets, fostering productive investment over debt accumulation (Chapra,
2000, pp. 102-105).

Complementing the riba-free model is the institution of zakat, a mandated
redistribution mechanism that serves as a fiscal tool for wealth circulation. Scholars
such as Khan (2019, pp. 67-70) argue that zakat functions not only as a spiritual
obligation but also as a macroeconomic stabilizer by transferring resources to the
poorest segments of society, thus stimulating aggregate demand.

In times of economic downturn, zakdat mobilization can mitigate consumption
shortfalls and reduce inequality-induced social unrest. Theoretically, this mechanism
supports Keynesian perspectives on the role of public transfers in maintaining
demand-side equilibrium, albeit within a moral-religious framework.

Another pivotal concept is the real-sector linkage theory, which posits that all financial
transactions under Islamic law must be anchored in real economic activities. This
theory directly challenges the dualism of the conventional system, where financial
markets often operate independently of real-sector fundamentals.

According to Askari et al. (2015), enforcing this linkage ensures that monetary
expansion does not lead to inflationary distortions or asset bubbles. It also necessitates
the development of Islamic financial instruments—such as mushdarakah, mudarabah,
and ijjarah—that inherently involve risk-sharing, encouraging responsible financing
and long-term investment (EI-Gamal, 2006).

Finally, the theory of endogenous monetary stability is increasingly applied to the
Islamic monetary context. This theory suggests that when monetary policy is structured
around asset-backed instruments and ethical constraints, stability arises not from
central bank interventions alone but from the systemic design itself.

Choudhury (2011) asserts that a monetary system grounded in shari‘ah norms
internalizes stabilizing feedback mechanisms through contractual justice, trust-based
financial relations, and social solidarity. In this sense, Islamic monetary theory aspires
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not only to economic growth but also to sustainable equilibrium across social, ethical,
and financial dimensions

Previous Research

Siddigi (2006) explored the normative foundations of the Islamic monetary system,
focusing on its historical evolution and theoretical coherence. Using a conceptual
approach, he highlighted how riba prohibition, zakat, and wagf contribute to monetary
equilibrium and ethical governance. His findings suggest that Islamic monetary
frameworks have the potential to reduce inequality and financial instability. This study
laid the groundwork for further inquiries but lacked empirical validation.

Obaidullah (2005) conducted a policy-oriented analysis examining the role of Islamic
monetary institutions in promoting fiscal discipline. The study used comparative
institutional analysis to assess zakdt and central bank instruments across selected OIC
countries. He concluded that Islamic monetary tools could support sustainable fiscal
policies if integrated within modern institutional frameworks. However, operational
challenges and legal diversity remained barriers to effectiveness.

Kamali (2008) investigated the jurisprudential basis of Islamic economic tools and their
adaptability to modern economies. He used a legal-philosophical methodology and
emphasized the principle of maslahah (public interest) in guiding monetary reforms.
The findings underscored the relevance of Islamic norms in promoting human welfare,
suggesting that Islamic monetary policy can align with developmental goals. This study
is relevant in positioning shart’‘ah-based systems within contemporary macroeconomic
discourse.

Askari et al. (2015) in their empirical study employed econometric modeling to test the
impact of Islamic finance on economic performance in OIC countries. The authors
found a positive correlation between the growth of Islamic financial institutions and
GDP per capita. Though focused on Islamic finance rather than monetary systems per
se, the research supports the hypothesis that shari’‘ah-compliant frameworks can drive
macroeconomic gains.

Hassan and colleagues (2020) examined the role of Islamic financial depth in
promoting economic resilience. They utilized panel data from 25 OIC countries,
showing that countries with a higher share of Islamic financial assets experienced less
volatility during financial crises. The study recommended greater institutional
integration of Islamic monetary tools to complement these financial achievements.
This work reinforces the system-wide relevance of Islamic economics.

Khan (2019) provided a theoretical synthesis of Islamic monetary instruments and their
implications for growth and equity. His book-based research stressed the
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macroeconomic benefits of implementing zakat, sadagah, and interest-free financing.
He proposed a roadmap for integrating these tools within central banking operations.
Though not empirical, the study contributes significant insights for policy modeling.

While the reviewed studies collectively highlight the potential of Islamic monetary
instruments in promoting macroeconomic stability and growth, most either focus on
Islamic finance broadly or address isolated tools such as zakat without connecting
them to a cohesive macroeconomic framework. Empirical data remain limited, and
there is insufficient comparative analysis across diverse OIC contexts. This paper
addresses these gaps by theoretically mapping the link between Islamic monetary
systems and macroeconomic indicators, offering an integrated perspective on growth
and stability.

Research Methods

This study adopts a qualitative, conceptual research approach to examine the
relationship between the Islamic monetary system and macroeconomic growth in OIC
countries. The decision to utilize a non-quantitative methodology stems from the
complex, normative nature of Islamic economic principles, which require interpretative
analysis rather than empirical modeling. The focus is on understanding how shari‘ah-
compliant monetary instruments conceptually influence growth trajectories and
stability outcomes, especially in regions where conventional tools have failed to
produce inclusive results (Siddiqi, 2006; Choudhury, 2011).

The data for this study are sourced primarily from scholarly literature, including peer-
reviewed journal articles, academic books, and reports by international Islamic financial
institutions. Sources include global databases such as JSTOR, Scopus, and the Islamic
Research and Training Institute (IRTI), as well as publications by the Islamic
Development Bank and the OIC. Priority is given to international books (in English and
Arabic) and reputable academic journals published no later than 2025, in accordance
with the requirements of journal-indexed academic standards (Khan, 2019; Igbal &
Mirakhor, 2011).

The document-based data collection technique involves thematic analysis of written
texts, focusing on recurring patterns, terminologies, and theoretical arguments that
link Islamic monetary policy tools with macroeconomic objectives. Specific attention is
paid to concepts such as ribd, zakat, monetary justice, and asset-based financing
mechanisms. These texts are systematically organized and analyzed to identify core
principles and their projected outcomes in a macroeconomic context (Askari et al.,
2015; El-Gamal, 2006).

Data analysis is conducted through qualitative content analysis, wherein textual data
are coded and categorized according to thematic relevance. These themes include
monetary stability, income redistribution, inflation control, and investment
mobilization. This method enables a deep conceptual understanding of how Islamic
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monetary frameworks are theoretically positioned to influence economic growth and
development. The analysis also considers cross-comparisons among OIC countries
based on available secondary literature (Obaidullah, 2005; Kamali, 2008).

The final step in the research process involves drawing conclusions that synthesize the
conceptual findings and relate them to policy implications for OIC countries. The
conclusions are derived through interpretive reasoning, guided by the theoretical
framework outlined earlier. This process helps bridge the gap between Islamic
economic theory and contemporary macroeconomic policy, providing insights that
can inform institutional reform and strategic implementation (Hassan et al., 2020;
Choudhury, 2011).

Results and Discussion

The findings of this conceptual inquiry suggest that the Islamic monetary system—
when fully implemented—has significant potential to support macroeconomic growth
in OIC countries through its emphasis on real-sector linkage, wealth redistribution, and
monetary discipline. By rejecting riba and promoting asset-backed transactions,
Islamic monetary instruments realign financial intermediation with productive
economic activity, thus minimizing the likelihood of speculative bubbles and systemic
instability (Igbal & Mirakhor, 2011). The centrality of zakat in circulating idle wealth
and stimulating consumption, especially among lower-income groups, also reflects a
Keynesian-like mechanism embedded within a moral framework, facilitating balanced
economic development (Khan, 2019).

In terms of bridging the theoretical gap, the study reinforces that Islamic monetary
concepts offer more than doctrinal value—they present actionable frameworks for
inclusive and stable macroeconomic policy. By synthesizing perspectives from
jurisprudence, institutional economics, and ethical finance, this research extends the
scholarly dialogue beyond isolated financial tools toward a holistic system of monetary
governance rooted in shari’‘ah. Moreover, the study identifies underexplored policy
areas, such as Islamic central banking and non-interest-based open market operations,
which merit further empirical exploration. These findings contribute not only to Islamic
economics but also to broader efforts to diversify global monetary thought in the post-
neoliberal era (Askari et al., 2015; Choudhury, 2011).

1. Islamic monetary system in OIC countries.

The Islamic monetary system influences macroeconomic growth by aligning financial
operations with ethical and productive economic activities. Unlike the interest-based
conventional system, the Islamic approach is grounded in shari‘ah principles that
prohibit riba, enforce risk-sharing, and mandate social redistribution. These features
inherently support financial stability and economic inclusiveness, both essential
elements for sustained growth (Igbal & Mirakhor, 2011; Askari et al., 2015).
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At the core of this influence is the principle of asset-based money creation. Under
Islamic monetary policy, money cannot be created from debt alone but must be linked
to tangible assets or services. This requirement prevents speculative financial
expansion and promotes investments tied to real-sector productivity, reducing the
volatility that often leads to economic crises (Chapra, 2000, pp. 110-113). Such
monetary discipline enhances investor confidence, attracting capital for long-term
infrastructure and entrepreneurial projects.

Furthermore, the Islamic system utilizes instruments such as zakat and sadagah to
stimulate demand and address consumption gaps. These instruments act as automatic
stabilizers by injecting liquidity into the hands of lower-income individuals, who are
more likely to spend than save, thereby increasing aggregate demand and economic
circulation (Khan, 2019, pp. 72-74). This aligns with macroeconomic models that
emphasize the importance of consumption-driven growth.

The prohibition of interest also means that financing must be based on risk-sharing
contracts like mudarabah and musharakah, which tie returns to project outcomes
rather than fixed debt repayments. This model incentivizes thorough project
evaluation, reducing the likelihood of default and enhancing the efficiency of capital
allocation (Obaidullah, 2005). As such, Islamic finance fosters entrepreneurship,
especially in small and medium enterprises, thereby diversifying and deepening the
economic base.

Islamic monetary practices, when institutionally integrated, also contribute to price
stability. The real-asset linkage and redistribution mechanisms reduce the need for
inflationary debt issuance, while fostering productive investment in sectors like
agriculture, manufacturing, and services. This offers a long-term growth model that is
both stable and equitable (EI-Gamal, 2006). Overall, the Islamic monetary system can
facilitate a multidimensional approach to macroeconomic development in OIC
countries.

2. Institutional and policy factors facilitate or hinder the effectiveness of the
Islamic monetary system.

The effectiveness of the Islamic monetary system in influencing macroeconomic
outcomes depends significantly on institutional readiness and policy harmonization
across OIC member states. The existence of well-structured Islamic financial
institutions, central banks with Islamic divisions, and effective zakat collection and
distribution mechanisms are critical to operationalizing Islamic monetary principles
(Askari et al., 2015). Without such institutions, even the most theoretically robust
frameworks fail to translate into measurable economic outcomes.

One facilitating factor is the presence of legal and regulatory environments that
support the issuance and governance of shari'ah-compliant financial instruments.
Countries such as Malaysia and Saudi Arabia have established dual banking systems
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and Islamic money markets that enable the use of sukk (Islamic bonds), wakalah, and
murabahah-based liquidity tools (Kamali, 2008). These systems enhance monetary
control and provide policy alternatives for managing inflation and interest-rate
sensitivity without violating Islamic norms.

However, significant challenges remain, particularly in jurisdictions where the legal
infrastructure is either underdeveloped or dominated by conventional norms. Lack of
consensus on shari'ah interpretations across different schools of thought also creates
fragmentation in practice. For instance, variations in zakat implementation policies and
differing views on acceptable financial instruments hinder the development of a
unified Islamic monetary policy across the OIC (Siddiqi, 2006).

Furthermore, institutional inertia and political resistance can obstruct reform. In many
OIC countries, monetary policy remains tightly coupled with international frameworks
like the IMF, which prescribe interest-based instruments incompatible with Islamic
principles. This limits the room for Islamic policy innovation unless supported by
political will and strategic multilateral collaboration (Obaidullah, 2005; Hassan et al.,
2020).

Capacity building, legal standardization, and public awareness are thus essential to
bridge the gap between theory and practice. Training programs for regulators,
harmonized accounting standards, and intergovernmental platforms for Islamic
economic integration could significantly enhance the system’s efficacy. Without these,
the Islamic monetary model risks being marginalized or underutilized despite its
conceptual appeal (Choudhury, 2011).

3. Adoption of shari’‘ah-compliant monetary instruments

The adoption of shari'ah-compliant monetary instruments can contribute substantially
to long-term financial stability and inclusive growth, primarily through their focus on
ethical investment, social equity, and real economic engagement. Unlike conventional
systems, where liquidity expansion often outpaces real output, the Islamic model
maintains a tight link between monetary issuance and productive activity, thus
dampening inflationary and cyclical instabilities (Igbal & Mirakhor, 2011).

Key instruments such as sukuk, when used for infrastructure financing, not only
stimulate economic activity but also generate employment and long-term capital
formation. These bonds, backed by tangible assets, offer a transparent and stable
alternative to interest-bearing government debt, aligning with the principles of fiscal
prudence and intergenerational equity (EI-Gamal, 2006).

Inclusion is further promoted through zakat-driven social safety nets and profit-
sharing mechanisms that empower small enterprises. The Islamic approach to finance
enables participation by those traditionally excluded from formal banking due to
collateral or interest-related constraints. By fostering financial inclusion, the system
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mobilizes domestic savings and entrepreneurship—key drivers of inclusive growth
(Khan, 2019).

Moreover, the ethical foundations of Islamic monetary instruments help build trust in
financial institutions. Risk-sharing contracts distribute profits and losses equitably,
while the absence of guaranteed returns discourages excessive speculation and moral
hazard. This results in more resilient financial relationships and robust institutional
credibility (Askari et al.,, 2015; Choudhury, 2011).

Ultimately, the success of these instruments in fostering inclusive and stable growth
depends on the ecosystem in which they operate. Where regulatory support, fiscal
coherence, and shari’ah harmonization are present, Islamic monetary instruments can
be powerful tools for long-term macroeconomic development. However, without
systemic integration, their potential remains largely theoretical and underexploited.

Core Findings and Pathways Forward

This study has demonstrated that the Islamic monetary system, grounded in shari‘ah
principles such as the prohibition of ribd, the promotion of asset-backed finance, and
the institutionalization of zakat, offers a theoretically robust framework for advancing
macroeconomic growth in OIC countries.

Each research question was addressed through conceptual and institutional lenses:
first, by showing how Islamic monetary mechanisms stimulate real-sector activity and
equitable wealth distribution; second, by identifying institutional and regulatory
prerequisites for effective implementation; and third, by illustrating the system’s
potential to foster financial stability and inclusive development.

Theoretical implications include a reconceptualization of money as a medium rooted
in ethical utility rather than speculative gain, reshaping core assumptions of macro-
economic governance. Practically, the research points to actionable pathways:
integrating shari‘ah-compliant instruments into central banking, enhancing
intergovernmental coordination on zakat frameworks, and establishing standardized
financial regulations across the OIC.

These pathways require not only scholarly endorsement but also political will and
multilateral commitment. Future research should extend these findings through
empirical studies that evaluate pilot implementations of Islamic monetary policy across
diverse socio-economic settings.

Conclusion
The Islamic monetary system presents a viable and ethically grounded alternative to
conventional monetary frameworks, particularly for OIC countries seeking sustainable

and inclusive macroeconomic growth. This study has highlighted the conceptual

January —June 2025 | 134



OIKOS : Jurnal Ekonomi, Manajemen, dan Bisnis
P-ISSN : 1979-4770

strengths of shari’‘ah-compliant instruments—such as riba prohibition, asset-backed
finance, and zakat redistribution—as well as the institutional conditions necessary for
their effective application. The research offers a compelling case for the system'’s
macroeconomic relevance, especially in fostering real-sector engagement, reducing
inequality, and ensuring financial stability.

By bridging Islamic economic theory with contemporary policy challenges, this paper
contributes to the discourse on reforming monetary governance in the global South.
Policymakers and scholars are encouraged to view the Islamic monetary model not
merely as a religious alternative, but as a pragmatic framework for addressing
structural economic imbalances through justice-driven, resilience-focused economic
design.

Moreover, the study emphasizes that adopting an Islamic monetary system requires
more than regulatory adjustments; it necessitates a broader transformation of
economic institutions and governance structures. For the system to function
effectively, complementary policies must be in place—such as transparency in fiscal
management, robust legal frameworks for contract enforcement, and capacity building
within financial supervisory authorities. Institutional readiness is especially critical in
ensuring that instruments like sukdk, musharakah, and mudarabah are implemented
not only in form but in substance, preserving the ethical and redistributive principles
central to Islamic finance.

Additionally, the research calls attention to the potential for cross-border collaboration
among OIC member states in establishing a shared platform for Islamic monetary
cooperation. Initiatives such as regional liquidity support mechanisms, standardized
shari’'ah compliance protocols, and joint development financing facilities can enhance
monetary sovereignty and reduce dependency on interest-based global financial
systems. In doing so, OIC countries can pioneer a development path that aligns with
both faith-based values and universal principles of justice, equity, and sustainability.
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