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Abstract

This study explores the implementation of economic policy from the perspective of Siyasah
Syar’iyyah, focusing on Islamic banks as a case study. Siyasah Syar’iyyah, or Islamic governance,
emphasizes the alignment of economic practices with Sharia law, aiming to promote public
welfare (maslahah) and prevent harm (mafsadah). The research highlights how Islamic banks
operate under unique principles that prohibit interest (riba) and advocate for profit-sharing
arrangements, thereby fostering ethical financial practices. By analyzing various case studies, this
paper examines the effectiveness of Islamic banking in contributing to economic development
while adhering to Islamic principles. The findings indicate that Islamic banks play a crucial role
in enhancing financial inclusion, supporting micro and small enterprises, and promoting social
justice through their financial products. However, challenges such as regulatory constraints,
political dynamics, and cultural resistance must be addressed to optimize the impact of these
institutions. Ultimately, this research underscores the importance of integrating Siyasah
Syar’iyyah into economic policymaking to achieve sustainable growth and equitable resource
distribution.
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INTRODUCTION

The intersection of economic policy and Islamic governance, particularly through
the lens of Siyasah Syar'iyyah, presents a unique framework for understanding how
economic activities can be aligned with Islamic principles. Siyasah Syar'iyyah, which
translates to "Islamic governance," encompasses the policies and strategies employed by
authorities to ensure that societal needs are met in accordance with Sharia law. This
approach emphasizes the importance of achieving maslahah (public interest) while
preventing mafsadah (harm), thereby promoting justice, equity, and ethical standards in
economic practices. The case study of Islamic banks serves as a pertinent example of how
these principles are operationalized within the financial sector, offering insights into the
practical implications of Siyasah Syar'iyyah in contemporary economic policy.

[slamic banks operate under a distinct set of guidelines that prohibit interest
(riba) and emphasize profit-sharing arrangements. This foundational principle not only
differentiates Islamic banking from conventional banking systems but also aligns
financial practices with broader ethical considerations inherent in Islamic teachings. The
implementation of economic policies in this context is critical, as it determines how
effectively these banks can contribute to economic development while adhering to Sharia
principles. As such, understanding the mechanisms through which Islamic banks
implement these policies provides valuable insights into their role in fostering
sustainable economic growth.

The relevance of Siyasah Syar'iyyah in shaping economic policies is further
underscored by its adaptability to local socio-cultural conditions. For instance, in
Indonesia, the implementation of Islamic economics must consider the diverse cultural
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landscape and community needs. This necessitates a nuanced approach to policy
formulation that accommodates varying interpretations of Sharia while ensuring that
economic activities promote public welfare. Research indicates that successful
implementation of economic policies within this framework can lead to enhanced
financial inclusion, poverty alleviation, and overall socio-economic development
(Gunawan, 2023).

Moreover, the role of government is pivotal in facilitating an environment
conducive to the growth of Islamic banking. Effective regulatory frameworks that align
with Siyasah Syar'iyyah are essential for ensuring compliance among financial
institutions while promoting innovation in Islamic financial products. The government's
political will and commitment to creating supportive policies can significantly impact the
development trajectory of Islamic banks, as evidenced by various case studies
highlighting successful initiatives across different regions.

However, challenges persist in the implementation of economic policies from this
perspective. Political dynamics, institutional weaknesses, and cultural resistance can
hinder progress and limit the effectiveness of Islamic banks in achieving their objectives.
Addressing these challenges requires a concerted effort from policymakers, scholars, and
practitioners to develop strategies that enhance institutional capacity, promote
stakeholder engagement, and leverage technology for improved service delivery.

In conclusion, exploring economic policy from the perspective of Siyasah
Syar'iyyah through a case study of Islamic banks provides a comprehensive
understanding of how Islamic governance principles can be applied to contemporary
economic challenges. By examining the interplay between policy formulation and
implementation within this framework, we can identify best practices that not only
promote ethical financial practices but also contribute to broader socio-economic goals.
This research aims to shed light on these dynamics while offering recommendations for
enhancing the effectiveness of economic policies aligned with Siyasah Syar'iyyah
(Anggraeini & Sarjoni, 2023).

METHODOLOGY

To study Economic Policy from the Perspective of Siyasah Syar'iyyah: A Case Study
of Islamic Banks, a qualitative research methodology is most appropriate. This approach
allows for an in-depth exploration of the principles of Siyasah Syar'iyyah and their
application within Islamic banking systems. The methodology should encompass several
key components:

1. Literature Review: A comprehensive review of existing literature on Siyasah
Syar'iyyah, Islamic banking practices, and economic policy frameworks will
provide a solid theoretical foundation. This includes analyzing primary sources
such as the Quran and Hadith, as well as secondary sources like scholarly articles
and books that discuss the intersection of Islamic law and economic policies.

2. Qualitative Data Collection: The research should utilize qualitative methods such
as interviews and focus groups with stakeholders in the Islamic banking sector,
including bank executives, Sharia advisors, and customers. This will help gather
insights on how economic policies are implemented in practice and how they align
with Siyasah Syar'iyyah principles.

3. Case Study Analysis: Selecting specific Islamic banks as case studies will allow for
a detailed examination of their policies and practices. This could involve analyzing
financial products offered by these banks, their compliance with Sharia law, and
their impact on economic development within their communities.
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4. Descriptive and Analytical Methods: The data collected should be analyzed using
descriptive methods to outline the current state of economic policy
implementation in Islamic banks. Additionally, analytical methods can be
employed to evaluate the effectiveness of these policies in achieving the objectives
of Siyasah Syar'iyyah, focusing on aspects such as social justice, economic equity,
and public welfare.

5. Comparative Approach: A comparative analysis between Islamic banks operating
under different regulatory environments may also be beneficial. This will highlight
variations in policy implementation and outcomes based on differing
interpretations of Siyasah Syar'iyyah across regions(Mujiatun, 2022).

By employing this methodology, researchers can gain comprehensive insights into
how economic policies are formulated and implemented within the framework of Siyasah
Syar'iyyah in Islamic banking, ultimately contributing to a deeper understanding of the
role of Islamic finance in promoting social welfare and economic stability.

RESULTS AND DISCUSSION
Concept of Siyasah Syar’iyyah

Siyasah Syar'iyyah, or Islamic political jurisprudence, refers to the application of
Islamic law (Sharia) principles in governance and public policy. Derived from Quranic
teachings and the Prophet Muhammad's Sunnah, Siyasah Syar'iyyah integrates moral and
ethical values into political and administrative systems. The term siyasah signifies policy
or governance, while syar’iyyah means adherence to Islamic law. Together, they form a
framework for justice, welfare, and accountability in leadership and public service.

The core principles of Siyasah Syar'iyyah include justice (adl), welfare (maslahah),
consultation (shura), and accountability (amanah). Justice is central, as Islam commands
fairness and impartiality in all actions, including governance. This is reflected in the
Quranic verse, "Indeed, Allah commands you to render trusts to whom they are due and
when you judge between people to judge with justice" (Surah An-Nisa: 58). Welfare
emphasizes prioritizing the community's collective well-being over individual gains.
Consultation encourages participatory decision-making, drawing from the Prophet’s
practices of involving companions in significant matters. Accountability underscores the
leader's responsibility to Allah and society, requiring adherence to ethical standards in
governance (Kayadibi, 2015).

Historically, Siyasah Syar'iyyah was practiced during the Prophet's era and the
subsequent caliphates. The governance model of the Prophet Muhammad (PBUH) serves
as an archetype, blending spiritual and temporal leadership. The Rightly Guided Caliphs,
particularly Umar ibn al-Khattab, implemented reforms rooted in Siyasah Syar'iyyah.
Umar’s policies included social welfare initiatives, judicial reforms, and the establishment
of public institutions to ensure justice and welfare. These examples demonstrate the
practical implementation of Sharia principles in governance (Syarif et al., 2022).

In modern times, Siyasah Syar'iyyah continues to influence public policy in
Muslim-majority countries, especially in areas like Islamic finance, judicial systems, and
social welfare. Islamic financial institutions, for instance, operate under Siyasah
Syar'iyyah by prohibiting usury (riba) and speculative practices (gharar), promoting
ethical investments, and ensuring equitable wealth distribution. This system aligns
economic activities with spiritual and social responsibilities (Azizy, 2019).

Judicial systems in many Islamic countries also reflect Siyasah Syar'iyyah. Courts
adjudicate cases based on Sharia principles, ensuring justice aligns with divine
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commands and societal ethics. Moreover, zakat management exemplifies Siyasah
Syar'iyyah by redistributing wealth to support underprivileged communities and foster
social equity. These applications underscore the relevance of Siyasah Syar'iyyah in
addressing contemporary challenges while adhering to Islamic teachings.

However, implementing Siyasah Syar'iyyah faces challenges, including
interpretational differences among Islamic scholars, cultural variations, and secular
influences. Differences in jurisprudence schools can lead to varied interpretations and
applications, complicating its uniform implementation. Cultural factors and the
dominance of secular political systems in some Muslim countries further limit the scope
of Siyasah Syar'iyyah. Despite these challenges, it remains a vital framework for
integrating Islamic values into governance and public administration (Minhaji, 1996).

Islamic Economic Policies

Islamic economic policies are grounded in the principles of Sharia (Islamic law) to
establish a just, ethical, and balanced economic system. These policies aim to promote
welfare (maslahah), social justice, and equitable distribution of resources while ensuring
adherence to ethical practices. The foundation of Islamic economics lies in core principles
such as the prohibition of riba (usury), gharar (excessive uncertainty), and unethical
practices, alongside the encouragement of zakat (almsgiving), charitable contributions,
and trade as a means of wealth generation.

Key Principles of Islamic Economic Policies

1. Prohibition of Riba (Usury): Islamic economic policies strictly forbid interest-
based transactions as outlined in the Quran (Surah Al-Baqarah: 275-279). Instead,
risk-sharing and profit-sharing mechanisms like mudarabah (profit-sharing) and
musharakah (partnership) are encouraged. These systems foster fairness in
financial transactions and prevent exploitation (Kamali, 1989).

2. Promotion of Zakat and Wagqf: Islamic economic policies incorporate mandatory
wealth redistribution through zakat. This system ensures that the wealthy
contribute a portion of their wealth to assist the poor and marginalized, reducing
socio-economic disparities. Similarly, waqf (endowments) are institutionalized to
fund community welfare projects, including education, healthcare, and public
infrastructure.

3. Ethical Investments: Islamic economics emphasizes ethical and socially
responsible investments. Businesses involved in gambling, alcohol, and other
prohibited activities are excluded. Investment frameworks prioritize
sustainability, ethical profit, and community welfare, aligning with moral and
spiritual values.

4. Prohibition of Gharar (Excessive Uncertainty): Islamic policies prohibit
speculative practices that involve excessive uncertainty or deceit, such as
gambling. Instead, economic activities must be transparent, ensuring fairness and
accountability among all parties involved.

5. Trade and Commerce: Trade is a cornerstone of Islamic economic policies, with
guidelines promoting mutual consent, fairness, and honesty. The Prophet
Muhammad’s engagement in trade exemplifies its importance in Islamic
teachings. Policies encourage free-market practices while regulating monopolies
and exploitative behavior (Hastuti et al., 2020).
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Contemporary Challenged and Opportunities

1. Standardization Issues: A major challenge is the lack of uniformity in interpreting
and applying Islamic principles across different regions. Efforts are being made to
establish global standards for Sharia-compliant practices, particularly in banking
and finance.

2. Awareness and Integration: Limited awareness among non-Muslim audiences and
difficulties in integrating Islamic systems into conventional frameworks pose
obstacles. However, the increasing global focus on ethical finance provides an
opportunity to bridge this gap.

3. Technological Advancements: The rise of fintech has opened new avenues for the
application of Islamic economic policies. Blockchain technology, for instance, is
being explored to enhance transparency and efficiency in Sharia-compliant
financial transactions (Moten, 2017).

Case Studies on Islamic Banks

[slamic banking has emerged as a significant sector within the global financial
landscape, characterized by its adherence to Islamic law (Sharia) and its unique financial
instruments that promote ethical investment and risk-sharing. This discussion will
explore various case studies on Islamic banks, illustrating their operational frameworks,
challenges, and contributions to economic development. The insights derived from these
case studies highlight the practical applications of Islamic finance principles, such as
profit-sharing, asset-backed financing, and the prohibition of interest (riba).

Mudarabah in Islamic Banking

One prominent case study involves the Mudarabah contract, which is widely used
in Islamic banks for funding small and medium-sized enterprises (SMEs). In a Mudarabah
arrangement, one party provides capital while the other offers expertise and
management. Profits are shared according to a pre-agreed ratio, while losses are borne
solely by the capital provider.

For instance, a study conducted on an Islamic bank in Malaysia revealed that
Mudarabah financing significantly contributed to the growth of local SMEs by providing
them with necessary capital without the burden of interest payments. The flexibility of
this contract allows entrepreneurs to pursue innovative projects while sharing risks with
investors. However, challenges such as monitoring and ensuring transparency in profit-
sharing remain critical for successful implementation.

Musharakah Financing

Another essential case study is the Musharakah contract, which involves a
partnership where all parties contribute capital and share profits and losses
proportionately. An example can be seen in a joint venture project between an Islamic
bank and a real estate developer in Indonesia. The project aimed at constructing
affordable housing units for low-income families.

The partnership allowed both parties to leverage their strengths—capital from
the bank and expertise from the developer—leading to successful project completion.
This case illustrates how Musharakah can facilitate community development while
adhering to Islamic principles. However, issues related to governance and decision-
making processes among partners can pose challenges that need careful management
(Syatar, 2021).
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Murabaha Financing

The Murabaha contract is another widely utilized instrument in Islamic banking,
particularly for consumer financing. In this arrangement, the bank purchases an asset and
sells it to the customer at a marked-up price, allowing customers to pay in installments.
A notable case study involves an Islamic bank in Pakistan that implemented Murabaha
financing for vehicle purchases.

The study highlighted how this approach provided access to vehicles for many
individuals who could not afford upfront payments. Additionally, it demonstrated how
Murabaha could stimulate economic activity by increasing consumer spending. However,
concerns over transparency in pricing and potential exploitation of customers have been
raised, necessitating regulatory oversight (Fauzi, 2017).

Ijara Leasing

[jara, or leasing contracts, represent another vital aspect of Islamic finance. In an
[jara agreement, the bank purchases an asset and leases it to the client for a specified
period while retaining ownership. A case study focusing on an Ijara contract for
commercial property leasing in Dubai showcased how this model facilitated business
expansion without requiring substantial upfront capital from entrepreneurs.

This case illustrated the effectiveness of [jara in promoting entrepreneurship and
economic development while adhering to Sharia principles. However, it also raised
questions about asset management and maintenance responsibilities during the lease
period (Kettell, 2012).

Impact of Non-Performing Loans

A critical challenge faced by Islamic banks is managing non-performing loans
(NPLs). A comparative study between Islamic banks in Malaysia and conventional banks
highlighted differences in handling NPLs due to their distinct operational frameworks.
While conventional banks rely on interest-based penalties for delayed payments, Islamic
banks must navigate Sharia-compliant solutions.

The findings indicated that effective risk management strategies tailored to
Islamic banking principles could mitigate NPL issues. For instance, restructuring loans
through profit-sharing arrangements rather than imposing penalties can help maintain
customer relationships while ensuring compliance with Sharia law (Risman & Susanti,
2023).

Corporate Governance in islamic Banks

Corporate governance is crucial for ensuring transparency and accountability
within Islamic banks. A study examining governance practices across several Indonesian
[slamic banks revealed that strong governance frameworks positively impacted
performance metrics such as profitability and customer satisfaction.

The research emphasized the importance of establishing Sharia supervisory
boards that oversee compliance with Islamic principles while promoting ethical conduct
among bank management. This case underscores how effective governance can enhance
trust in Islamic banking institutions and contribute to their long-term sustainability
(Shahzad, 2021).

Finanacial Inclusion Through Microfinance
I[slamic microfinance has gained traction as a tool for promoting financial

inclusion among underserved populations. A case study focused on an Islamic
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microfinance institution in Bangladesh demonstrated how Sharia-compliant microloans
empowered women entrepreneurs by providing them with access to capital without
falling into debt traps associated with conventional lending practices.

This initiative not only improved individual livelihoods but also contributed to
broader economic development goals by fostering entrepreneurship among
marginalized groups. The success of this model highlights the potential of Islamic finance
to address social inequalities while adhering to ethical standards (IsDB, 2023).

Implementation of Economoc Policies in Siyasah Syar’iyyah

The implementation of economic policies within the framework of Siyasah
Syar'iyyah represents a significant intersection between governance and Islamic
economic principles. Siyasah Syar'iyyah, which translates to "Islamic governance,"
emphasizes the importance of aligning state policies with Sharia law, ensuring that
economic practices promote justice, welfare, and ethical standards. This discourse
explores the mechanisms, challenges, and best practices associated with implementing
economic policies in accordance with Siyasah Syar'iyyah, drawing on various scholarly
sources to provide a comprehensive understanding.

Framework for Implementing Economic Policies
The implementation of economic policies within the context of Siyasah Syar'iyyah
involves several key steps:

1. Policy Formulation: The first step is to develop policies that align with Islamic
principles. This requires extensive consultation with scholars, economists, and
community stakeholders to ensure that proposed measures reflect both Sharia
requirements and contemporary economic realities. For instance, policies should
address issues such as poverty alleviation, wealth distribution, and access to
education and healthcare.

2. Resource Allocation: Effective implementation necessitates the allocation of
resources financial, human, and infrastructural to support policy initiatives. This
includes establishing Islamic financial institutions that adhere to Sharia-compliant
practices, such as Islamic banks and microfinance organizations. These
institutions play a vital role in mobilizing funds for development projects while
ensuring compliance with ethical standards.

3. Capacity Building: Building institutional capacity is essential for successful policy
implementation. This involves training personnel in Islamic finance principles and
enhancing the skills necessary for managing economic programs effectively.
Governments must invest in human capital development to ensure that officials
are equipped to handle the complexities of implementing Sharia-compliant
policies.

4. Monitoring and Evaluation: Continuous monitoring and evaluation are critical
components of the implementation process. Policymakers should establish
performance indicators to assess the impact of economic policies on society.
Regular evaluations allow for adjustments based on feedback and changing
circumstances, ensuring that policies remain relevant and effective.

5. Stakeholder Engagement: Engaging various stakeholders such as community
leaders, business representatives, and civil society organizations is vital for
fostering support for economic initiatives. Collaborative approaches enhance
transparency and accountability while ensuring that diverse perspectives are
considered during implementation (Haisy, 2023).

Publisher: Universitas Muhammadiyah Palu 331 |Page



International Journal Of Health, Economics, And Social Sciences VoL-4, ISSUE-4, 2022
(I]HESS) E-ISSN: 2685-6689

Challenges in Implementation

Despite the robust framework for implementing economic policies under Siyasah

Syar'iyyah, several challenges persist:

1.

Political Dynamics: Political instability or changes in leadership can disrupt the
continuity of policy initiatives. In many Muslim-majority countries, shifts in
political power often lead to alterations in economic strategies, undermining long-
term development goals. Policymakers must navigate these dynamics carefully to
maintain momentum in implementing effective economic measures.

Institutional Weaknesses: Weak institutional frameworks can hinder effective
policy implementation. Corruption, lack of transparency, and inadequate
regulatory mechanisms can compromise the integrity of economic programs.
Strengthening institutions through reforms and capacity-building initiatives is
essential for overcoming these barriers.

Economic Constraints: External economic factors—such as global market
fluctuations or financial crises, can impact domestic policy implementation efforts.
For instance, during periods of economic downturns, governments may face
budget constraints that limit their ability to fund social programs or infrastructure
projects. Policymakers must develop contingency plans to address such
challenges proactively.

Cultural Resistance: In some cases, cultural attitudes toward certain economic
practices may pose challenges to implementation. For example, resistance to
modern financial instruments or skepticism towards Islamic banking can hinder
the acceptance of new policies. Engaging communities through education and
awareness campaigns can help mitigate these cultural barriers.

Technological Barriers: The integration of technology into policy implementation
processes is increasingly important; however, disparities in access to technology
can create inequalities in how different segments of society benefit from economic
policies. Ensuring equitable access to technology is crucial for maximizing the
impact of implemented policies.

Best Practices for Effective Implementation

To enhance the effectiveness of implementing economic policies under Siyasah

Syar'iyyah, several best practices can be adopted:

1.

Inclusive Policy Design: Policies should be designed inclusively to ensure that they
address the needs of all segments of society particularly marginalized groups. This
requires conducting thorough needs assessments and engaging with diverse
communities during the policy formulation phase.

Strengthening Legal Frameworks: Establishing clear legal frameworks that
outline the rights and responsibilities associated with economic activities is
essential for promoting compliance with Sharia principles. Strong legal systems
enhance accountability and provide mechanisms for addressing grievances
related to policy implementation.

Promoting Financial Literacy: Increasing financial literacy among citizens can
empower them to engage more effectively with Islamic financial products and
services. Educational initiatives aimed at enhancing understanding of Islamic
finance principles will foster greater participation in the economy.

Leveraging Technology: Utilizing technology can improve transparency and
efficiency in policy implementation processes. Digital platforms can facilitate
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better communication between government agencies and citizens while
streamlining service delivery mechanisms.

5. Fostering Public-Private Partnerships: Collaborative efforts between government
entities and private sector actors can enhance resource mobilization for
development projects. Public-private partnerships (ppps) enable shared
investment risks while leveraging expertise from both sectors (Indriana et al,,
2023).

CONCLUSION AND SUGGESTION
The study of economic policy from the perspective of Siyasah Syar'iyyah,

particularly in the context of Islamic banks, reveals significant insights into how
governance can align with Islamic principles to foster economic development. The
implementation of economic policies within this framework emphasizes the importance
of promoting maslahah (public interest) while adhering to Sharia law. The case studies
demonstrate that Islamic banks can effectively contribute to economic growth by utilizing
financial instruments such as Mudarabah and Murabaha, which facilitate risk-sharing and
ethical investment. However, challenges such as political dynamics, institutional
weaknesses, and cultural resistance must be addressed to enhance policy effectiveness.

To improve the implementation of economic policies in Siyasah Syar'iyyabh, it is
recommended that policymakers focus on building strong institutional frameworks that
promote transparency and accountability. Engaging stakeholders through inclusive
policy design and education initiatives can foster greater acceptance and understanding
of Islamic financial practices among the public. Additionally, leveraging technology to
streamline processes and enhance communication will be crucial in overcoming existing
barriers. By adopting these strategies, Islamic banks can play a pivotal role in achieving
sustainable economic growth while remaining true to their foundational principles.

In conclusion, the integration of Siyasah Syar'iyyah into economic policymaking
not only aligns with Islamic values but also provides a robust framework for addressing
contemporary economic challenges, ultimately contributing to a more just and equitable
society.
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