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Abstract. In response to escalating environmental degradation, climate change, and socio-economic inequality, thereis
a growing urgency to integrate ethical, environmental, and fiscal considerations into Indonesia’s financial system.
Asthe world's largest Mudlim-majority country and a country with significant environmental challenges, Indonesia
requires a sustainable finance model that is not only technically effective but also normatively grounded. In this context,
magashid syariah offers a comprehensive ethical foundation, while green banking and tax policy function as
operational and fiscal instruments. This research aims to analyze and construct an integrative framework linking
magashid syariah principles, green banking practices, and tax policy as mutually reinforcing pillars for realizing
sustainable finance in Indonesia. This study employs a qualitative research design using a systematic literature review,
documentary analysis, and thematic synthesis. Data are derived from academic publications, regulatory documents,
and international sustainability frameworks, which are analyzed through qualitative content analysis to identify
patterns, relationships, and conceptual linkages among the three domains. Based on this approach, the study develops a
conceptual model termed the Sharia-Based Sustainable Finance Framework. The findings reveal that the current
implementation of sustainable finance in Indonesia is constrained by institutional fragmentation, lack of coordination
among regulatory bodies, absence of a unified green taxonomy, and insufficient fiscal incentives. The study
demonstrates that magashid syariah can serve as a strong normative foundation that mandates environmental
responsibility, green banking provides measurable operational mechanisms, and tax policy acts as a fiscal accelerator
that makes sustainable investment economically viable. Effective synergy among these pillars requires inter-agency
coordination, integrated regulatory design, and a comprehensive fiscal incentive structure aligned with Islamic green
finance instruments. This research contributes to the literature by offering a novel integrative perspective that bridges
Islamic finance, environmental sustainability, and fiscal policy within a unified analytical framework. It also provides
practical policy recommendations for regulators, Isamic financial institutions, and government authorities to
accelerate Indonesia’ s transition toward a sustainable, ethical, and resilient financial system.
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nyeﬂz(apl’ 2 Pyni 3y.111>q)ilcap1, Eagin Bacrian®, Imam A0y Xaﬂi(l)al

1y, - . )
VYuisepcumem Cynmana Aeenea Tipmasca, Inoonesis
2 o, o . N . .
Hepoicasnuii icnamcoruil yrieepcumem imeni Paoena Inmana 6 Jlamnyney, Inoonesis

Anomayin. Y 8i0nogiov Ha eckaniayiio ekono2iunoi decpadayii, 3MiHu KIiMamy ma coyianbHO-eKOHOMIYHOI HepigHOCMI,
3pocmae nompeba 6 iHme2payii emuuHux, eKoI02IYHUX ma QICKAIbHUX MIPKYSans v (inancogy cucmemy Inoownesii.
AK Haubinbwia y c8imi Kpaina 3 MyCylbMAHCbKOW OLbWicIo ma KpaiHa 3i 3HAYHUMU eKONO2IYHUMU Npobremamu,
Inoonesis nompedye modeni cmanoeo Qinancysanns, KA € He aulle MEXHIYHO epeKmusHolo, aie i HOPMAMUBHO
00TpyHmMos8anoio. Y ybomy KoHmexcmi RPUHYUNU MaxKacio aw-uapia nPonoHyoms KOMNIEKCHY emuyHy 0CHO8Y, mooi
SAK 3eleHull OaHKIHe ma NOOAMKO8d NOJIMUKA OYHKYIOHYIOMb K onepayitni ma @ickanvhi incmpymenmu. Mema ybozo
00CniONHCeHHsT — NPOananizyeamu ma nooyoysamu iHmezpamusHy CmpyKmypy, wo noe s3y€ NPuHyunu Makacio aui-
wiapia, npakmuKy 3ei1eHo20 OAHKIHZY Mma NoO0amKo8y NOMMUKY K 63AEMORIOCUNIOIOYT OCHOBU O/ pednizayii cmanoeo
@inancysanns 6 Inoomesii. Jlocniodcennss GuUKOpUCMOogye SKICHUU OOCHIOHUYbKUL OU3auH 3 GUKOPUCHAHHSM
CUCeMamuyHo20 02140y Aimepamypu, OOKYMEHMAIbHO20 AHANIZY MAd MeMamuyHoeo cunmesy. Jlawi ompumani 3
axkaoemiynux nyonikayii, HOpMAMuUEHUX OOKYMEHMIE Ma MidCHAPOOHUX PAMOK CIAN020 PO3GUMKY, AKI AHANIZVIOMbCS
3a 00NOMO02010 AKICHO20 KOHMEHM-AHANI3Y O/ BUABNEHHA 3AKOHOMIpHOCMel, 83AEMO36 A3Ki6 Ma KOHYENnmyaibHUx
36’ A3Ki8 Mmidic mpvoma cpepamu. Ha ocHo8l ybo2o nioxody 6 00CHiOHCeHHi po3poOIeHO KOHYenmyaibHy Mooensb, sKd
Hasueaemvcss Pamkosoio cmpyxmypoio cmanoeo ¢hinancysannus na ocHogi wapiamy. Pesynemamu 0ocniodcenns
NOKA3YI0OMb, WO NOMOYHe BHPOBAONCEHHA cmanoeo ¢hinancysants 6 InOoHesii obOMediceHe THCMUMYYIUHONO
@pacmenmayiero, GIOCYMHICMIO KOOPOUHAYIL MIJNC PecysmOPHUMU  OP2aHamu, GiOCYmMHICmIO €0uHoi 3eneHol
MAaKcoHomii ma HedocmamHuimu QickanbHumy cmumyramu. Boowouac npumyunu maxacio aw-wapia modxcyms
cyeyeamu MIYHOW HOPMAMUBHOI OCHOB0I0, KA 30008’ A3V€ 00 eKON02IMHOI 8i0n08idanbHOCmi, 3eieHull OAHKIHE
3a0e3neuye UMIPIOGAHi ONEPAYIHI MEXAHI3MU, A NOOAMKO8A NOJIMUKA Oi€ K ICKATbHULL NPUCKOPI08AY, W0 podbums
cmanuti po3eUMOK THEeCmuyiltl eKOHOMIuHO cummesoamuum. Epexmuena cunepeis misc yumu cKiaoo8umu 6UMdazae
MIHCBIOOMUOT KOOPOUHAyil, iHMe2posaHoi pezyissmopHOi CMPYKmMypu ma KOMMWIEKCHOL CMPYKmMypu (QiCKanbHux
CIMUMYIIIB, Y32004CEHOT 3 ICIAMCOKUMU THCMPYMEHMamu 3ejieHo2o Qinancysanns. Hayko8ow HOBUIHOW0 00CHIONCeHHs €
KOHYenyis, sIKka NOEOHYE ICIAMCbKI (IHAHCU, eKONIo2IuHY CMIUKICMb ma (DICKANbHY NONIMUKY 6 €OUHIU aHALIMUYHIl
ocnosi. Taxoxc cmammsa HAOAE NPAKMUYHI PEKOMEeHOayii 01 pecynamopis, iciamcbKux iHaHco8ux ycmanoe ma
0eporcasnux opeanie 0Jisk npUcKoperis nepexody Indonesii 0o cmanoi, emuunoi ma cmitkoi ¢inancogoi cucmemu.

Knrwuosi cnosa. npunyunu maxacio aw-wapia, 3eieHuti Oaukine, cmane (QIHAHCYBAHHA, DICKATbHA NONIMUKA,
icnamcuki Qinancu, ekono2iuHa CmiuKicmy, 3eleHe QIHAHCYBAHHS.

INTRODUCTION deforestation, and growing socio-economic inequality,

The global environmental crisis has reached a critical
threshold, compelling all sectors of society, including
finance and banking, to undertake fundamental
transformations in the way resources are allocated and
managed (Ningluthfi & Nurohman, 2024). Climate
change, biodiversity loss, and accelerating environmental
degradation are no longer distant threats but present
realities that demand immediate, coordinated responses
from governments, ingtitutions, and industries alike.
The financial sector, as the primary mechanism for
capital  allocation in modern economies, wields
extraordinary influence over whether economic activity
drives ecological harm or ecological recovery. Without a
deliberate reorientation of financial flows toward
sustainable ends, even the most ambitious environmental
policies risk falling short of their intended outcomes.
Indonesia, as the world’s most populous Muslim-majority
nation and one of the most biodiverse countries on Earth,
occupies a unique strategic position in the global
sustainability landscape. The country is simultaneously
grappling with rising carbon emissions, rapid

challenges that demand not only regulatory responses but
also a deeper rethinking of the philosophical foundations
of its financial system. In this context, the Islamic
financial system, rooted in Sharia values, presents a
distinctive and underexplored resource. Long before
sustainable finance became a mainstream global
discourse, Isdamic finance had embedded principles of
ethical responsibility, the prohibition of harm, and
concern for communal welfare at its core (Umami, 2024).

Magashid Syariah refers to the supreme objectives of
Islamic law, which constitute a comprehensive
framework for human well-being that encompasses the
protection of religion, life, intellect, progeny, and
property. Contemporary Islamic scholars, including
Ibn Asyur and Jasser Auda, have expanded the
interpretive scope of magashid syariah to incorporate
ecological balance and intergenerational equity as
integral dimensions of its objectives. This expansion is
not a departure from classical Islamic jurisprudence but
rather its natural evolution in response to modern
civilizational challenges (Y ulita, 2025). The principle of
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la dharara wa la dhirar, meaning no harm shall be
inflicted or reciprocated, provides a direct theological
basis for opposing financial activities that damage the
environment, creating a normative foundation that is both
ancient and urgently relevant. Green banking, as a
contemporary  paradigm, integrates environmental
considerations into every dimension of banking
operations and decision-making. It encourages financial
institutions to direct capital toward environmentally
responsible projects, reduce the carbon footprint of their
internal operations, and develop financial products that
support the transition to a low-carbon economy
(Ramadhan et al., 2025). In Indonesia, the Financial
Services Authority (Otoritas Jasa Keuangan/OJK) has
taken initial steps through its Sustainable Finance
Roadmap, signaling a regulatory commitment to
embedding environmental responsibility within the
banking sector. However, implementation remains
nascent, constrained by limited human resource capacity,
the absence of a nationally agreed-upon green taxonomy,
and insufficient market demand for green financial
products (Inayati et al., 2025).

Tax policy, as a fiscal instrument, plays a critically
strategic role in shaping the behavior of economic actors.
Carbon taxes, green investment incentives, and fiscal
disincentives for environmentally damaging activities
represent powerful tools through which governments can
make sustainable choices economicaly rational
(Syaichoni et al., 2025). Indonesia’ s Tax Harmonization
Law has introduced early provisions for carbon taxation,
yet the coordination between tax policy, green banking
regulation, and Islamic finance governance remains
fragmented. Without coherent alignment among these
instruments, their individual effects are substantially
diminished, and market distortions may arise that
undermine national sustainability objectives (Sadly,
2026). Comparative evidence from countries such as
Malaysia, the United Arab Emirates, and various
European nations demonstrates that synergy among
Islamic finance, green finance, and tax policy can yield
highly attractive, resilient investment ecosystems. These
experiences underscore the importance of not treating
these three domains as parallel, unrelated streams, but
rather as mutualy reinforcing pillars of a single
integrated system. Indonesia has much to learn from
these models as it develops adaptations suited to its
distinct institutional, cultural, and regulatory context
(Nurjannah et al., 2024).

A significant structural challenge confronting
sustainable finance in Indonesia is the fragmentation of
regulatory authority across multiple agencies. The OJK,
Bank Indonesia, the Ministry of Finance, and the
Ministry of Environment each carry interrelated mandates
yet are not yet integrated within a single coherent policy
architecture (Marpaung & Lubis, 2025). As a
consequence, sustainability initiatives launched by these
bodies tend to operate in isolation, limiting their
cumulative impact. The Islamic banking sector, despite
its growing asset base, continues to allocate the majority
of its financing portfolio to consumer and trade activities,
with negligible participation in renewable energy, energy

efficiency, and green infrastructure, precisely the sectors
most critical to Indonesia's sustainability transition
(Wardhani et a., 2025). The gap between the
philosophical richness of Islamic sustainability values
and the operational realities of Indonesia’s banking
system reflects a deeper problem: the absence of a
comprehensive conceptual framework that can bridge
Sharia principles with green finance practices and fiscal
policy instruments. Existing academic literature tends to
examine these dimensions in isolation, leaving a
significant analytical vacuum where integrative
scholarship is most needed. Research that specifically
addresses the convergence of magashid syariah, green
banking, and tax policy within a unified sustainable
finance framework remains remarkably sparse, both in
Indonesian and international academic contexts
(Supriadi et al., 2025).

The urgency of this research is further heightened by
Indonesia’s formal commitments to global sustainability
targets, including its nationally determined contributions
under the Paris Agreement and its obligation to advance
the United Nations Sustainable Development Goals
(Astuti et al., 2024), and meeting these commitments
requires massive, coordinated mobilization of financial
resources that can only be sustainably channeled through
a financial system that is simultaneously ethically
grounded, ecologically responsive, and fiscally
incentivized (lzzati et al., 2025), where the convergence
of maqgashid syariah, green banking, and tax policy
represents precisely such a system. Therefore, this study
proceeds from the conviction that realizing sustainable
finance in Indonesia demands not merely incremental
regulatory adjustments  but a  foundational
reconceptualization of how Islamic values, environmental
imperatives, and fiscal policy can be sructuraly
integrated, and accordingly, the present study proposes
the Sharia-Based Sustainable Finance Framework as its
main conceptual contribution, offering a model that is
philosophically coherent, operationally viable, and
contextually responsive to Indonesia’s unique financial
ecosystem.

This study addresses two central research problems.
First, how can the principles of magashid syariah serve
as a philosophical and normative foundation for
developing a sustainable green banking framework within
Indonesia’s financial system? Second, how can tax policy
be dsrategically positioned as a supporting and
accelerative instrument that drengthens the synergy
between Islamic finance and green finance within
Indonesia’'s national sustainable finance ecosystem?
These questions emerge from the recognition that while
each of these three domains, magashid syariah, green
banking, and tax policy, has been studied individually, no
existing framework has systematically examined how
they interact and reinforce one another. Addressing these
problems requires both conceptual analysis and
normative synthesis, drawing upon Islamic jurisprudence,
banking regulation, and fiscal theory within an integrated
analytical lens.

This study aims to analyze and formulate an
integrative conceptual framework that links the principles
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of magashid syariah, green banking practices, and tax
policy as key pillars for realizing sustainable finance in
Indonesia, while identifying the synergies through which
these three elements mutually reinforce one another.
The research further aims to provide concrete, operational
policy recommendations for financial sector regulators
and tax authorities to design regulations that
systematically encourage the integration of Sharia values
with environmental sustainability principles. Beyond its
policy focus, this study also seeks to enrich the academic
literature on Islamic and sustainable finance by offering
an integrative perspective that transcends disciplinary
boundaries, thereby opening broader scholarly discussion
of the role of spiritual and ethical values in shaping
responsible financial systems.

Theoretically, this research is expected to contribute a
novel integrative perspective to the fields of Islamic
finance and sustainable finance by demonstrating how
magashid syariah can serve as a legitimate and robust
philosophical foundation for contemporary green finance
agendas. By synthesizing insights from Islamic
jurisprudence, ingtitutional economics, and sustainability
theory, this study offers a conceptual architecture of the
Sharia-Based Sustainable Finance Framework that
advances academic understanding beyond single-
discipline analyses. Practically, the findings of this
research provide a valuable reference for policymakers,
Islamic banking practitioners, regulators, and other
stakeholders engaged in designing products, regulations,
and ingtitutional strategies capable of accelerating
Indonesia’s transition toward a financial system that is
sustainable, inclusive, and aligned with the nation’'s
religious and cultural identity.

LITERATURE REVIEW

Magashid Syariah as a Philosophical Foundation
for Sustainable Finance

Magashid Syariah, as the supreme objectives of
Islamic law, congtitutes a comprehensive normative
framework that has long served as the ethical backbone of
Islamic economic and financial thought (Khalidin et al.,
2024). Classical scholars such as Al-Ghazali originally
articulated five core objectives encompassing the
protection of religion, life, intellect, progeny, and
property, which contemporary thinkers have substantially
expanded to address modern civilizational challenges,
including ecological sustainability and intergenerational
equity. The interpretive evolution of magashid syariah
through system-based approaches that treat ecological
balance as an integral dimension of Islamic legal
objectives has positioned this framework as a
theologically grounded justification for environmentally
responsible finance. The foundational principle of
prohibiting harm in any form provides a direct
normative basis for opposing financial activities that
damage ecosystems, making magashid syariah not
merely a historical legal construct but a living
philosophical resource for contemporary green finance.
In the Indonesian context, however, a persistent gap
exists between this philosophical richness and the
operational realities of Islamic banking institutions,

which tend to prioritize formal regulatory compliance
over substantive internalization of magashid values,
underscoring the need for a deeper integration of these
principles into institutional practice and regulatory
design (Hidayat et al., 2024).

Green Banking: Paradigm, Regulation, and Global
Implementation

Green banking has emerged as a transformative
paradigm that systematically integrates environmental
considerations across all dimensions of banking
operations, credit decision-making, and financial product
development, with the overarching goal of redirecting
capital flows toward a low-carbon, ecologically resilient
economy (Nurcahyo et al., 2024). Academic discourse on
green banking has evolved from early conceptualizations
focused on internal operational efficiency to more
comprehensive frameworks that position banks as active
agents of sustainability transition, responsible not only
for their direct environmental footprint but also for the
environmental impact of their entire financing portfolio.
At the international level, regulatory architectures such as
the Equator Principles, the UNEP Finance Initiative, and
the Green Bond Principles have created a maturing global
infrastructure for green finance that increasingly shapes
institutional behavior across both developed- and
emerging-market banking systems. Empirical evidence
from banking sectors in Asia and Europe consistently

demonstrates that green banking implementation
correlates  positively  with  long-term  financial
performance, reduced systemic risk, and enhanced

institutional reputation, suggesting that environmental
responsibility and commercial viability are mutually
reinforcing rather than  competing  objectives.
In Indonesia, while the Financial Services Authority has
issued a Sustainable Finance Roadmap and supporting
regulations, implementation remains constrained by the
absence of a nationally agreed green taxonomy, limited
human resource capacity in environmental risk
assessment, and insufficient market demand for green
financial products (Klongruaet al., 2025).

Tax Policy as a Fiscal Accelerator for Green
Finance

Tax policy is one of the most powerful instruments
available to governments for reshaping the behavior of
economic actors toward more sustainable practices,
operating through dual mechanisms. positive incentives
for green investment and punitive disincentives for
environmentally harmful activities (Yusuf et al., 2024).
The theoretical foundation for environmental taxation
rests on the Pigouvian argument that negative
externalities such as carbon emissions impose real social
coststhat market prices fail to capture, and that corrective
taxation is therefore necessary to align private economic
incentives with collective environmental welfare.
Comparative evidence from European nations that have
implemented carbon taxes alongside green investment
incentives demonstrates that coordinated fiscal policy can
drive significant reallocation of capital toward renewable
energy and sustainable infrastructure, validating the
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transformative potential of tax instruments when
designed with ecological objectives at their core. In the
Muslim-majority context, Malaysia's experience is
particularly instructive, as it has successfully integrated
tax incentives with Islamic finance instruments, such as
green sukuk, creating a highly attractive investment
ecosystem that attracts both domestic and international
capital to sustainable projects. Indonesia's recent
legislative steps toward carbon taxation through its Tax
Harmonization Law represent an important but il
nascent development, as coordination between tax policy,
green banking regulation, and Islamic finance governance
remains fragmented and has yet to codesce into a
coherent, mutually reinforcing policy architecture (Zahid
et al., 2025).

Islamic Finance and Sustainable Finance:
Convergence and Structural Gaps

Contemporary scholarship increasingly recognizes a
profound convergence between the foundational
principles of Islamic finance and the global sustainable
finance agenda, rooted in their shared emphasis on ethical
responsibility,  prohibition of  speculation, and
commitment to the long-term welfare of society and the
environment. The inherent prohibitions within Islamic
finance against interest-based transactions, excessive
uncertainty, and investment in harmful industries align
naturally with Environmental, Social, and Governance
criteria that underpin  modern sustainable finance
frameworks (Maulana et al., 2025). Innovative
instruments such as green sukuk, productive waqgf for
environmental endowments, and profit-sharing financing
structures for renewable energy projects have begun to
attract serious academic and practitioner attention as
mechanisms capable of bridging Islamic ethical values
with concrete environmental imperatives. International
evidence from Malaysia, the United Arab Emirates, and
Qatar demonstrates that the green sukuk market has
expanded rapidly precisely where regulatory frameworks
for Islamic finance, fiscal incentives, and issuer
commitments to sustainability converge, suggesting that
institutional coherence is the key driver of market
development. In Indonesia, however, the financing
portfolio of Islamic banks remains heavily concentrated
in consumer and trade segments with negligible
participation in renewable energy and green
infrastructure, revealing a structural gap between the
philosophical potential of Islamic finance and its
operational capacity to support the national sustainability
transition (Rerung et al., 2025).

Conceptual Framework: Integration of Magashid
Syariah, Green Banking, and Tax Policy

The conceptual framework of this research is based on
the premise that magashid syariah, green banking, and tax
policy are not independent systems operating in parallel,
but rather three mutually reinforcing pillars that, when
structurally integrated, form a coherent and robust

architecture for sustainable finance (Jan et al., 2021).
Magashid syariah functions as the normative and
philosophical foundation, providing ethical legitimacy to
all financial decisions and directing ingtitutions to
evaluate their activities through the lens of societal
welfare, ecological preservation, and intergenerational
responsibility. Green banking then serves as the
operational mechanism through which these values are
translated into measurable banking  standards,
environmental risk management systems, and financial
products that channel capital toward ecologically
beneficial activities. Tax policy operates as a fiscal
accelerator, creating the economic incentive conditions
necessary for sustainable choices to become financially
rational for all market participants, ensuring that the
external costs of ecological harm are internalized and the
benefits of green investment are rewarded.
The synergistic intersection of these three pillars
produces what this study terms the Sharia-Based
Sustainable Finance Framework (Figure 1), a model in
which ethical grounding, operational mechanism, and
fiscal incentivization work in concert to drive Indonesia’s
financial system toward sustainability, asillustrated in the
following conceptual diagram (Irfany et al., 2024).

RESEARCH METHODOLOGY

Research Design

This study employs a qualitative research design
grounded in an interpretivist paradigm, which holds that
social and ingtitutional realities are constructed through
meanings, values, and contextual relationships rather than
through measurable, universally fixed variables.
The choice of qualitative methodology is deliberately
aligned with the nature of the research problems being
investigated, as understanding how magashid syariah
principles can be philosophically integrated with green
banking practices and tax policy requires deep
interpretive engagement with normative frameworks,
regulatory texts, institutional discourses, and expert
knowledge rather than satistical quantification.
Specifically, this research adopts a qualitative content
analysis approach combined with a conceptua
framework development strategy, enabling the researcher
to systematically examine and synthesize existing
theoretical constructs, regulatory documents, and
scholarly literature into a coherent integrative model.
This design is further reinforced by a library research
method, in which primary and secondary sources,
including academic journals, policy documents, fatwa
rulings, regulatory issuances, and international
sustainability reports, are trested as the principal data
corpus for analytical engagement. The interpretivist
stance of this study acknowledges that the findings are
shaped by the researcher’s theoretical positioning and
analytical choices, and therefore prioritizes transparency
in the reasoning process, conceptual coherence, and depth
of argumentation over clams of satigtica
generalizability.
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Figure 1. Conceptual Framework of the Sharia-Based Sustainable Finance

Source: Developed by the authors based on literature synthesis (Jan et al., 2021; Irfany et al., 2024; Firdaus

& Muflikhah, 2025).

Data Sources and Types

The data utilized in this research are entirely
qualitative in nature, drawn from a carefully selected
corpus of primary and secondary sources that collectively
span the domains of Islamic jurisprudence, sustainable
finance regulation, green banking policy, and fiscal
theory. Primary sources include official regulatory
documents issued by Indonesias Financial Services
Authority, such as the Sustainable Finance Roadmap and
POJK Nomor 51/2017, legislative texts including the Tax
Harmonization Law, fatwa and resolutions issued by the

National Sharia Council of Indonesia, as well as
international frameworks such as the UNEP Finance
Initiative guidelines, the Green Bond Principles, and the
Equator Principles. Secondary sources encompass peer-
reviewed academic journal articles, books, and scholarly
monographs in the fields of Islamic finance,
environmental economics, sustainable banking, and fiscal
policy, with particular attention to foundational works by
scholars such as Al-Ghazali, 1bn Asyur, Jasser Auda, and
Chapra on magashid syariah, as well as seminal
contributions to green banking and environmental
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taxation literature. Additional secondary data are sourced
from international organizational reports published by
institutions, including the Islamic Financial Services
Board, the International Capital Market Association, the
OECD, and the World Bank, which provide comparative
evidence of global best practices in integrating Islamic
finance, green finance, and tax policy. The selection of
data sources follows purposive, theoretically driven
criteria, prioritizing sources that are directly relevant to
the research questions, academically authoritative, and
capable of substantively contributing to the construction
of the Sharia-Based Sustainable Finance Framework.

Data Callection Technique

Data collection in this research is conducted through
systematic documentation and literature study. This
technique involves the deliberate, structured, and critical
gathering of textual materials relevant to the research
themes from  multiple disciplinary = domains.
The documentation process is guided by a pre-established
thematic matrix organized around the three core pillars of
the study, namely magashid syariah, green banking, and
tax policy, ensuring that the collection process is
purposive rather than arbitrary and that each gathered
document contributes directly to answering one or more
of the research questions. Academic literature was
identified through searches conducted on major scholarly
databases including Scopus, Web of Science, Google
Scholar, and the Directory of Open Access Journals,
using carefully constructed keyword combinations such
as magashid syariah and sustainable finance, green
banking Indonesia, Islamic green finance, carbon tax and
Islamic banking, and Sharia-based environmental finance,
with filters applied for publication recency, citation
impact, and disciplinary relevance. Regulatory and policy
documents were retrieved directly from the official
websites of relevant institutions, including the OJK, Bank
Indonesia, the Ministry of Finance of the Republic of
Indonesia, and international bodies, ensuring the
authenticity and completeness of the normative data
Each collected document was systematically cataloged,
annotated with thematic tags, and organized in a
structured reference management system to facilitate
rigorous cross-referencing during the analysis phase and
to maintain the traceability of all sources used to
construct the conceptual framework.

Data Analysis Technique

The data gathered in this research are analyzed
through qualitative content analysis and thematic
synthesis, two complementary interpretive techniques
that, together, enable a systematic, rigorous, and
theoretically informed examination of the meanings,
relationships, and patterns embedded in the textual
corpus. Qualitative content analysis is applied to
regulatory documents, legislative texts, and fatwa rulings
to identify explicit and implicit normative positions
regarding the relationship between Islamic values,
environmental responsibility, and fiscal policy, with
coding categories derived both deductively from the
theoretical framework and inductively from patterns

emerging within the documents themselves. Themeatic
synthesis is then employed to integrate findings across
the diverse body of academic literature, alowing the
researcher to move beyond individual study conclusions
and construct higher-order interpretive themes that
capture the convergence and divergence of scholarly
perspectives on magashid syariah, green banking, and tax
policy. The analytical process follows a three-stage
iterative cycle of reading and familiarization with the
corpus, systematic coding and categorization of relevant
content, and interpretive synthesis in which coded themes
are assembled into a coherent conceptua narrative that
forms the basis of the Sharia-Based Sustainable Finance
Framework. Throughout the analysis, a critical reflexivity
approach is maintained, wherein the researcher
continuously interrogates the assumptions embedded in
both the sources and the interpretive choices made,
ensuring that the resulting framework is not merely a
descriptive  summary of existing literature but a
theoretically generative contribution that advances
understanding beyond what any single source has
previously articulated.

Research Validity and Trustworthiness

Given the qualitative and interpretive nature of this
research, validity is assessed not through statistical
measures but through criteria of trustworthiness
specifically  designed  for  qualitative  inquiry,
encompassing credibility, transferability, dependability,
and confirmability as proposed in established qualitative
research methodology. Credibility is ensured through
prolonged and deep engagement with the source
materials, triangulation of data across multiple
disciplinary domains, including Islamic jurisprudence,
banking regulation, and fiscal theory, and member
checking through consultation with the existing scholarly
consensus as reflected in peer-reviewed literature, thereby
reducing the risk of idiosyncratic or unsupported
interpretations. Transferability is addressed by providing
sufficiently thick and detailed descriptions of the
conceptual framework, its underlying assumptions, and
the contextual conditions of Indonesia’s financial system,
enabling readers and future researchers to assess the
extent to which the findings and framework can be
applied to other Muslim-majority countries or
comparable regulatory contexts. Dependability is
maintained through a clear, transparent audit trail that
documents data collection procedures, analytical
decisions, and interpretive steps throughout the research
process, alowing independent reviewers to trace the
logical progression from raw sources to final conclusions.
Confirmability is achieved by grounding all interpretive
claims in explicit reference to the textual evidence
gathered from the data corpus, ensuring that the
framework constructed in this study reflects the patterns
present in the sources rather than the unconstrained
subjectivity of the researcher, and by openly
acknowledging the normative positioning that shapes the
study’s theoretical orientation toward Islamic ethics and
sustainability.
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RESULTSAND DISCUSSION

Magashid Syariah as the Normative Foundation of
Sustainable Finance

The analysis of classical and contemporary |slamic
jurisprudential literature reveals that magashid syariah
possesses an inherent structural capacity to serve as the
normative foundation for sustainable finance,
extending far beyond its conventional application as a
framework for personal religious compliance. The five
classical objectives of protecting religion, life,
intellect, progeny, and property when examined
through a contemporary lens collectively demand that
financial systems operate in ways that preserve rather
than degrade the conditions necessary for human
flourishing across generations (Putri et al., 2025). The
protection of life cannot be meaningfully achieved in a
financial system that funds industries responsible for
environmental destruction, just as the protection of
progeny becomes theologically incoherent if financial
decisions systematically deplete the ecological
inheritance of future generations, establishing a direct
and non-negotiable link between Islamic legal
objectives and environmental sustainability
imperatives. Contemporary Islamic scholars have
substantially broadened the interpretive scope of
magashid syariah, thereby directly supporting its
application to green finance and sustainable banking.
The expansion of magashid to include the preservation
of the environment as an implicit sixth objective,
grounded in the Quranic principle of human
stewardship over the earth, provides the theological
authorization necessary for Islamic financial
institutions to treat environmental responsibility not as
an optional corporate social responsibility initiative
but as a binding normative obligation. This expanded
understanding transforms magashid syariah from a
passive philosophical background into an active
governance criterion, directly informing the credit
policies, investment decisions, product development
strategies, and institutional governance frameworks of
Islamic banks operating within Indonesia’s financial
ecosystem. The principle of la dharara wa la dhirar,
which categorically prohibits the infliction of harm,
provides the most operationally precise theological
instrument for connecting magashid syariah to green
banking practice. When applied to financial decision-
making, this principle logically extends to prohibiting
financing for projects that cause significant
environmental harm, including coal-fired power plants,
deforestation-linked palm oil expansion, and industrial
activities with  unmitigated carbon footprints.
Therefore, the findings of this study affirm that
magashid syariah does not merely permit the
development of Islamic green finance but actively
mandates it, positioning Indonesia’s Islamic banking
sector with a powerful theological mandate to lead
rather than lag in the national sustainable finance
transition, provided that this normative richness is
systematically translated into institutional policy and
regulatory standards (Ejaz et al., 2025).

Green Banking Practices and Their Alignment
with Idamic Values

The examination of green banking literature and
regulatory  frameworks reveas a  profound,
underexplored alignment between the operational
principles of green banking and the normative
imperatives embedded in Islamic financial ethics,
suggesting that the two systems are not merely
compatible but philosophically convergent in their
foundational orientations. Green banking's core
commitment to directing capital away from ecologically
harmful activities and toward projects that generate
positive environmental and social outcomes mirrors the
Islamic finance prohibition on investing in industries
deemed harmful or socially destructive (Farabi et al.,
2025). This alignment is not coincidental but reflects a
shared recognition that financial institutions bear a
moral responsibility for the downstream consequences
of their capital allocation decisions, a responsibility that
both green banking theory and Islamic jurisprudence
articulate through distinct but ultimately convergent
normative languages. Indonesia’s regulatory landscape
for green banking, as embodied in the OJ'’'s
Sustainable Finance Roadmap and POJK Nomor
51/2017, has established an important institutional
foundation for integrating environmental considerations
into banking operations. However, the implementation
trajectory reveals significant structural gapsthat limit its
transformative impact. The absence of a nationaly
agreed green taxonomy creates a definitional vacuum,
alowing financial institutions to engage in
greenwashing by labeling conventional products as
sustainable without meeting rigorous environmental
criteria, thereby undermining the credibility of the entire
green banking framework. Furthermore, the roadmap’s
focus on conventional banking institutions has
inadequately addressed the specific institutional
characteristics of Islamic banks, whose product
structures, risk-sharing mechanisms, and governance
frameworks require tailored green banking standards
that are simultaneously Sharia-compliant and
environmentally rigorous. The development of green
banking products within an Islamic finance framework
represents one of the most promising areas of
convergence, with instruments such as green sukuk,
green murabahah for energy-efficient consumer goods,
green mudharabah for renewable energy projects, and
green wagf endowments for environmental conservation
collectively demonstrating the innovative potential of
Islamic finance in the sustainable finance space.
International evidence from Malaysia and the UAE
demonstrates that when Islamic financial institutions
develop green products that are both structurally sound
from a Sharia perspective and environmentally credible
from a sustainability perspective, they attract a diverse
investor base, including both faith-motivated and
impact-oriented  investors, thereby  significantly
expanding the market for sustainable finance. For
Indonesia, accelerating the development of such
instruments requires not only regulatory guidance from
the OJK and the National Sharia Council, but aso a
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deliberate institutional capacity-building agenda that
equips Islamic bankers with the skills to assess and
manage green financing portfolios effectively
(Siregar, 2025).

Tax Policy Architecture for Sustainable Financein
Indonesia

Indonesia’s current tax policy architecture in relation
to sustainable finance is characterized by an emerging but
still fragmented set of fiscal instruments that have yet to
coadesce into a coherent, drategically designed
framework capable of systematically incentivizing green
investment and  penalizing  ecological harm.
The introduction of carbon tax provisions within the Tax
Harmonization Law represents a significant legislative
milestone, signaling the government’'s  formal
acknowledgment that fiscal instruments must play a role
in Indonesia’s sustainability transition. However, the
implementation timeline, rate structure, and scope of the
carbon tax remain insufficiently developed to generate
the behavioral changes needed at scale (Raimi et a.,
2024). The rate was initially set at alevel well below the
social cost of carbon, and the phased implementation
approach risked sending a fiscal signal that was too weak
to alter investment decisions by major carbon-intensive
industries meaningfully or to catalyze the reallocation of
banking capital toward cleaner alternatives. Beyond
carbon taxation, the analysis reveals that Indonesia's
existing tax incentive structure for green investment lacks
the comprehensiveness, accessibility, and predictability
necessary to function as an effective market signal for
sustainable finance. Tax incentives for renewable energy
investment are fragmented across multiple regulatory
instruments. However, their complexity, conditionality,
and limited scope have resulted in low utilization rates
among both domestic and foreign investors, suggesting
that the design of these incentives has not been
adequately informed by behavioral economics principles
or by consultation with the investment community.
The absence of specific tax incentives tailored to Islamic
green finance instruments such as green sukuk, green
waqgf, and profit-sharing financing for environmental
projects represents a particular missed opportunity, asthe
alignment of fiscal incentives with the structurd
characteristics of Islamic finance instruments could
unlock substantial capital flows from Indonesia’s large
and growing Islamic finance sector toward sustainability-
critical investments. Comparative analysis of tax policy
frameworks in Malaysia, the United Kingdom, and
France demonstrates that the most effective fiscal
architectures for sustainable finance combine a credibly
priced carbon tax with a comprehensive suite of green
investment incentives, a clear and stable long-term policy
trajectory that reduces investment uncertainty, and
institutional mechanisms for coordinating tax policy with
financial sector regulation. Malaysia's integration of
green sukuk tax incentives with its broader Islamic
finance regulatory framework provides a directly
applicable model for Indonesia, demonstrating that fiscal
policy can be designed to simultaneously advance
sustainability — objectives, support Islamic finance

development, and attract international  capital.
Thefindings of this study therefore recommend a
fundamental redesign of Indonesia’s green tax policy
architecture toward greater coherence, stronger carbon
price signals, and explicit integration with both green
banking regulation and Islamic finance governance
frameworks (Muklis et al., 2025).

Synergistic Intersection of Magashid Syariah,
Green Banking, and Tax Policy

The central analytical finding of this research is that,
when examined in isolation, magashid syariah, green
banking, and tax policy each possess significant but
ultimately limited capacity to drive Indonesias
sustainable finance transition. In contrast, their structural
integration generates synergistic effects that are
qualitatively greater than the sum of their individual
contributions. Magashid syariah provides the ethical
legitimacy and normative authority that can motivate
Islamic financial institutions and their stakeholders to
embrace sustainability not as an external regulatory
requirement but as an intrinsic religious obligation,
addressing the motivational dimension of sustainable
finance that purely technical and regulatory approaches
cannot reach. Green banking provides the operationa
infrastructure through which these values are translated
into measurable ingtitutional practices, standardized
products, and verifiable environmental outcomes,
ensuring that the normative commitment of magashid
syariah is operationalized in ways that are credible,
transparent, and accountable to both regulators and the
public (Awang et al., 2025). Tax policy then functions as
the macroeconomic enabler that transforms the
institutional commitments of magashid-driven green
banking from ethically motivated but commercially
challenging choices into economically rational and
financially competitive ones, ensuring that sustainability
is not only the right thing to do but aso the most
economically sensible within Indonesia’'s financial
market. When carbon taxes appropriately price the
environmental externalities of fossil fuel investments and
tax incentives simultaneously reduce the cost of capital
for green Islamic finance instruments, the economic
calculus facing Islamic banks shifts fundamentally in
favor of green financing, allowing magashid values and
commercial imperatives to align rather than conflict. This
synergistic alignment dissolves one of the most persistent
structural barriers to Idamic green finance, namely the
perception among Islamic bankers that sustainable
financing is more costly, riskier, and less commercially
viable than conventional financing in carbon-intensive
sectors. The synergy between these three pillars also
operates a the ingtitutional and regulatory levels, where
coordination among the OJK, Bank Indonesia, the
Ministry of Finance, and the National Sharia Council can
create a policy environment in which regulatory signals
from all relevant authorities consistently reinforce rather
than contradict one another. Currently, Indonesia's
regulatory landscape is characterized by institutional
fragmentation in which sustainability mandates from the
OJ, monetary policy signals from Bank Indonesia,
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fiscal instruments from the Ministry of Finance, and
Sharia governance from the National Sharia Council
operate as pardlel and largely uncoordinated streams,
creating compliance confusion for financial institutions
and reducing the cumulative effectiveness of each
instrument. The ShariaBased Sustainable Finance
Framework proposed in this study provides a conceptual
architecture for overcoming this fragmentation, offering a
model in which inter-agency coordination is structured
around the shared normative foundation of magashid
syariah, ensuring that all regulatory actors are oriented
toward a common vision of sustainable, ethical, and
fiscally incentivized finance (Harahap et al., 2023).

The Sharia-Based Sustainable
Framework: Conceptual Architecture

The ShariaBased Sustainable Finance Framework
developed in this study represents an integrative
conceptual architecture that positions magashid syariah as
the normative core, green banking as the operational
layer, and tax policy as the fiscal enabling environment,
with  structured  inter-ingtitutional coordination
mechanisms that bind these three pillars into a coherent,
mutually reinforcing system. At the normative core, the
framework draws on an expanded understanding of
magashid syariah to establish a set of Islamic
sustainability principles that serve as evaluative criteria
for al financial decisions, products, and ingtitutional
strategies, ensuring that environmental responsibility is
treated as a Sharia obligation rather than a voluntary
preference. These principles include the obligation to
avoid financing activities that cause environmental harm,
the duty to prioritize projects that generate positive
ecological and social externalities, and the requirement to
consider the welfare of future generationsin all long-term
financial commitments, collectively forming an Islamic
environmental ethics that is both theologically grounded
and operationally actionable. At the operational layer, the
framework specifies a set of green banking standards and
Islamic green finance instruments that are simultaneously
Sharia-compliant and aligned with international
environmental credibility benchmarks, drawing upon the
convergence analysis conducted in this study to identify
the product and process innovations most likely to
achieve both objectives. Key elements of this operational
layer include a Sharia-green taxonomy that classifies
economic  activities according to both Islamic
permissibility criteria  and environmental impact
assessments, a suite of Islamic green finance products
including green sukuk, green murabahah, green
mudharabah, and green wagf structured to meet
international green bond standards, and an environmental
risk management framework adapted to the specific risk-
sharing structures of Islamic banking. The development
of this operational layer requires close collaboration
between Islamic finance regulators, environmental
scientists, Sharia scholars, and banking practitioners,
reflecting the inherently interdisciplinary nature of the
integration challenge that this framework seeks to
address. At the fiscal enabling layer, the framework
prescribes a coordinated tax policy architecture designed

Finance

to create consistent and credible economic incentives for
the adoption of Islamic green finance instruments and
green banking practices across Indonesia’s financial
sector. This architecture includes a carbon tax set at arate
that genuinely reflects the social cost of carbon emissions
and is progressively adjusted to provide a stable long-
term price signal, a comprehensive suite of tax incentives
specifically designed for Islamic green finance
instruments including income tax exemptions on returns
from green sukuk and tax deductions for green waqgf
contributions, and fiscal disincentives for banking
institutions that fail to reduce their exposure to high-
carbon financing portfolios progressively. The coherent
integration of these three layers within the Sharia-Based
Sustainable Finance Framework provides Indonesia with
a theoretically robust and contextually appropriate model
for achieving the coordinated mobilization of financial
resources toward sustainability that neither regulatory,
ethical, nor fiscal instruments can accomplish
independently (Kholil & Zuardi, 2025).

Comparative Lessons and International Best
Practices

The comparative analysis of international experiences
in integrating Islamic finance, green finance, and tax
policy reveals critical lessons that are directly applicable
to Indonesia’s sustainable finance development agenda,
while also highlighting the unique contextual factors that
require Indonesia to develop its own adapted model
rather than simply transplanting foreign frameworks.
Malaysia's experience as the global pioneer in green
sukuk development demonstrates that early regulatory
clarity, proactive engagement between financial
regulators and Sharia scholars, and strategically designed
tax incentives can rapidly establish a country as an
international hub for Islamic green finance, attracting
both domestic institutional investors and international
impact capital into sustainability-critical projects.
The Malaysian Securities Commission’s decision to issue
specific green sukuk guidelines that explicitly address
Sharia compliance alongside environmental integrity
criteria provides a replicable model for Indonesia’'s OJK
and National Sharia Council to jointly develop a
comparable regulatory instrument tailored to Indonesia’s
market conditions. The United Arab Emirates and Qatar
offer complementary lessons on the role of sovereign
leadership and ingtitutional capacity-building in
accelerating Islamic green finance market development,
demonstrating that state-linked financial institutions can
serve as catalytic first movers, setting market precedents
and demonstrating the commercial viability of green
Islamic finance instruments to more risk-averse private-
sector actors. The UAE’s issuance of sovereign green
sukuk, combined with its integration of sustainability
criteria into the regulatory framework for Islamic
financial institutions, has created a market environment in
which green and Islamic finance are increasingly treated
as naturally complementary rather than separately
managed domains. For Indonesia, where state-owned
Islamic banks such as Bank Syariah Indonesia hold
significant market influence, the strategic deployment of
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these institutions as green finance market makers could
play a similarly catalytic role in accelerating the
development of Indonesia’'s Islamic green finance
ecosystem. European experiences with environmental tax
reform, particularly in Scandinavian countries and
France, offer valuable evidence regarding the design
features that determine whether carbon taxation and green
investment incentives succeed in driving real behavioral
change within financial systems. The most effective
European frameworks share several common design
principles, including revenue recycling mechanisms that
direct carbon tax proceeds toward green investment
subsidies, clear and legally binding long-term escalation
pathways for carbon prices that reduce investment
uncertainty, and explicit linkages between environmental
tax policy and financial sector regulation that create
consistent signals across the entire investment ecosystem.
While the Islamic finance dimension is largely absent
from European models, the fiscal design principles they
embody are directly transferable to Indonesia’s context.
Their integration with the magashid syariah normative
foundation and the green banking operational layer
described in the ShariaBased Sustainable Finance
Framework would create a uniquely comprehensive and
contextually — appropriate  model for Indonesia’s
sustainable finance transition (Ahmed et al., 2024).

Policy Implications and Recommendations for
Indonesia

The findings of this research carry substantial and
specific policy implications for the multiple institutional
actors responsible for Indonesia’s financial governance,
requiring not merely incremental adjustments to existing
policies but a fundamental reconceptualization of how
regulatory authority, normative frameworks, and fiscal
instruments are coordinated in service of the national
sustainable finance agenda. The most urgent institutional
reform identified in this study is the establishment of a
National Sustainable Finance Coordination Council that
brings together the OJK, Bank Indonesia, the Ministry of
Finance, the Ministry of Environment, and the National
Sharia Council within a single inter-agency platform
mandated to develop, implement, and monitor a coherent
integrated policy framework for sustainable finance,
thereby overcoming the ingtitutional fragmentation that
currently limits the cumulative impact of individual
agency initiatives. This council should be empowered to
develop the Sharia-green taxonomy, coordinate green
banking standards with Islamic finance governance
requirements, align tax incentive design with green
banking promotion objectives, and ensure that
Indonesia’s sustainable finance commitments under the
Paris Agreement and the SDGs are translated into
operationally specific regulatory and fiscal measures.
For the OJK and the National Sharia Council, the most
critical policy recommendation is the joint development
of a comprehensive Sharia-Green Finance Standard that
establishes clear, operationally specific criteria for
classifying financial products and banking practices as
both Sharia-compliant and environmentally credible,
drawing upon the convergence between magashid syariah

principles and international green finance standards
identified in this study. This standard should provide
sufficient specificity to prevent greenwashing while
maintaining sufficient flexibility to accommodate the
product innovation needed to develop a diverse and
commercially competitive Islamic green finance market.
It should be supported by a mandatory disclosure
framework that requires Islamic financial institutions to
report publicly on both their Sharia compliance and their
environmental impact performance. The development of
this standard should be informed by extensive
consultation with Islamic banking practitioners, Sharia
scholars, environmental scientists, and international
sustainable finance experts, ensuring that the resulting
framework is simultaneously theologically authoritative,
environmentally rigorous, and operationally practical for
the ingtitutions expected to implement it. For the Ministry
of Finance, the central policy recommendation is a
comprehensive redesign of Indonesia’s green tax policy
architecture to creste a coherent, credible, and Islamic
finance-sensitive fiscal framework that effectively
incentivizes the adoption of green banking practices and
Islamic green finance instruments across the financial
sector. This redesign should include the acceleration of
carbon tax implementation with a credible long-term
price escalation pathway, the introduction of specific tax
incentives for Idamic green finance instruments
including income tax exemptions on green sukuk returns
and tax deductions for green waqf contributions, and the
establishment of a Green Islamic Finance Investment
Fund financed through a portion of carbon tax revenues
and dedicated to subsidizing the development costs of
innovative Islamic green finance products. The coherent
implementation of these fiscal measures within the
broader ShariaBased Sustainable Finance Framework
would create the economic incentive environment
necessary for Indonesia to fully mobilize its extraordinary
potential as the world’s largest Muslim-majority
economy in the service of both its national sustainability
transition and its aspiration to become a global leader in
Islamic green finance (Dewi, 2025).

CONCLUSIONS

This study has demonstrated that the realization of
sustainable finance in Indonesia demands a foundational
integration of magashid syariah, green banking, and tax
policy within a single coherent architectural framework
rather than the fragmented, parallel approaches that
currently characterize the national policy landscape.
The analysis confirms that magashid syariah provides an
irreplaceable normative and philosophical foundation,
imbuing sustainable finance with theological legitimacy
and transforming environmental responsibility from a
regulatory obligation into a divine imperative for Islamic
financial institutions. Green banking operationalizes these
values through measurable ingtitutional practices and
innovative financial instruments, while tax policy
functions as the fiscal accelerator that renders sustainable
choices economically rational across the entire financial
ecosyssem. The ShariaBased Sustainable Finance
Framework proposed in this study offers Indonesia a
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contextually appropriate, philosophically coherent, and
operationally viable model for mobilizing its vast Islamic
finance resources toward achieving its Paris Agreement
commitments and Sustainable Development Goals,
positioning the country as a potential global leader in
Islamic green finance.

Recommendations

Future research and policy implementation should
prioritize three strategic directions to advance the agenda
established in this study. First, empirical research
examining the actual behavioral responses of Islamic
banking institutions to integrated magashid-green-fiscal
policy signals is urgently needed to validate and refine
the conceptual framework proposed here. Second,
collaborative multi-stakeholder pilot programs involving
Islamic banks, the OJK, the National Sharia Council, and
the Ministry of Finance should be designed to test the
operational feasibility of the Sharia-green taxonomy and
integrated incentive structures in real market conditions.
Third, scholars are encouraged to extend this framework
comparatively across other Muslim-majority nations,

enriching its theoretical foundations and broadening its
policy applicability within the global Islamic green
finance discourse.
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