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Abstract
Economic stability is the primary objective of the Islamic economic system because it is directly related to the protection of welfare, distributive justice, sustainable growth, and the prevention of social damage caused by poverty, inflation, inequality, and financial crises. This article discusses the role of fiscal and monetary policies in realizing Islamic economic stability by placing the principles of maqāṣid al-sharī'ah, the prohibition of usury, justice, social responsibility, and the relationship between the financial sector and the real sector as the main analytical framework. The research method used is a literature study with a qualitative descriptive-analytical approach to academic literature, journal articles, scientific books, and the results of recent research on zakat, waqf, sukuk, Islamic banking, financial stability, and the transmission of monetary policy in the Islamic financial system. The results of the discussion show that Islamic fiscal policy works not only through taxes and state spending, but also through instruments of zakat, infaq, sedekah, waqf, and public asset management that aim to strengthen the purchasing power of vulnerable groups, reduce inequality, and maintain aggregate demand. Meanwhile, Islamic monetary policy is aimed at maintaining the stability of the value of money, controlling liquidity, encouraging productive financing, and avoiding excessive speculation. Synergy between the two is necessary so that economic stability is not only defined as low inflation and positive growth, but also as achieving social justice, financial inclusion, balance between the real and financial sectors, and sustainable public welfare.
Keywords: Islamic fiscal policy, Islamic monetary policy, economic stability, zakat, waqf, sukuk, maqāṣid al-sharī'ah.
Introduction
Economic stability is a fundamental goal of modern economic development. Conventionally, economic stability is generally measured through indicators such as gross domestic product growth, controlled inflation, low unemployment, exchange rate stability, fiscal sustainability, and a healthy financial system. However, from an Islamic economic perspective, economic stability encompasses a broader scope. Stability encompasses not only controlled macroeconomic fluctuations but also the creation of distributive justice, protection for vulnerable groups, the sustainability of production activities, and the maintenance of public welfare. Therefore, Islamic economic stability is inseparable from the principle of maqāṣid al-sharī'ah (the protection of religion, life, intellect, lineage, and property). A stable economy in Islam is one that maintains the value of assets, prevents the accumulation of wealth in certain groups, connects financial activities with the real sector, and ensures that public policies are directed towards the general welfare, not merely statistical growth.
In this context, fiscal and monetary policies play a crucial role. Fiscal policy relates to how the state manages public revenue and expenditure to influence economic activity. In Islamic economics, fiscal policy stems not only from taxes and state spending, but also from specific instruments such as zakat, infaq, sadaqah, waqf, kharāj, 'ushr, jizyah (in historical context), and the trustworthy management of public wealth. Zakat, for example, is not merely an individual act of worship but also a redistributive instrument with the potential to maintain consumption by the mustahik (beneficiary), strengthen aggregate demand, and reduce poverty. Several studies have shown that zakat can contribute to growth and poverty reduction when managed institutionally, productively, and integrated with development policies (Ben Jedidia & Guerbouj, 2021; Gunawan et al., 2025; Huda et al., 2025; Kasri et al., 2025). Waqf also has the potential as a source of long-term social financing because of its sustainable nature and can be directed towards education, health, social infrastructure, and community economic empowerment (Abdullah, 2018; Shaikh et al., 2017).
Meanwhile, monetary policy is concerned with managing the money supply, liquidity, financing, the value of money, and the stability of the financial system. In conventional systems, the primary instrument of monetary policy often centers on the interest rate. Islamic economics is fundamentally different because it prohibits usury (riba) and rejects profits obtained without linkage to risk, assets, and productive activities. Therefore, Islamic monetary policy needs to be designed with Sharia-compliant instruments, such as sukuk-based open market operations, mandatory reserve management, Sharia-compliant liquidity facilities, profit-sharing instruments, and real-sector-oriented financing arrangements. The main principles of Islamic monetary policy are to maintain the value of money against inflation, prevent speculative credit expansion, and ensure liquidity flows to productive, halal, and beneficial activities. Several studies have shown that the Islamic banking system has certain stability characteristics, mainly due to its linkage to real assets, restrictions on speculation, and the principle of risk sharing, although empirical evidence also shows that the stability of Islamic banks remains dependent on bank size, governance, liquidity, capitalization, and macroeconomic conditions (Abedifar et al., 2013; Beck et al., 2013; Bourkhis & Nabi, 2013; Čihák & Hesse, 2010; Pappas et al., 2017).
A major problem that frequently arises in the implementation of Islamic fiscal and monetary policies is the suboptimal integration of sharia instruments with modern public policy systems. In many Muslim countries, zakat and waqf still operate parallel to the state fiscal system, rather than as a truly integrated part of the national economic stabilization strategy. As a result, zakat's potential as an automatic stabilizer is not maximized. During crises, zakat should strengthen the social safety net and maintain consumption among the poor, but limitations in mustahik data, institutional coordination, public literacy, and governance prevent this role from being fully effective. Similarly, productive waqf still faces challenges in regulation, nazir professionalism, transparency, and sustainable business models. Yet, waqf can be a social development financing instrument that reduces pressure on state spending and strengthens long-term stability.
On the monetary side, challenges arise because many countries implement a dual financial system, with Islamic banking operating alongside conventional banking. In such a system, monetary policy transmission is often still influenced by conventional interest rates. Islamic banks, although not principally interest-bearing, can still be impacted by changes in market interest rates, inflation expectations, exchange rates, and conventional liquidity conditions. Therefore, the development of liquid, credible Islamic monetary instruments compatible with financial system stability is an urgent need. Sovereign sukuk, for example, can be used not only as a fiscal financing instrument but also as an instrument for Islamic monetary operations. The development of a healthy sukuk market can deepen the Islamic financial market, provide liquidity for Islamic banks, and strengthen the link between fiscal and monetary policy (Said & Grassa, 2013; Smaoui & Nechi, 2017).
Based on this background, this article aims to analyze the role of fiscal and monetary policies in achieving Islamic economic stability. It also explains how Islamic fiscal instruments such as zakat, waqf, and public spending can interact with Islamic monetary policies such as liquidity control, Islamic financing, and financial system stability. The discussion is directed at the argument that Islamic economic stability can only be achieved if fiscal and monetary policies are not implemented separately but are coordinated within the framework of maqāṣid al-sharī'ah (obligatory principles of Islamic law), distributive justice, fiscal discipline, price stability, and real sector financing.
Research methods
This study uses a qualitative method with a library research approach. This approach was chosen because the focus of the article is to understand, analyze, and synthesize concepts, theories, and empirical findings regarding the role of fiscal and monetary policy in achieving Islamic economic stability. The library study allows researchers to explore various relevant scientific sources, including international journal articles and national journal articles, academic books, book chapters, and empirical research results that discuss Islamic banking stability, Islamic fiscal instruments, zakat, waqf, sukuk, monetary policy transmission, and maqāṣid al-sharī'ah.
The data sources used in this study are secondary data. Secondary data were obtained from scientific publications with DOI (Domain Information Index), primarily journal articles discussing Islamic economics, Islamic finance, fiscal policy, monetary policy, Islamic banking, financial stability, zakat, waqf, and sukuk. References were selected based on topic relevance, publisher quality, relevance to economic stability issues, and DOI availability. The literature used encompasses both classical and recent research. Classical literature is needed to explain the theoretical foundations of Islamic economics, while recent literature is used to demonstrate empirical developments and contemporary challenges in Islamic fiscal and monetary policy.
The analysis technique used is descriptive-analytical analysis. First, the author identifies the main concepts related to Islamic economic stability, namely maqāṣid al-sharī'ah, distributive justice, the prohibition of usury, the linkage of the financial sector with the real sector, and protection of vulnerable groups. Second, the author groups Islamic fiscal policy instruments into several categories, namely redistribution instruments such as zakat, philanthropic instruments such as infaq and sedekah, social asset instruments such as waqf, and state instruments such as taxes, public spending, and sukuk. Third, the author groups Islamic monetary policy instruments into aspects of liquidity control, profit-sharing-based financing, Islamic money market instruments, sukuk-based monetary operations, and Islamic banking stability. Fourth, the author analyzes the relationship between fiscal and monetary policies in shaping Islamic economic stability.
The validity of the analysis is maintained through triangulation of literature sources. This means that conclusions are not based solely on a single source but are compared with various conceptual and empirical studies. For example, the role of zakat in economic stability is analyzed by referring to studies on zakat and economic growth, zakat and poverty, and zakat as a fiscal instrument. Meanwhile, Islamic monetary stability is analyzed by comparing studies on Islamic banking stability, systemic risk, the sukuk market, and monetary policy transmission in a dual financial system. In this way, the article not only presents normative ideas but also considers empirical evidence and implementation challenges.
Results and Discussion
1. The Concept of Economic Stability from an Islamic Perspective
Economic stability from an Islamic perspective cannot be understood solely through macroeconomic indicators such as low inflation, positive economic growth, and a controlled fiscal deficit. Islam views the economy as part of a moral and social order aimed at creating welfare. Therefore, Islamic economic stability must encompass both material and spiritual dimensions. Material stability is reflected in the availability of basic necessities, low poverty, controlled prices, employment, and the healthy functioning of financial institutions. Spiritual and moral stability are reflected in fair transactions, the prohibition of exploitation, honesty in markets, trustworthiness in wealth management, and a public policy orientation toward the welfare of the people.
Maqāṣid al-sharī'ah is an important foundation for understanding Islamic economic stability. Protecting wealth not only means safeguarding individual ownership but also ensuring that wealth is not acquired through wrongful means and does not circulate only among the wealthy. This principle provides the basis for redistribution policies through zakat, infaq, sadaqah, waqf, and state social spending. Protecting the soul relates to the provision of basic needs, health, food, and protection from extreme poverty. Protecting the mind relates to education and economic literacy. Protecting offspring relates to the sustainability of family well-being. Thus, Islamic economic stability is always linked to multidimensional well-being.
In an Islamic economic system, instability can stem from several factors. First, extreme inequality in wealth distribution can weaken aggregate demand, increase social jealousy, and hinder economic mobility. Second, speculation and transactions not based on real assets can create financial bubbles. Third, usury practices can create an imbalanced debt burden between capital owners and business actors. Fourth, weak fiscal governance can lead to waste, corruption, and unproductive spending. Fifth, weak monetary stability can trigger inflation, currency depreciation, and investment uncertainty.
Therefore, Islamic economic stability requires synergy between fiscal and monetary policies. Fiscal policy plays a role in strengthening distribution, providing public goods, protecting vulnerable groups, and encouraging productive activity. Monetary policy plays a role in maintaining the value of money, regulating liquidity, strengthening financial intermediation, and controlling systemic risk. If fiscal policy is too expansionary without discipline, inflation and financing burdens can increase. If monetary policy is too tight without considering the real sector, productive financing can weaken. In an Islamic economy, coordination between the two must be aimed at balancing price stability, distributive justice, and productive growth.
2. The Role of Islamic Fiscal Policy in Economic Stability
Islamic fiscal policy differs from conventional fiscal policy in that it relies more than solely on tax revenue and state spending. Historically, fiscal policy has been closely linked to the Baitul Māl (Islamic treasury) institution, which manages public revenue and distributes it for the benefit of society. Instruments such as zakat, kharāj, jizyah, 'ushr, ghanīmah, fai', waqf, and sadaqah have strong socio-economic functions. In the context of the modern state, not all historical instruments are applied in the same way, but their core values remain relevant: justice, redistribution, productivity, and community protection.
Zakat is the most important Islamic fiscal instrument. It is obligatory for eligible Muslims and is directed to specific recipient groups. From a macroeconomic perspective, zakat acts as a relatively automatic redistribution mechanism. As income and wealth increase, the potential for zakat also increases. These funds are then channeled to the mustahik (recipients of zakat), who tend to have a higher marginal propensity to consume. This means that zakat funds received by the poor are more likely to be immediately used for basic necessities. This can maintain aggregate demand, especially during times of economic downturn. Studies on zakat and growth show that zakat can contribute to growth and poverty reduction if its distribution is effective and directed not only toward consumption but also toward productive empowerment (Ben Jedidia & Guerbouj, 2021; Gunawan et al., 2025; Kasri et al., 2025).
Besides being an instrument of redistribution, zakat can also function as an automatic stabilizer. In conventional economics, automatic stabilizers operate through progressive taxation and social transfers. In Islam, zakat can serve a similar function if its collection and distribution are organized. When the economy grows, zakat collection increases and can prevent the concentration of wealth. When the economy declines, zakat distribution can bolster the purchasing power of the poor. However, this function can only be optimal if zakat institutions have a strong database, transparent governance, and coordination with state poverty alleviation programs. Without it, zakat becomes little more than fragmented charitable assistance.
Waqf also plays a crucial role in long-term fiscal stability. Unlike zakat, which is a periodic transfer, waqf is a sustainable asset. Waqf assets can be used to finance education, hospitals, clean water facilities, social housing, and business empowerment. Abdullah (2018) explains that waqf is linked to sustainable development goals and the maqāṣid al-sharī'ah (obligatory objectives of Islamic law). From an economic stability perspective, waqf can reduce the state's fiscal burden because some public needs can be met through social assets. Productive waqf can also create a long-term source of income that can be used for social programs. In the long term, waqf has the potential to strengthen human capital through financing education and health.
However, the potential of waqf is often not optimal due to governance issues. Many waqf assets are unproductive, lack strong legal certification, or are managed traditionally. To make waqf an instrument of economic stability, professionalization of nazirs, transparency of reporting, innovation in cash waqf, integration with Islamic financial institutions, and development of economically viable projects are required. Shaikh et al. (2017) emphasize that waqf can be used as an instrument for social and development financing if managed with an appropriate institutional model. Therefore, Islamic fiscal policy must encourage the transformation of waqf from passive assets to productive assets.
Public spending in Islamic economics also has a stabilizing function. The state is obliged to ensure that the basic needs of the people are met. Public spending should be directed to sectors with broad impacts, such as education, health, basic infrastructure, food security, and economic empowerment. In Islam, state spending must be carried out in a trustworthy manner and avoid isrāf, or waste. Fiscal discipline is not only a technical budget issue but also an ethical one. A budget deficit financed unproductively can burden future generations and contradict the principle of intergenerational justice. Therefore, Islamic fiscal policy must maintain a balance between economic stimulus and fiscal sustainability.
Sovereign sukuk can bridge the gap between fiscal and monetary policies. From a fiscal perspective, sukuk can be used to finance infrastructure and development projects. From a monetary perspective, sukuk can serve as an instrument for Islamic open market operations and liquidity management in Islamic banks. Sukuk's advantage lies in its linkage to real assets or projects, making it more in line with Islamic economic principles than interest-bearing bonds. Said and Grassa (2013) and Smaoui and Nechi (2017) demonstrate that sukuk market development is linked to development financing and economic growth. However, sukuk must be designed to not merely mimic conventional bonds in substance. Sukuk structures should reflect beneficial ownership of assets, fair risk sharing, and transparency in the use of funds.
3. The Role of Islamic Monetary Policy in Economic Stability
Islamic monetary policy aims to maintain the stability of the value of money, control liquidity, encourage productive financing, and maintain financial system stability without the use of usury-based instruments. In conventional systems, interest rates are the primary instrument influencing consumption, investment, savings, and aggregate demand. In Islam, the use of interest as a price for money is rejected because usury is seen as creating injustice and separating financial gain from business risk. Therefore, Islamic monetary policy must use instruments that comply with Sharia principles.
One of the key principles of Islamic monetary policy is the link between money and the real sector. Money is not viewed as a commodity capable of generating profits on its own, but rather as a medium of exchange, a unit of account, and a store of value. Legitimate profits should come from risky trade, investment, rental, or business partnerships. Therefore, monetary expansion should be directed so as not to encourage speculation but to strengthen production and trade. If the money supply grows faster than real output, inflation can increase. If liquidity circulates solely in the financial sector without affecting the production sector, stability becomes fragile.
Islamic monetary instruments can include sharia-compliant minimum reserves, sharia-compliant liquidity facilities, open market operations using sukuk (Islamic bonds), sharia-compliant central bank certificates, mudharabah and musharakah-based financing, and financing ratio regulation. These instruments aim to regulate interest-free liquidity. In practice, central banks in countries with dual financial systems need to provide sufficiently liquid sharia-compliant monetary instruments to enable sharia banks to manage funds efficiently. If sharia-compliant instruments are limited, sharia banks may face higher liquidity risks than conventional banks.
The stability of Islamic banks is an important component of Islamic monetary stability. Several studies have shown that Islamic banks have different stability characteristics than conventional banks. Čihák and Hesse (2010) found that small Islamic banks tend to be financially stronger than small commercial banks, but large Islamic banks can face risk management challenges. Beck et al. (2013) showed that Islamic banks have relatively good asset quality and capitalization, although cost efficiency can be a challenge. Abedifar et al. (2013) found that small Islamic banks have lower credit risk and insolvency risk under certain conditions. However, Bourkhis and Nabi (2013) showed that during the 2007–2008 crisis, there was not always a significant difference between the resilience of Islamic and conventional banks. These findings suggest that the stability of Islamic banks is not an automatic result of the Islamic label, but depends on governance, size, capitalization, liquidity, risk management, and regulatory quality.
Islamic monetary policy must also address systemic risk. Rizwan et al. (2022) showed that the COVID-19 pandemic has put pressure on the systemic risk of Islamic banks. This suggests that Islamic banks remain vulnerable to global shocks, particularly if they have high exposure to certain sectors, liquidity risks, or governance weaknesses. Therefore, central banks and financial authorities need to strengthen the Islamic macroprudential framework. Macroprudential regulations can include capital buffers, liquidity supervision, stress testing, restrictions on financing concentration, and strengthening Islamic governance.
In Islamic economics, price stability is also a crucial objective. High inflation destroys the value of money and reduces people's purchasing power, especially the poor. Inflation can also undermine equity, as fixed-income groups are more severely impacted than asset owners. Therefore, Islamic monetary policy must maintain money growth in line with real output growth. However, inflation control must not be carried out in a way that unduly weakens the productive sector. A balance is needed between price stability and support for business financing.
4. Synergy of Fiscal and Monetary Policy in Islamic Economics
Fiscal and monetary policies are inseparable. In a modern economy, fiscal policy influences aggregate demand, government financing, and market expectations. Monetary policy influences liquidity, financing, the value of money, and financial stability. If the two are not coordinated, policies can cancel each other out. For example, the government may increase spending to stimulate growth, but the central bank may tighten liquidity excessively, weakening business financing. Conversely, the central bank may loosen liquidity, but the government may not direct spending toward productive sectors, leading to speculation and inflation.
In Islamic economics, fiscal-monetary synergy has additional dimensions: Sharia compliance and social justice. Fiscal policy must ensure the equitable distribution of resources, while monetary policy must ensure that liquidity does not create new inequalities. Instruments such as sukuk can be a meeting point. The government issues sukuk to finance public projects, while the central bank can use sukuk as a liquidity management instrument. Islamic banks can hold sukuk as high-quality liquid assets. Thus, sukuk can strengthen fiscal financing, monetary stability, and deepen the Islamic financial market.
Zakat can also be indirectly synergized with monetary policy. When zakat strengthens the income of the poor, basic consumption becomes more stable. Consumption stability helps reduce the volatility of aggregate demand. If productive zakat is used as capital for micro-enterprises, social financing can reduce the poor's dependence on consumer debt. This supports financial stability because people are less likely to resort to interest-bearing financing or exploitative informal loans. Productive zakat can also be combined with Islamic microfinance, business mentoring, and financial literacy.
Waqf can be an instrument of long-term stability by providing social assets. For example, educational waqf can improve the quality of human resources, health waqf can reduce household costs, and productive waqf can create jobs. In the long run, this strengthens the supply side of the economy. Stability is determined not only by aggregate demand but also by production capacity. An economy with good education, good health, and adequate social infrastructure is more resilient to shocks. Therefore, waqf can be viewed as a social fiscal instrument that strengthens structural stability.
Fiscal-monetary synergy is also crucial in controlling inflation. Inflation can be caused by demand pressures, rising production costs, supply disruptions, or exchange rate depreciation. Monetary policy can control liquidity, but if inflation stems from food supply disruptions, fiscal policy is more relevant through targeted subsidies, food reserves, logistical infrastructure, and production support. From an Islamic perspective, inflation control is also related to market ethics, prohibitions on hoarding, monitoring fraudulent practices, and consumer protection. Therefore, fiscal and monetary policies must be supported by real sector policies and market supervision.
5. Challenges in Implementing Islamic Fiscal and Monetary Policy
Although the concept of Islamic fiscal and monetary policy has a strong foundation, its implementation faces numerous challenges. First, there remains a gap between ideal principles and institutional practice. Many Islamic financial institutions operate in an economic system still dominated by conventional instruments. As a result, Islamic products sometimes formally mimic conventional structures without fully reflecting the spirit of risk sharing. This can diminish the contribution of Islamic economics to stability.
Second, Islamic financial markets in many countries remain underdeveloped. Limited liquid instruments make it difficult for Islamic banks to manage liquidity. If the sukuk market remains underdeveloped, Islamic monetary operations are limited. Deepening the sukuk market, the Islamic interbank money market, and Islamic hedging instruments is necessary for a more effective Islamic monetary system.
Third, zakat and waqf governance still needs to be strengthened. Zakat requires an accurate database of muzakki (payers of zakat) and mustahik (recipients of zakat), transparency in collection, efficient distribution, and impact measurement. Waqf requires asset certification, professionalization of administrators (nazir), investment innovation, and oversight. Without good governance, zakat and waqf will struggle to become credible instruments of macroeconomic stabilization.
Fourth, coordination between fiscal, monetary, financial, and Islamic social institutions is often suboptimal. Zakat policies may be managed by one institution, waqf by another, fiscal by the Ministry of Finance, and monetary by the central bank. Without data and strategy integration, the potential of the Islamic economy becomes fragmented. Economic stability, however, requires cross-institutional coordination.
Fifth, literacy among the public and economic actors remains a challenge. Many people understand zakat and waqf solely as individual acts of worship, not as instruments of development. Similarly, Islamic financial products are sometimes understood merely as religious alternatives, rather than as part of economic stability. Increasing literacy is necessary for the public to actively support Islamic fiscal and monetary policies.
6. Policy Implications
Based on the discussion above, there are several policy implications. First, the government needs to integrate zakat and waqf into poverty alleviation and social stabilization strategies, without losing their sharia character. This integration can be achieved through integrated data, program coordination, and impact measurement. Second, the development of the sukuk market must be accelerated so that sukuk can function as both a fiscal and monetary instrument. Third, the central bank needs to strengthen sharia monetary instruments that are compliant with sharia principles and effective in managing liquidity. Fourth, financial authorities need to strengthen sharia macroprudential regulations to maintain the stability of sharia banks. Fifth, fiscal policy should be directed towards productive spending and protecting vulnerable groups. Sixth, monetary policy should support real sector financing and discourage speculation.
Islamic economic stability cannot be achieved simply by replacing conventional terms with Sharia-compliant ones. More crucial is ensuring that policies truly reflect the principles of justice, welfare, transparency, and linkages to the real sector. Islamic fiscal policy must ensure equitable distribution and productive spending. Islamic monetary policy must maintain the value of money and channel liquidity to productive activities. Both must operate within a coordinated policy framework.
Conclusion
Fiscal and monetary policies play a strategic role in achieving Islamic economic stability. Stability, from an Islamic perspective, is not only defined as low inflation, positive economic growth, and a healthy financial system, but also as the realization of distributive justice, protection of vulnerable groups, balance between the real and financial sectors, and the achievement of the maqāṣid al-sharī'ah (the principles of Islamic law). Islamic fiscal policy plays a role through zakat, infaq, sadaqah, waqf, public spending, fair taxes, and sukuk. Zakat can function as an instrument of redistribution and social support, while waqf can strengthen long-term social financing. Sukuk can be an instrument for development financing and a means of liquidity management.
Islamic monetary policy plays a role in maintaining the value of money, controlling liquidity, encouraging productive financing, and maintaining the stability of Islamic banking. Because Islam prohibits usury (riba), monetary instruments must be designed based on Islamic contracts, real assets, and the principle of risk sharing. Islamic banking stability does not occur automatically but depends on good governance, capitalization, liquidity, regulations, and the quality of risk management. Therefore, coordination of fiscal and monetary policies is crucial. Without coordination, fiscal policy can trigger inflationary pressures or burden financing, while monetary policy can weaken real sector financing. Synergy between the two needs to be directed towards price stability, distributive justice, financial inclusion, and productive growth.
Thus, Islamic economics offers a more holistic framework for stability. Economic stability is not merely technical but also ethical and social. To achieve this, strengthening zakat and waqf institutions, deepening the sukuk market, effective Islamic monetary instruments, robust Islamic financial governance, and integrating public policies based on the maqāṣid al-sharī'ah (the principles of Islamic law) are required.
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