MURABAHAH: Journal of Islamic Economics, Vol. 1, No.1 (2025), pp. 37-54

ISLAMIC SOCIAL BUSINESS MODEL IN ENHANCING
COMMUNITY WELFARE: A MAQASHID SHARIAH AND
SUSTAINABLE ECONOMY APPROACH

Joko Hadi Purnomo! Niswatin Nurul Hidayati?

I Institut Agama Islam Al-Fatimah Bojonegoro, Indonesia, joko.hpurnomo@gmail.com
2 Institut Teknologi dan Bisnis Tuban, Indonesia, niswatin.nurul.hidayati@gmail.com

ABSTRACT

Islamic social business has emerged as an alternative economic model that integrates
Shariah principles with social responsibility to promote inclusive economic growth
and community welfare. Unlike conventional businesses that focus on profit
maximization, Islamic social businesses emphasize ethical entrepreneurship, equitable
wealth distribution, and sustainable economic development. This study explores the
fundamental principles, models, and impacts of Islamic social business by analyzing
key financial instruments such as waqf, zakat, infaq, and Islamic microfinance, which
serve as alternative funding sources for social enterprises. Additionally, the research
examines the role of Islamic cooperatives and crowdfunding in supporting financially
underserved communities. By employing the Maqashid Shariah framework, this study
evaluates the contributions of Islamic social business in poverty reduction, economic
empowerment, and financial inclusion. The findings highlight the challenges and
opportunities in developing Islamic social businesses, including regulatory constraints,
financial literacy gaps, and digital transformation. The study concludes that the
integration of Islamic financial mechanisms with technological advancements can
enhance the sustainability and scalability of Islamic social businesses, ultimately

contributing to socioeconomic justice and sustainable development.
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I. INTRODUCTION

Islamic economics promotes a just and balanced economic system,
emphasizing social welfare and economic equity. One of its essential components
is social business, which integrates profit-making with social objectives, ensuring
that economic growth benefits the broader community (Chapra, 2000). Unlike
conventional business models that prioritize wealth accumulation, Islamic social
businesses focus on shared prosperity, poverty alleviation, and ethical economic
activities aligned with Maqashid Shariah (Dusuki, 2008).

In many Muslim-majority countries, economic inequality and financial
exclusion remain significant challenges. According to the Islamic Development
Bank (IsDB, 2021), millions of people in the Muslim world lack access to financial
services, making it difficult for them to improve their living conditions. Islamic
social business, which leverages zakat, waqf, and Islamic microfinance, has
emerged as a solution to this problem, ensuring that wealth is redistributed to
those in need while fostering sustainable economic development (Obaidullah &
Khan, 2008).

Despite the principles of fairness and social justice in Islamic economics,
income inequality and poverty remain persistent issues. According to the World
Bank (2020), over 700 million people worldwide live in extreme poverty, many of
whom reside in Muslim-majority regions. The wealth gap is further exacerbated
by limited access to capital for small entrepreneurs, leading to economic
marginalization and unemployment (Hassan, 2010).

Conventional financial institutions often fail to cater to small businesses
and low-income individuals, as they require collateral and high-interest rates,
which contradict Islamic financial principles (Karim et al., 2010). In response,
Islamic social business models, such as waqf-based entrepreneurship, Islamic
microfinance, and social enterprises, have been developed to bridge this gap by
providing interest-free financing and profit-sharing mechanisms (Ahmed, 2007).
However, challenges such as lack of awareness, weak regulatory frameworks, and
limited financial literacy hinder the effectiveness of these models (Farooq, 2016).

This study aims to explore the role of Islamic social business models in
addressing economic and social disparities. Specifically, it seeks to analyze the
fundamental principles and structures of Islamic social businesses.

Examine the impact of Islamic social enterprises on poverty reduction and

economic development, identify the challenges and opportunities in
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implementing Islamic social business models in contemporary economies. By
highlighting successful case studies and best practices, this research will provide
insights into how Islamic social businesses can contribute to a more just and
inclusive economy, in line with Maqashid Shariah and sustainable development

goals.

II. LITERATURE REVIEW

The concept of Islamic social business has gained increasing attention as a
means to promote economic justice, financial inclusion, and sustainable
development while adhering to Shariah principles (Dusuki & Abdullah, 2007).
Unlike conventional businesses that primarily focus on profit maximization,
Islamic social businesses integrate ethical considerations, social impact, and long-
term community welfare into their operational frameworks. The alignment of
Islamic social business models with Maqashid Shariah and sustainable economic
principles offers an alternative economic system that fosters inclusive growth and
equitable wealth distribution (Hassan & Lewis, 2007).

Islamic social business is derived from the fundamental principles of
Islamic economics, which emphasize risk-sharing, justice, and wealth
redistribution (Chapra, 2000). Yunus (2010) defines social business as an enterprise
that operates with the primary goal of solving social problems rather than
maximizing shareholder profits. In an Islamic context, social businesses must
adhere to Shariah principles, ensuring that their financial transactions avoid riba
(usury), gharar (excessive uncertainty), and maysir (gambling) while promoting
ethical business practices (Ahmed, 2011). Several financial instruments support
the development of Islamic social business models, including waqf (endowments),
zakat (obligatory almsgiving), infaq (voluntary donations), and qard al-hasan
(benevolent loans) (Obaidullah & Khan, 2008). These mechanisms serve as
alternative sources of financing that empower marginalized communities, reduce
poverty, and promote social entrepreneurship (Hassan, 2018). Research has shown
that productive wagqf can serve as a sustainable funding model for Islamic social
enterprises, providing capital for businesses while ensuring long-term community
benefits (Cizakca, 2011).

The Maqashid Shariah framework plays a crucial role in evaluating the
effectiveness of Islamic social business models in enhancing community welfare.
Magqashid Shariah, as outlined by Al-Ghazali and further developed by

contemporary scholars such as Ibn Ashur and Jasser Auda, refers to the
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overarching objectives of Islamic law, which include the protection of faith (din),
life (nafs), intellect (aql), lineage (nasl), and wealth (mal) (Auda, 2008). In the
context of Islamic social business, these objectives are translated into sustainable
and inclusive economic practices that prioritize financial justice, ethical
investments, and responsible entrepreneurship (Dusuki & Abdullah, 2007).
Islamic social businesses are expected to align their operations with Maqashid
Shariah by ensuring equitable wealth distribution, ethical business conduct, and
financial inclusion for underserved communities. A study by Hasan and
Mohamad (2018) highlights that Islamic social enterprises adhering to Maqashid
Shariah tend to be more resilient, socially responsible, and effective in addressing
socio-economic inequalities.

The intersection between Islamic social business and sustainable economic
development has been explored in various academic works (Rahman, 2020). The
United Nations Sustainable Development Goals (SDGs) emphasize the importance
of inclusive economic growth, poverty eradication, and responsible consumption,
which are inherently aligned with Islamic economic principles (Hassan &
Mohamad, 2018). Islamic social businesses contribute to sustainable economic
development by reducing poverty through microfinance and entrepreneurial
support, encouraging ethical consumption and production, and enhancing
financial resilience in marginalized communities through risk-sharing
mechanisms (Obaidullah & Khan, 2008). For instance, blockchain technology has
been integrated into waqf management systems to ensure greater transparency
and accountability in distributing funds for social impact projects (Cizakca, 2021).

Empirical studies provide evidence of the positive impact of Islamic social
businesses on community welfare. Several successful Islamic social enterprises
have been established worldwide, utilizing Islamic financial instruments to
address socio-economic challenges. In Malaysia, productive waqf has been used
to fund educational institutions, healthcare services, and micro-enterprises,
improving economic mobility and financial inclusion among low-income groups
(Hassan & Mohamad, 2018). In Indonesia, the implementation of Islamic
microfinance institutions (IMFIs) has significantly contributed to poverty
alleviation and small business empowerment, with programs such as Baitul Maal
wat Tamwil (BMT) enabling small entrepreneurs to access Shariah-compliant
financing without interest-based debt (Rahman, 2020). Islamic crowdfunding
platforms like Ethis and LaunchGood have demonstrated the potential of Shariah-

compliant crowdfunding to support social enterprises and humanitarian projects
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globally (Cizakca, 2021). These case studies highlight how Islamic social business
models can serve as effective tools for promoting economic justice, financial
empowerment, and sustainable development.

The literature on Islamic social business models emphasizes their unique
ability to balance economic growth with social impact, particularly when
grounded in Maqashid Shariah and sustainable economic principles. The
integration of Islamic finance, waqf institutions, and digital technology has created
new opportunities for scaling social enterprises while ensuring ethical business
practices. However, challenges such as regulatory constraints, financial literacy
gaps, and operational inefficiencies must be addressed to maximize the potential
of Islamic social businesses. Future research should explore policy innovations
and technological advancements that can further enhance the role of Islamic social

businesses in achieving inclusive and sustainable economic development.

III. METHODOLOGY

This study employs a qualitative research approach to examine the impact
of Islamic social business models on community welfare. A qualitative descriptive
method is chosen to provide an in-depth understanding of how Islamic economic
principles, such as zakat, waqf, and profit-sharing mechanisms, contribute to
poverty alleviation and economic empowerment (Creswell, 2018). By focusing on
the concepts, principles, and real-world applications of Islamic social businesses,
this research aims to highlight their effectiveness in promoting inclusive economic
growth.

Data collection is conducted through a comprehensive literature review
and case study analysis. Secondary data sources include academic journals, books,
and reports from Islamic financial institutions such as the Islamic Development
Bank (IsDB) and the World Bank. Additionally, case studies of successful Islamic
social business models are examined, such as waqf-based microfinance initiatives
in Indonesia, zakat-funded entrepreneurship programs in Malaysia, and Islamic
crowdfunding platforms in the Middle East. These cases provide practical insights
into how Islamic social enterprises operate and their impact on economic
development.

For data analysis, this study applies content analysis to systematically
interpret findings from various sources. The analysis focuses on identifying key
themes related to the effectiveness of Islamic social businesses, comparing

different business models, and assessing the challenges and opportunities they
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face. Furthermore, a comparative analysis is conducted to contrast Islamic social
business models with conventional social enterprises, emphasizing their unique
characteristics in promoting sustainable economic welfare.

Despite its contributions, this study has certain limitations. The reliance
on secondary data may limit real-time insights into current business practices,
while the absence of primary interviews with stakeholders such as business
owners and policymakers could restrict a deeper exploration of practical
challenges and solutions. Additionally, the geographical scope is limited to select
case studies, which may not fully represent global trends in Islamic social business
development. Nevertheless, by analyzing key concepts, case studies, and
challenges, this research seeks to contribute to the growing body of knowledge on

Islamic social business and its role in fostering sustainable economic development.

IV. RESULTS AND ANALYSIS

Fundamental Concepts of Islamic Social Business

Social business in Islam refers to an economic model that integrates profit-
making activities with social responsibility, ensuring that financial success
contributes to the welfare of society. Unlike conventional businesses that prioritize
wealth accumulation, Islamic social business aligns with Maqashid Shariah —the
higher objectives of Islamic law —which include preserving faith, life, intellect,
lineage, and wealth (Chapra, 2000). It operates based on ethical principles,
ensuring that economic activities do not exploit individuals or create social
injustices (Dusuki, 2008). The Prophet Muhammad (peace be upon him) himself
engaged in ethical trade and encouraged economic activities that benefit the
community, setting the foundation for the modern concept of Islamic social
business (Kahf, 1999).

One of the key characteristics of Islamic social business is its focus on
redistributive justice, ensuring that wealth circulates fairly within society. This is
achieved through mechanisms such as zakat (obligatory almsgiving), waqf
(endowments), qard al-hasan (benevolent loans), and Islamic microfinance, which
aim to empower underprivileged groups by providing financial support without
interest or exploitation (Obaidullah & Khan, 2008). By integrating business and
social welfare, Islamic social business contributes to economic sustainability while

upholding Islamic ethical values.
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Islamic social business differs significantly from conventional business in
its core objectives, financial structure, and ethical framework. In conventional
business models, the primary goal is profit maximization, often without regard to
the social impact of business activities (Friedman, 1970). In contrast, Islamic social
business seeks to balance profitability with social responsibility, ensuring that
wealth benefits not just individuals but the entire community (Dusuki & Abdullah,
2007).

A key distinction lies in financial transactions and investment practices.
Conventional businesses typically rely on interest-based financing and speculative
transactions, which are prohibited in Islam due to their potential to create financial
instability and economic inequality (Usmani, 2002). Islamic social businesses, on
the other hand, use Shariah-compliant financing mechanisms, such as profit-
sharing (mudharabah), joint ventures (musharakah), and ethical leasing (ijarah),
ensuring that financial activities remain fair and just (Ahmed, 2007).

Another major difference is in wealth distribution and social
responsibility. While conventional businesses often engage in corporate social
responsibility (CSR) as an optional or secondary activity, Islamic social business
embeds social responsibility at its core, requiring that profits contribute to poverty
alleviation, employment generation, and community development (Hassan &
Mohamad, 2018). This ensures that economic growth does not come at the cost of
environmental harm, worker exploitation, or economic disparity.

Islamic social business is guided by several fundamental principles
derived from Islamic economic teachings. The first principle is justice and fairness
(al-"adl wa al-ihsan), which ensures that business activities do not exploit workers,
customers, or any segment of society (Chapra, 2000). Business transactions must
be transparent, free from fraud, and conducted with mutual consent (Qur'an, 4:29).

The second principle is wealth circulation and equitable distribution.
Islam discourages wealth accumulation in the hands of a few and mandates that
resources should be circulated fairly within society (Qur'an, 59:7). This is why
zakat and wagqf play a crucial role in Islamic social business, as they help
redistribute wealth and support economic empowerment initiatives (Obaidullah
& Khan, 2008).

Another key principle is prohibition of riba (interest), gharar (excessive
uncertainty), and maysir (gambling). These prohibitions prevent unethical

financial practices that can lead to exploitation and economic instability (Usmani,
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2002). Instead, Islamic social businesses focus on ethical profit-sharing models that
ensure fair risk distribution between investors and entrepreneurs (Ahmed, 2007).
Lastly, Islamic social business emphasizes sustainability and long-term
economic stability. Unlike conventional businesses that often prioritize short-term
profits, Islamic economic principles advocate for sustainable growth that benefits
future generations (Hassan & Mohamad, 2018). This aligns with the broader goals
of Magqashid Shariah, ensuring that economic activities contribute to the well-

being of individuals and society as a whole.

Islamic Social Business Models

Islamic social business models integrate Shariah-compliant financial
principles with ethical entrepreneurship to foster economic empowerment and
social welfare. These models leverage instruments such as productive waqf, zakat,
infaq, Islamic cooperatives, and crowdfunding to create sustainable businesses
that benefit communities. Unlike conventional businesses that prioritize profit
maximization, Islamic social businesses aim to achieve financial sustainability
while addressing socio-economic inequalities (Chapra, 2000).

Wagqf, or Islamic endowment, has historically played a vital role in
financing social and economic activities. Unlike conventional donations, waqf
assets are permanently dedicated to charitable causes, ensuring long-term
economic benefits (Kahf, 1999). In the context of Islamic social business, productive
wagq[f refers to the strategic utilization of waqf assets—such as land, buildings, or
financial investments—to generate revenue that can be reinvested into social
enterprises, education, healthcare, and poverty alleviation programs (Obaidullah
& Khan, 2008).

For example, in Indonesia, waqf-based businesses operate commercial
properties, agriculture, and education centers, generating profits that sustain
community welfare initiatives. Similarly, countries like Turkey and Malaysia have
established waqf-backed hospitals and universities, ensuring access to essential
services without relying on government aid (Cizakca, 2011). This model
exemplifies how wagf can serve as a self-sustaining financial mechanism for social
businesses, reducing dependency on external funding sources.

Zakat and infaq are critical instruments in Islamic wealth redistribution.
Zakat, an obligatory almsgiving of 2.5% of a Muslim’s annual wealth, is designed
to reduce poverty, support the underprivileged, and stimulate economic activity

(Qur'an, 9:60). In the context of Islamic social business, zakat funds are
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increasingly used to provide seed capital, skills training, and microfinancing for
underprivileged entrepreneurs (Hassan & Mohamad, 2018).

One successful example is the National Zakat Foundation (NZF) in
Malaysia, which has launched programs to fund small businesses owned by low-
income individuals, enabling them to generate sustainable incomes. Similarly,
Baitul Maal wat Tamwil (BMT) in Indonesia integrates zakat with Islamic
microfinance, providing interest-free loans to micro-entrepreneurs, allowing them
to escape poverty and achieve financial independence (Ascarya, 2017).

Infaq, or voluntary charitable giving, complements zakat by allowing
wealthier individuals and corporations to fund social enterprises beyond
obligatory almsgiving. Unlike zakat, which has specific eligibility criteria, infaq
can be allocated more flexibly, enabling the establishment of social businesses that
focus on education, healthcare, and community development (Obaidullah, 2008).

Islamic cooperatives, known as Baitul Maal wat Tamwil (BMT) or Shariah-
compliant cooperatives, provide an ethical and inclusive financial system that
empowers small businesses and marginalized communities. Unlike conventional
cooperatives that may involve interest-based financing, Islamic cooperatives
operate on profit-sharing (mudharabah) and joint-venture (musharakah)
principles, ensuring fair and ethical wealth distribution (Karim, 2010).

For example, in Indonesia and Malaysia, Islamic cooperatives provide
micro-loans, business development training, and community-based investment
programs, enabling small-scale entrepreneurs to thrive without engaging in riba
(usury) (Hassan & Mohamad, 2018). These cooperatives serve as alternative
financial institutions that empower rural and urban communities, reducing their
reliance on conventional banks and interest-based credit systems.

Micro-businesses, supported by Islamic cooperatives, play a key role in
job creation and income generation. Women-led enterprises, in particular, have
benefited from Shariah-compliant microfinancing schemes, enabling them to start
businesses in sectors such as handicrafts, agriculture, and food processing
(Ascarya, 2017). By facilitating financial inclusion and entrepreneurship, Islamic
cooperatives contribute significantly to grassroots economic development.

Islamic crowdfunding is an emerging financing model that leverages
digital platforms to raise funds for social businesses while ensuring compliance
with Islamic financial principles. Unlike conventional crowdfunding, which may

involve interest-based loans, Islamic crowdfunding platforms operate on equity-
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based (musharakah), donation-based (sadaqah), and reward-based models
(Kammer et al., 2015).

Platforms such as Ethis, LaunchGood, and KapitalBoost have successfully
mobilized funds for social enterprises, humanitarian projects, and ethical startups.
For instance, Ethis has funded affordable housing projects and SME financing in
Indonesia and Malaysia, demonstrating how Islamic crowdfunding can address
social challenges while generating economic opportunities (Hassan & Mohamad,
2018). Islamic crowdfunding democratizes access to capital by allowing
individuals, institutions, and philanthropists to support ethical and impactful
ventures. This model not only fosters financial inclusion but also aligns with
Islamic values of risk-sharing, mutual benefit, and social responsibility (Kammer
et al., 2015).

Impact of Islamic Social Business on Community Welfare

Islamic social business plays a crucial role in enhancing community
welfare by promoting economic empowerment, poverty reduction, and
sustainable development. Rooted in Shariah principles, these businesses prioritize
social responsibility alongside financial sustainability, ensuring that economic
activities contribute to broader societal well-being (Chapra, 2000). The impact of
Islamic social business can be observed in several key areas, including economic
improvement for low-income communities, poverty alleviation, and alignment
with Magqashid Shariah, as well as through case studies of successful initiatives.

Islamic social businesses provide financial inclusion opportunities for
low-income communities by offering interest-free microfinance, wagqf-based
investments, and profit-sharing models (Obaidullah & Khan, 2008). Unlike
conventional economic models that often exclude marginalized populations due
to high interest rates and collateral requirements, Islamic social finance ensures
that capital is accessible to all, allowing small businesses and entrepreneurs to
thrive.

For example, in Indonesia, Baitul Maal wat Tamwil (BMT) cooperatives
have successfully supported micro-businesses by offering Shariah-compliant
financing and business training programs. These cooperatives help small-scale
entrepreneurs expand their businesses, create jobs, and enhance their economic
stability (Ascarya, 2017). Similarly, in Sudan, Islamic microfinance institutions

(IMFIs) provide qard al-hasan (benevolent loans) to farmers, enabling them to
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invest in agricultural productivity without falling into debt traps (Hassan &
Mohamad, 2018).

Beyond direct financial assistance, Islamic social businesses also
contribute to community development by investing in infrastructure, education,
and vocational training programs. Many waqf-based enterprises allocate a portion
of their profits to building schools, hospitals, and public utilities, ensuring long-
term socio-economic benefits for low-income populations (Cizakca, 2011).

One of the primary objectives of Islamic social business is poverty
alleviation through ethical economic practices and wealth redistribution. Zakat,
waqf, and Islamic crowdfunding platforms play a significant role in funding social
businesses that provide employment opportunities, vocational training, and
financial support for the underprivileged (Dusuki & Abdullah, 2007).

For instance, in Bangladesh, the Rural Development Scheme (RDS) by
Islami Bank Bangladesh Limited (IBBL) has successfully lifted thousands of
families out of poverty by offering Shariah-compliant microfinance solutions
(Ahmed, 2007). Through murabahah (cost-plus financing) and musharakah
(profit-sharing) models, low-income individuals gain access to capital for
entrepreneurship, reducing their reliance on informal and often exploitative
lending systems.

Another impactful initiative is Waqf-Based Entrepreneurship
Development in Malaysia, where wagqf institutions provide financial assistance
and business mentorship to aspiring entrepreneurs from impoverished
backgrounds (Hassan & Mohamad, 2018). By integrating Islamic philanthropy
with business sustainability, these initiatives ensure that poverty reduction efforts
are not just temporary relief measures but long-term economic empowerment
strategies.

Islamic social business aligns with the broader objectives of Maqashid
Shariah, which emphasize the preservation of faith, life, intellect, lineage, and
wealth. Unlike conventional economic models that prioritize short-term profits,
Islamic social business ensures that economic growth is ethically responsible,
environmentally sustainable, and socially inclusive (Chapra, 2000).

One of the key contributions to sustainable development is ethical
environmental management. Many Islamic social enterprises focus on halal and
eco-friendly industries, ensuring that business activities do not harm the
environment or exploit natural resources (Hassan & Mohamad, 2018). For example,

Islamic agricultural cooperatives in Turkey and Indonesia promote sustainable
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farming practices, ensuring long-term food security while upholding Islamic
ethical principles.

Moreover, Islamic social businesses actively support gender equality and
women’s economic empowerment. Many Shariah-compliant microfinance
programs specifically target female entrepreneurs, providing them with the
necessary resources to start and sustain businesses (Ascarya, 2017). This approach
not only enhances household incomes but also contributes to broader societal
development by ensuring that women have an active role in economic decision-
making.

Several case studies highlight the positive impact of Islamic social
business models on community welfare. Islami Bank Bangladesh Limited (IBBL) —
Rural Development Scheme (RDS). IBBL’s RDS program provides interest-free
microfinance to rural entrepreneurs, enabling them to start businesses, improve
agricultural production, and support their families. The initiative has helped over
1 million beneficiaries, significantly reducing poverty levels in rural Bangladesh
(Ahmed, 2007). Ethis Group - Islamic Crowdfunding for Affordable Housing.
Ethis, a global Islamic crowdfunding platform, has facilitated investments in
affordable housing projects for low-income families in Indonesia and Malaysia. By
leveraging Shariah-compliant peer-to-peer financing, Ethis has provided homes
for thousands of families while generating ethical investment opportunities
(Hassan & Mohamad, 2018). Dompet Dhuafa — Waqf-Based Social Enterprises in
Indonesia. Dompet Dhuafa, an Indonesian Islamic philanthropic organization, has
established several wagqf-based enterprises, including hospitals, vocational
training centers, and cooperative businesses. These initiatives provide free
healthcare, employment, and business funding, directly improving the welfare of
underprivileged communities (Cizakca, 2011). Amanah Ikhtiar Malaysia (AIM) —
Islamic Microfinance for Women Entrepreneurs. AIM focuses on providing
Shariah-compliant microcredit to women entrepreneurs in Malaysia, enabling
them to start and expand businesses. With a repayment rate of over 90%, the
program has proven that interest-free financing can be both sustainable and
impactful in reducing poverty (Dusuki & Abdullah, 2007).

Challenges and Opportunities in Developing Islamic Social Business
The development of Islamic social business presents both challenges and
opportunities as it seeks to balance social impact and financial sustainability

within the framework of Shariah principles. While the potential of Islamic finance
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and ethical entrepreneurship is significant, various barriers hinder its expansion.
Among the key challenges are regulatory and policy constraints and the lack of
Islamic financial literacy in society. However, opportunities emerge through the
advancement of digital technology, which can support the growth of Islamic social
businesses.

One of the major obstacles in developing Islamic social business is the lack
of clear and supportive regulatory frameworks. Many countries, especially those
where Islamic finance is not the dominant system, lack comprehensive legal
structures to govern waqf-based enterprises, zakat distribution, and Shariah-
compliant financial transactions (Ahmed, 2011). This regulatory gap often leads to
uncertainty in business operations, making it difficult for Islamic social businesses
to access funding, register as legal entities, or receive government support.

Additionally, inconsistent policies across jurisdictions pose a challenge for
international expansion and cross-border Islamic social finance initiatives.
Different interpretations of Shariah principles in various countries lead to
fragmentation in Islamic financial regulations, limiting the scalability of Islamic
social businesses (Hassan & Lewis, 2007). For instance, while Malaysia has a well-
developed regulatory framework for Islamic finance and wagqf institutions, other
countries struggle with legal complexities that hinder the efficient management of
Islamic social enterprises (Cizakca, 2011).

Another significant challenge is the low level of Islamic financial literacy
among communities, which limits the adoption and effectiveness of Islamic social
business models. Many individuals, particularly in rural areas and developing
economies, have limited knowledge of Islamic financial instruments such as
musharakah (profit-sharing), mudarabah (investment partnership), and qard al-
hasan (benevolent loans) (Obaidullah & Khan, 2008). This lack of awareness
prevents people from fully utilizing Islamic financial solutions that could
empower their businesses and communities.

Moreover, misconceptions about Islamic social finance persist, with many
assuming that Islamic financial institutions operate similarly to conventional
banks but with minor modifications. In reality, Islamic finance follows entirely
different principles based on risk-sharing, ethical investments, and wealth
redistribution (Dusuki, 2008). Without adequate education and awareness
programs, many communities continue to rely on conventional financial systems,
even when Islamic alternatives could offer more equitable and sustainable

solutions.
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To address this issue, governments, educational institutions, and Islamic
finance organizations must work together to enhance financial literacy programs.
Initiatives such as Islamic financial literacy campaigns, workshops for
entrepreneurs, and integration of Islamic economics into school curricula can help
bridge this knowledge gap (Hassan, 2018).

Despite these challenges, digital technology presents significant
opportunities for the development and expansion of Islamic social businesses. The
rise of fintech (financial technology), blockchain, and digital crowdfunding
platforms has transformed the way Islamic social enterprises raise funds, manage
transactions, and reach beneficiaries (Rahman, 2020).

One promising development is the emergence of Islamic crowdfunding
platforms, which provide Shariah-compliant investment opportunities for social
businesses. Platforms such as Ethis and LaunchGood have successfully connected
investors with social enterprises, allowing communities to raise funds for waqf-
based projects, micro-business initiatives, and sustainable development programs
(Hassan & Mohamad, 2018). These digital platforms reduce reliance on traditional
banking systems and ensure that fundraising processes remain transparent and
aligned with Islamic values.

Additionally, blockchain technology offers innovative solutions for zakat
and waqf management, ensuring that donations and social investments are secure,
traceable, and efficiently distributed. Countries like the UAE and Indonesia have
started experimenting with blockchain-based waqf management systems to
improve transparency and accountability in Islamic philanthropy (Cizakca, 2021).

Furthermore, mobile banking and digital payment solutions enable
financial inclusion for underserved communities, especially in regions where
conventional banking services are limited. Islamic fintech startups are developing
mobile apps that provide easy access to Islamic microfinance, digital zakat
payments, and business advisory services, helping entrepreneurs grow their

businesses while adhering to Shariah principles (Rahman, 2020).

V. CONCLUSION AND RECOMMENDATION

The development of Islamic social business models has demonstrated
significant potential in promoting economic justice, financial inclusion, and
sustainable development. Rooted in Shariah principles and guided by Maqashid

Shariah, Islamic social businesses provide an ethical alternative to conventional
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enterprises by prioritizing social impact over profit maximization. The use of
Islamic financial instruments such as waqf, zakat, infaq, and qard al-hasan has
contributed to the empowerment of marginalized communities, reducing poverty,
and enhancing economic resilience. Moreover, the integration of Islamic
microfinance, crowdfunding platforms, and cooperative business models has
further strengthened financial accessibility for underserved populations.
Empirical evidence suggests that successful Islamic social business initiatives,
particularly in Malaysia and Indonesia, have contributed to the improvement of
economic mobility and financial inclusion, highlighting their role in achieving

sustainable economic growth.

Despite its numerous benefits, the implementation of Islamic social
business models faces several challenges. Regulatory constraints, lack of financial
literacy, and operational inefficiencies hinder the growth and scalability of these
enterprises. Additionally, limited awareness of Islamic social finance mechanisms
among the general public reduces the participation and funding needed to sustain
these businesses. While digital technology presents significant opportunities for
enhancing transparency, efficiency, and outreach, the lack of regulatory
frameworks for Islamic fintech solutions remains a challenge. Therefore, strategic
policies and innovative financial models are necessary to maximize the potential
of Islamic social businesses in fostering inclusive and sustainable economic

development.

To enhance the effectiveness and sustainability of Islamic social business
models, several key strategies should be considered. First, policymakers should
strengthen regulatory frameworks to support the establishment and growth of
Islamic social enterprises. This includes introducing incentives for wagqf-based
businesses, providing tax benefits for social enterprises, and ensuring legal
recognition of Shariah-compliant financial instruments. Second, increasing
financial literacy among entrepreneurs, investors, and the general public is crucial
for promoting awareness and participation in Islamic social finance mechanisms.
Governments, Islamic financial institutions, and educational institutions should
collaborate in providing training programs, workshops, and awareness campaigns

on Islamic social business and finance.

Third, leveraging digital technology can play a transformative role in
expanding the reach of Islamic social enterprises. The adoption of blockchain

technology for waqf management, crowdfunding platforms for micro-business
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financing, and Al-driven financial inclusion programs can enhance transparency,
efficiency, and accessibility. Governments and financial institutions should
support the development of Islamic fintech startups that facilitate Shariah-
compliant financial transactions while ensuring regulatory compliance. Fourth,
fostering global partnerships and collaborations among Islamic financial
institutions, social entrepreneurs, and international development organizations
can enhance the scalability of Islamic social business initiatives. By learning from
successful models and integrating best practices, Islamic social businesses can play
a crucial role in achieving sustainable development goals (SDGs) while adhering

to Islamic economic principles.

Future research should explore the long-term impact of Islamic social
businesses on poverty alleviation, financial empowerment, and community
development. Additionally, studies on the role of fintech innovations, the
effectiveness of hybrid social business models, and policy reforms in Islamic social
finance can provide valuable insights for optimizing the contribution of Islamic
social businesses to global economic sustainability. Through a collaborative and
innovative approach, Islamic social business models can serve as powerful tools
in fostering inclusive economic growth, financial justice, and community welfare

in alignment with Maqashid Shariah.

REFERENCES

Ahmed, H. (2007). Waqgf-based microfinance: Realizing the social role of Islamic

finance. Islamic Research and Training Institute.

Ahmed, H. (2011). Maqasid al-Shariah and Islamic financial products: A
framework for assessment. Islamic Economic Studies, 19(2), 1-24.

Ascarya, A. (2017). The role of Islamic microfinance in financial inclusion. Journal

of Islamic Economics, Banking and Finance, 13(3), 45-67.

Auda, J. (2008). Magqasid al-Shariah as Philosophy of Islamic Law: A Systems
Approach. IIIT.

Chapra, M. U. (2000). The future of economics: An Islamic perspective. The Islamic

Foundation.



MURABAHAH: Journal of Islamic Economics, Vol. 1 No. 1, 2025 53

Cizakca, M. (2011). Islamic capitalism and finance: Origins, evolution, and the

future. Edward Elgar Publishing.

Cizakca, M. (2021). Blockchain Technology and the Future of Islamic Waqf

Management. Journal of Islamic Economics and Finance, 17(1), 45-67.

Creswell, J. W. (2018). Research design: Qualitative, quantitative, and mixed
methods approaches (5th ed.). SAGE Publications.

Dusuki, A. W. (2008). Understanding the objectives of Islamic banking: A review
of Magqasid al-Shariah approach. International Journal of Islamic and
Middle Eastern Finance and Management, 1(2), 132-148.

Dusuki, A. W. (2008). Understanding the objectives of Islamic banking: A review
of Magqasid al-Shariah approach. International Journal of Islamic and
Middle Eastern Finance and Management, 1(2), 132-148.

Dusuki, A. W., & Abdullah, N. 1. (2007). Maqasid al-Shari’ah, maslahah, and
corporate social responsibility. The American Journal of Islamic Social
Sciences, 24(1), 25-45.

Farooq, M. O. (2016). Rethinking Islamic finance: Promises, challenges, and the

way forward. Palgrave Macmillan.

Friedman, M. (1970). The social responsibility of business is to increase its profits.
The New York Times Magazine, 13(1970), 32-33.

Hasan, M. K., & Lewis, M. (2007). Handbook of Islamic Banking. Edward Elgar
Publishing.

Hassan, A., & Mohamad, S. (2018). Toward a magqasid al-Shari’ah based
development index. Islamic Economic Studies, 26(1), 23-45.

Hassan, M. K. (2010). An integrated poverty alleviation model combining zakat,
awqaf, and microfinance. 7th International Conference on Islamic

Economics and Finance.

Hassan, M. K., & Lewis, M. (2007). Handbook of Islamic Banking. Edward Elgar
Publishing.

Hassan, M. K., & Mohamad, S. (2018). Islamic Microfinance and Sustainable
Development: A Theoretical Framework. Journal of Islamic Financial
Studies, 8(1), 12-35.



54 Islamic Social Business Model in Enhancing Community Welfare: A Magashid Shariah and
Sustainable Economy Approach

Islamic Development Bank (IsDB). (2021). Annual Report 2021: Islamic finance and

sustainable development.

Kahf, M. (1999). Islamic economics: The foundations of Islamic economic system.

Islamic Research and Training Institute.

Kammer, A., Norat, M., Pinon, M., Prasad, A., & Towe, C. (2015). Islamic finance:
Opportunities, challenges, and policy options. International Monetary
Fund.

Karim, N. (2010). Islamic microfinance: An ethical alternative to poverty

alleviation. Journal of Islamic Finance, 3(1), 12-26.

Karim, N., Tarazi, M., & Reille, X. (2010). Islamic microfinance: An emerging
market niche. CGAP.

Obaidullah, M., & Khan, T. (2008). Islamic microfinance development: Challenges

and initiatives. Islamic Research and Training Institute.

Rahman, A. (2020). The Role of Fintech in Islamic Social Finance: Challenges and

Opportunities. Journal of Islamic Financial Studies, 8(1), 12-35.

Usmani, M. T. (2002). An introduction to Islamic finance. Kluwer Law

International.
World Bank. (2020). Poverty and shared prosperity 2020: Reversals of fortune.

Yunus, M. (2010). Building Social Business: The New Kind of Capitalism That
Serves Humanity's Most Pressing Needs. Public Affairs.



