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Key Insights

+¢ Islamic economics and finance offers a structural advantage in promoting sustainable
development goals by prioritizing ethical investing, risk-sharing, and social justice over
conventional interest-based models
% The theological framework of Islam intrinsically supports energy sustainability by
mandating environmental stewardship and establishing strict prohibitions against the
overconsumption of natural resources

R

+¢ Shari’ah-compliant financial instruments, specifically green sukuk, have been successfully

operationalized to fund large-scale renewable energy infrastructure in Muslim-majority

nations like Malaysia and Indonesia

% A systemic transition to a green economy requires profound institutional participation,
behavioural change, and the formal integration of Islamic ethical principles into global

sustainability frameworks

Theological Foundations of
Environmental Stewardship

Energy plays a fundamental role in the
functioning and advancement of modemn
societies. It underpins economic growth,
industrial development, technological progress,

and overarching social well-being. However, the
global community is currently grappling with
escalating challenges related to climate change,
resource depletion, and systemic inequality.
Global primary energy demand reached a
historic high of 620 exajoules in 2022. Despite
this immense consumption, nearly 770 million
people still lack access to reliable electricity. The
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traditional reliance on fossil fuels has led to
severe environmental degradation, making the
shift toward renewable and sustainable energy
sources a critical necessity for survival.

Islamic teachings offer a profoundly robust
framework that promotes the sustainability of
energy sources while emphasizing the need to
strike a harmonious balance between human
progress and environmental preservation. The
discourse regarding the Islamic perspective on
sustainable energy is deeply rooted in primary
Shari’ah sources, specifically the Qur’an and
Sunnah, alongside secondary sources including
Islamic legal maxims and the higher Objectives
of Shari’ah (Magqasid al-Shari‘ah). The Qur’an
introduces the fundamental concept of
stewardship (khalifah), which dictates that
humans are accountable for the preservation of
the earth and are divinely obligated to safeguard
it from destruction. This theological philosophy
aligns seamlessly with contemporary concepts of
sustainable resource management.

Furthermore, Islamic jurisprudence advocates
for strict moderation (wasatiyyah) and the
avoidance of wastefulness (israf) to prevent the
overconsumption and excessive exploitation of
natural resources. The prohibition of
wastefulness is considered one of the most
essential concepts in Islamic teachings. This
principle is explicitly stated in Surah al-An'am
(6:141): ¢ yodl) $sd ¥ &) 158 X5 Y5 Do mor waste
[resources] extravagantly. Indeed, He does not like
those who commit excess. By establishing these firm
boundaries, classical Islamic economics
intrinsically regulates human consumption
patterns to protect ecological Balance (mizan).

The Qur’an also draws direct attention to the
adverse effects that human acts have on the

global environment. Specifically, verse 30:41 of
Surah  al-Rum  highlights  environmental
degradation by stating: L JAdlls Hll 3 dLdll gk
Volae @ iy gl QB il S Corruption has
appeared on land and sea because of what the hands of
people have earned, so He may let them experience
the consequences of their actions. This serves as
a divine warning against environmental
negligence and reinforces the necessity of ethical
accountability in all economic and industrial
pursuits.

This policy paper aims to bridge classical Islamic
jurisprudential principles with modern energy
transition blueprints. The subsequent sections
are organized to first dissect the Islamic financial
architecture for renewable energy, analyzing the
operationalization of Shari’ah-based finance in
contemporary markets. Following this, the paper
will synthesize these theoretical and financial
elements into a cohesive governance framework,
ultimately  providing  actionable  policy
recommendations for state actors and financial
regulators to facilitate a just and sustainable
energy transition.

The Islamic Economics and Financial
Architecture for Renewable Energy

The transition toward sustainable energy sources
such as solar, wind, hydro, and biomass
necessitates a massive mobilization of capital.
While renewable energy sources have a small
carbon impact and sustainable replenishment
rates, they face significant economic hurdles.
Challenges such as high initial investment prices,
constraints in infrastructure, and intermittency
concerns continue to exist in the field of
renewable energy. Conventional financing
structures frequently rely on interest-based debt
mechanisms and speculative investments to fund
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these massive projects. These traditional models
are fundamentally disconnected from the
underlying ecological assets and prioritize fixed
financial returns over sustainable, long-term
environmental outcomes.

Conversely, Islamic economics and finance offer
a structural alternative that prioritizes ethical
transactions, tangible asset-backing, and social
responsibility. By rooting financial instruments
in the real economy through mechanisms like
risk-sharing (musharakah) and profit-sharing
(mudarabah), the Islamic financial architecture
ensures that capital is directly tied to productive
and ecologically beneficial enterprises. The
fundamental socio-economic logic of Islamic
green finance dictates that capital investment
must be intrinsically linked to a tangible
ecological = asset. Through  profit-sharing
mechanisms, the financial return is generated
ethically while simultaneously achieving a
quantifiable environmental impact, thereby
restoring ecological balance (mizan).

This asset-backed logic is most prominently
realized through the issuance of green sukuk.
Green sukuk are Shari’ah-compliant financial
instruments engineered exclusively to fund
environmentally sustainable initiatives. They
represent a paradigm shift in climate finance by
seamlessly integrating the core tenets of Islamic
economics with global green financing
objectives. Unlike traditional bonds that create
debt obligations independent of physical asset
performance, green sukuk require the existence
of underlying green assets, thereby enforcing
strict governance over how funds are deployed.

The operational viability of this architecture has
been definitively proven in Southeast Asian
markets, which currently lead the global

deployment of Islamic green finance. In 2017,
Malaysia pioneered this frontier by issuing the
Tadau Energy green sukuk. Recognized as the
very first Islamic green sukuk globally, it was
structured specifically to fund massive solar
operations, effectively securing capital for a fifty-
megawatt solar photovoltaic facility in the state
of Sabah. This monumental issuance validated
the Shari’ah-compliant framework for large-scale
renewable energy infrastructure and catalyzed
similar financial innovations globally.

Following Malaysia’s precedent, the Republic of
Indonesia elevated the scale of Islamic green
finance by launching the world’s first sovereign
green sukuk in 2018. This sovereign issuance
successfully raised an initial sum of 1.25 billion
United States dollars. The capital mobilized
through this sovereign instrument provided
critical = state-level backing for national
sustainability targets. These empirical case
studies collectively demonstrate that Islamic
financial instruments possess both the structural
integrity and the market depth required to
finance the global energy transition effectively
and ethically. Investors have expressed a strong
desire for Islamic financial solutions that are not
just sustainable but also ecologically sound,
indicating a massive market appetite for these
Instruments.
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Institutional
Governance

Synergy and Policy

The successful transition to a green economy
necessitates more than the mere introduction of
novel financial instruments. It demands
comprehensive institutional participation and
systemic behavioral change. It is integral to
ensure that Islamic ethics continue to serve as the
underlying impetus for this transition and that
global sustainability frameworks consistently
draw upon Islamic principles. The International
Renewable Energy Agency reported in 2021 that
several nations, particularly those located in
Southeast Asia and the Middle East, are
currently at the forefront of exploiting green
sukuk to finance the development of renewable
energy infrastructure. To sustain and scale this
momentum globally, state actors must construct
a robust governance architecture that seamlessly
aligns public policy with Magasid al-Shari‘ah.

Effective policy governance bridges the
operational gap between classical jurisprudence
and contemporary statutory requirements.
Regulators must ensure that financial
mobilization directly translates into measurable
environmental preservation and public interest
(maslahah). By deliberately embedding Islamic
legal maxims into state energy blueprints,
policymakers can mandate that all state-backed
energy initiatives inherently reject ecological
harm and promote resource equilibrium. This
institutional synergy requires a stringent
regulatory auditing mechanism where Shari’ah
advisory boards and national environmental
protection agencies work in tandem to certify
that funded projects maintain zero-waste
standards and strictly avoid speculative financial
practices.

Statutory Energy Policy Classical Shari’ah Maxim Resulting Compliance Outcome

Carbon Emission

Reduction (al-dararu yuzal)

Renewable Resource  Cultivation of public

Subsidies interest (maslahah
mursalah)
Prohibition of Energy  Prevention of hoarding
Monopolies (ihtikar)

Sustainable Resource = Custom dictates
Management

‘adah muhakkamah)

Harm must be eliminated

operational boundaries (al-

Mandatory and rigorous environmental
impact assessments for all sukuk-funded
industrial projects to ensure no ecological
harm is perpetuated.

State-backed financial incentives and tax
exemptions for solar, wind, and
geothermal infrastructure development to
serve the broader public good.
Implementation of decentralized peer-to-
peer energy trading grids to ensure
equitable community access to power and
prevent resource monopolization.
Integration of localized, -culturally
grounded conservation practices into
national energy consumption guidelines
to ensure communal adoption.
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The integration of these classical maxims into  leveraging the comprehensive nature of Islamic
modern policy ensures that the legal and law, states can create an environment where
financial frameworks governing the energy economic development does not come at the
transition are not merely utilitarian, but are expense of ecological degradation.

deeply rooted in ethical accountability. By

Policy Recommendations

% Policy Recommendation 1: State energy ministries must formally incorporate Islamic
jurisprudence principles into national energy strategies. By developing standardized
regulatory frameworks that explicitly enable the use of green sukuk and other Shari’ah-
compliant tools, governments can remove bureaucratic friction and accelerate the
funding of renewable energy projects.

+ Policy Recommendation 2: Central banks and financial regulators should implement
targeted economic incentives for institutions deploying Islamic green finance.
Providing tax exemptions or preferential capital requirements for Shari’ah-compliant
renewable energy investments will enhance financial inclusivity and attract deep pools
of ethical capital to critical infrastructure projects.

+ Policy Recommendation 3: Public policy must transcend institutional finance by
driving behavioral change at the consumer level. Governments should launch national
awareness campaigns that leverage Islamic environmental ethics, specifically
emphasizing the divine mandate of stewardship (khalifah) and ecological balance
(mizan), to foster responsible energy consumption and minimize wastefulness (israf)
within communities.

+ Policy Recommendation 4: The state must mandate the creation of specialized, cross-
disciplinary oversight committees. These entities should consist of Shari’ah scholars,
environmental scientists, and financial auditors tasked with ensuring that all green
sukuk projects strictly adhere to both environmental preservation metrics and Islamic
legal maxims. This institutional participation guarantees that the transition to a green
economy remains anchored in authentic Islamic ethics.
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