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Abstract: Islamic finance is a financial system based on sharia principles, such as the prohibition of usury, gharar,
and maysir, which emphasizes justice, financial inclusion, and sustainability. This study aims to analyze the role
of Islamic finance in the revitalization of developing countries' economies, focusing on instruments such as sukuk,
zakat, wagf, and microfinance. Through the literature study method, this study shows that Islamic finance is able
to support infrastructure development, community empowerment, and reduction of social inequality. This study
analyzes the role of Islamic finance in the revitalization of developing countries' economies through instruments
such as sukuk, zakat, waqgf, and microfinance. The results of the study show that Islamic finance is effective in
supporting infrastructure development, community empowerment, and reduction of social inequality in countries
such as Indonesia, Malaysia, and Pakistan. However, its implementation still faces challenges, such as low Islamic
financial literacy and limited regulations. The conclusion of the study confirms that Islamic finance has the
potential to drive inclusive and sustainable economic growth if supported by increased literacy, regulatory
harmonization, and expanded access to Islamic financial products.
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1. INTRODUCTION

Developing countries often face complex economic challenges, such as low per capita
income levels, socio-economic disparities, and suboptimal financial infrastructure. In an
effort to achieve sustainable economic growth, various approaches have been implemented,
including strengthening the financial system. However, reliance on conventional financial
systems often fails to address the unique needs of developing countries, especially in
countries with a Muslim majority (Primastuty, 2024).

In this context, Islamic finance has emerged as a potential alternative. With key
principles such as the prohibition of riba (interest), gharar (uncertainty), and maysir
(speculation), as well as an emphasis on justice and sustainability, Islamic finance offers
an inclusive financial system that is in accordance with sharia values. Islamic financial
instruments, such as sukuk, mudharabah, musyarakah, and zakat, have the potential to drive
economic growth, reduce poverty, and create a more equitable distribution of wealth in
society (Wahyudi, 2024).

Economic revitalization through Islamic finance is becoming increasingly relevant
with the increasing need for developing countries to address economic inequality and
maximize the potential of their resources. By encouraging collaboration between the public
and private sectors through Islamic financing, developing countries can reduce their
dependence on external debt and create a more self-sufficient economic ecosystem. (Mukti,
2024).

Received: November 20, 2024; Revised: November 30, 2024, Accepted.: Desember 09, 2024 Online Available :
Desember 17, 2024,


https://prosiding.areai.or.id/index.php/ICEAT
mailto:annisa3004233004@uinsu.ac.id
mailto:isnaini.harahap@uinsu.ac.id
mailto:windu@uinsu.ac.id

2.

114

Revitalization Of Developing Countries' Economy Through Islamic Finance

This article aims to analyze the role of Islamic finance in revitalizing developing
country economies, with a focus on its potential to support inclusive and sustainable
economic growth. This discussion is expected to contribute to the development of Islamic
finance-based policy strategies in various developing countries.

LITERATURE REVIEW
A. Islamic Finance
Islamic finance is a financial system based on Islamic sharia principles. The main
principles of Islamic finance include the prohibition of riba (interest), gharar
(uncertainty), and maysir (speculation), and emphasize justice and equitable
distribution of wealth. Islamic finance theory emphasizes the importance of
transactions based on real assets, thereby encouraging real economic activity and
avoiding structural imbalances in the economy. Some theories that are relevant in this
discussion are:
1. Islamic Finance-Based Economic Growth Theory
Islamic finance is believed to have an important role in supporting economic
growth by providing financing based on the principle of justice. (Abdillah, 2023)
argues that Islamic finance can create economic stability through fair distribution
of wealth, avoidance of speculation, and orientation towards productive economic
activities. This system also encourages financial inclusion by providing access to
groups of people who are often marginalized in the conventional financial system.
2. Sustainable Development Theory in Islamic Economics
According to (Afandi, 2023), Islamic finance can encourage sustainable
development through instruments such as zakat, waqf, and gard al-hasan (goodwill
loans). These instruments support the redistribution of wealth effectively, thereby
reducing economic inequality and improving people's welfare. In addition, sukuk
(Islamic bonds) provide opportunities for infrastructure financing without
increasing the burden of usurious debt.
3. Financial Inclusion Theory
Islamic finance has the potential to increase financial inclusion in developing
countries by offering products that are more in line with the needs of local
communities. (Asep Dadan dan Rachmat Taufik, 2024) stated that financial

inclusion can reduce poverty and improve people's welfare. In the context of
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developing countries, products such as microfinance based on mudharabah and
musyarakah are effective solutions to support small and medium enterprises
(SMEs).
4. Public-Private Partnership Theory
Islamic finance can be an important instrument in strengthening collaboration
between the public and private sectors to fund strategic projects in developing
countries. Through sukuk, the government can attract investment from the private
sector to finance infrastructure projects that support long-term economic growth
(Harahap, Isnaini, 2023).
5. Sharia Economic Stability Theory
According to (Dayu, 2024 ), the Islamic financial system is more stable than
the conventional system because it avoids excessive speculation and focuses on real
assets. This stability can help developing countries avoid financial crises that often

harm their economies.

B. Relevance of Islamic Finance for Developing Countries
Islamic finance has great potential in revitalizing the economies of developing
countries through:
1. Infrastructure Financing: Sukuk can be used to finance large projects such as roads,
hospitals, and power plants.
2. Empowering the Local Economy: Sharia-based microfinance can increase the
productivity of small and medium enterprises.
3. Increasing Financial Inclusion: Islamic financial products create wider access for
the unbanked.
4. Sustainability: The Islamic financial system encourages long-term and sustainable
development (Harahap, 2023).
With this theoretical basis, Islamic finance becomes a strategic approach to

support inclusive and sustainable economic development in developing countries.

3. METHODS
This research uses a qualitative approach with a literature review method. This
method aims to examine various theories, concepts, and empirical data related to the role

of Islamic finance in supporting economic revitalization in developing countries. This
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approach is considered relevant because it allows researchers to explore in depth the
potential and challenges faced by Islamic finance in the context of developing countries'
economies.
1. Type of Research
This research is descriptive-analytical. The focus is to explain the concepts of
Islamic finance and evaluate their application in revitalizing the economies of
developing countries. The analysis is conducted to identify Islamic finance mechanisms

that contribute to inclusive and sustainable economic growth.

2. Data Sources

The data used in this study consist of:

a. Primary Data: Case studies of the implementation of Islamic finance in several
developing countries, taken from official reports of Islamic financial institutions,
such as the Islamic Development Bank (IsDB) and the World Bank.

b. Secondary Data: Literature in the form of scientific journals, books, policy reports,

and relevant academic articles.

3. Research Procedures
The research procedures include:

a. ldentification of Topics and Research Focus: The researcher determines the main
theme, namely the role of Islamic finance in revitalizing the economies of
developing countries.

b. Data Collection: Collecting relevant literature with a focus on Islamic financial
instruments, such as sukuk, zakat, waqgf, and microfinance.

c. Data Analysis: Data is analyzed using a descriptive-critical approach to identify the
relationship between Islamic finance and economic revitalization. This approach
also evaluates the opportunities and challenges in the implementation of Islamic
finance.

d. Presentation of Results: The results of the analysis are presented in the form of an
in-depth narrative supported by empirical data.

4. Analytical Framework
This study uses an analytical framework based on the theory of Islamic finance
and sustainable economic development. Each Islamic financial instrument is analyzed

based on its potential to:
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Support infrastructure financing.

T &

Empower communities through financial inclusion.

o

Reduce poverty and social inequality.

o

Create economic stability.

5. Research Limitations
This study has limitations, namely:
a. Limitations on primary data because the study only relies on case studies available
in the literature.
b. The results of the study may not fully reflect the variation in the implementation of
Islamic finance across developing countries.
Through this method, the study is expected to provide comprehensive insights
into the role of Islamic finance in supporting the economic development of developing

countries.

RESULTS
1. The Role of Islamic Finance in Supporting Economic Revitalization
Islamic finance has proven to play a significant role in supporting the economic
revitalization of developing countries. Through instruments such as sukuk, zakat, wagf,
and microfinance, developing countries can create innovative, sustainable, and
inclusive financing. Case studies in several countries show the success of Islamic
finance in accelerating economic growth:

a. Indonesia: Sukuk is used to fund infrastructure development such as toll roads and
educational facilities. As a result, the government can reduce dependence on
interest-based debt.

b. Pakistan: Sharia-based microfinance programs help increase the income of small
farmers and micro-entrepreneurs, thereby reducing poverty.

c. Malaysia: Productive waqf is used to fund the education and health sectors,

providing significant social impacts.

2. Contribution of Sukuk to Infrastructure Development
Sukuk is one of the most widely used financial instruments by developing
countries. Unlike conventional bonds, sukuk based on real assets provides stability and
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confidence for investors. For example, in countries such as Indonesia and Turkey,
sukuk is used to finance large infrastructure projects that support long-term economic

activity.

3. Community Empowerment through Islamic Microfinance
Microfinance based on the principles of mudharabah and musyarakah provides
access to capital for small business actors who are often overlooked by the conventional
financial system. This program not only increases the economic capacity of individuals,

but also helps reduce social disparities in developing countries.

4. Management of Zakat and Waqgf to Address Social Inequality
Productive management of zakat and waqf can provide significant economic
benefits. For example, zakat is used to finance job training programs for the poor, while
wagf is used to fund education and health projects. As a result, there is an increase in

the quality of life among the poor.

5. Challenges in the Implementation of Islamic Finance
Despite having great potential, Islamic finance faces challenges such as:
a. Lack of Islamic financial literacy among the community and business actors.
b. Regulations that are not yet harmonious between developing countries and
international standards.

¢. Limited access to Islamic finance instruments in rural areas.

5. DISCUSSION
Islamic finance has proven itself as an effective alternative to support economic
revitalization in developing countries. Through sharia principles, this system presents an
inclusive, fair and sustainable financial approach. In this discussion, several key aspects of
Islamic finance are evaluated in more depth.

1. The Role of Sukuk in Infrastructure Development
Sukuk has become a major instrument in financing infrastructure projects in
developing countries. Unlike conventional bonds, asset-based sukuk offers additional

security for investors because it is linked to real value. The use of sukuk, such as in
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Indonesia and Malaysia, shows efficiency in financing large-scale projects without

increasing the burden of interest-based debt (Isnaini Harahap, 2023).

a. Advantages of Sukuk: Transparency, stability, and in accordance with sharia
principles.

b. Constraints: Strengthening of regulations and education is needed to expand the

acceptance of sukuk in the global market.

Sharia Microfinance for Financial Inclusion
Sharia-based microfinance plays a vital role in reaching groups of people who
are not served by conventional banks. Profit-sharing financing models (mudharabah
and musharakah) create a fairer financial relationship between the lender and the
beneficiary.
a. Case Study: In Pakistan, Islamic microfinance has successfully increased the
productivity of smallholder farmers and reduced poverty levels.
b. Challenges: Limited access in rural areas and lack of community understanding of
the system.
Zakat and Wagf as Socio-Economic Solutions
Social instruments such as zakat and wagf have a significant impact on reducing
social inequality. Research shows that productive zakat management can fund job
training and education programs, while productive wagf supports the construction of
public facilities such as hospitals and schools.
a. Success: Malaysia has used wagf to provide free healthcare for the underprivileged.
b. Constraints: Lack of coordination and integrated regulation in the management of
zakat and waqf in many developing countries.

Challenges of Islamic Finance Implementation

Despite its great potential, Islamic finance in developing countries still faces several

obstacles:

a. Low Financial Literacy: Many people do not understand Islamic financial products,
thus limiting their adoption.

b. Unharmonized Regulation: Differences in standards and policies between countries
are an obstacle to the development of the global Islamic financial market.

c. Limited Access: Islamic financial services often do not reach rural or remote

communities.
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5. Opportunities for Islamic Finance Development
With increasing digitalization, Islamic finance has the opportunity to expand its
impact. The use of financial technology (fintech) can help reach rural communities and
reduce geographical barriers. In addition, collaboration with international institutions
such as the Islamic Development Bank (IsDB) can strengthen funding for development
projects in developing countries (Irwan Trinugroho, 2023).
Strategic Implications
To maximize the contribution of Islamic finance, developing countries need to:
a. Increase Islamic financial literacy through education programs.
b. Harmonize Islamic financial regulations at the national and international levels.
c. Encourage the digitalization of Islamic financial services to expand access in

remote areas.

6. CONCLUSION
Islamic finance has a strategic role in supporting the revitalization of the economy of

developing countries through an approach based on justice, financial inclusion, and
sustainability. Instruments such as sukuk, Islamic microfinance, zakat, and wagf have
proven effective in increasing access to financing, reducing social inequality, and
encouraging infrastructure development. However, to maximize the contribution of Islamic
finance, strategic steps are needed, such as:

a. Increasing Islamic financial literacy among the community and business actors.

b. Harmonizing regulations between developing countries with global standards.

c. Expanding access to Islamic financial products, especially in remote areas.

By overcoming these challenges, Islamic finance can become the main driving force
in creating inclusive, sustainable, and sharia-compliant economic growth, thereby making

a real contribution to the welfare of people in developing countries.

7. LIMITATION
This research has limitations in terms of limited coverage, reliance on secondary data,
and a narrower focus on several Islamic finance instruments such as sukuk, microfinance,

zakat, and wagf. In addition, the lack of a comparative approach with conventional financial
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systems, the lack of local community perspectives, and the influence of global economic
dynamics that have not been fully analyzed are obstacles in obtaining a more

comprehensive picture.
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