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ABSTRACT

The Islamic capital market plays a strategic role in promoting sustainable investment by upholding Sharia
principles based on ethics, justice, and sustainability. Sustainable investment in this context not only seeks
financial returns but also considers the social and environmental impacts of investment decisions. As an
alternative financing option aligned with Islamic principles, the Islamic capital market prohibits practices
such as usury (riba), excessive uncertainty (gharar), and investments in sectors that contradict Islamic moral
values. Financial instruments such as green sukuk offer solutions to support environmentally friendly and
socially responsible projects. Additionally, the Islamic capital market encourages investment in companies
that comply with Sharia principles and demonstrate a strong commitment to sustainability. This study aims
to examine the contribution of the Islamic capital market in fostering more sustainable investments. By
analyzing financial instruments and policies implemented in this sector, the study is expected to provide
insights into the potential of the Islamic capital market as a tool for achieving investment goals that prioritize
sustainability and align with the principles of Islamic economics.
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INTRODUCTION

Islamic capital markets have grown rapidly in recent decades, particularly in
countries with large Muslim populations. Along with this development, the Islamic capital
market has not only become an investment alternative that complies with Islamic
economic principles, but also plays an important role in promoting sustainable
investment (Selasi & Hernawati, 2024). Sustainable investment, which prioritizes social,
environmental and good governance (ESG) aspects, has become a major concern in the
globalized world, along with the growing awareness of climate change and other social
issues. Islamic capital markets, with their characteristics that prioritize transparency,
fairness, and ethics, can play a strategic role in encouraging investments that are not only
financially beneficial, but also have a positive impact on society and the environment.

Basically, the Islamic capital market operates on principles that are based on Islamic
teachings. The main principle of the Islamic capital market is the prohibition of riba
(interest), gharar (uncertainty), and investment in sectors that are contrary to Islamic
moral values, such as the alcohol industry, gambling, and other haram products. In this
context, the Islamic capital market prioritizes investments in sectors that support
sustainability, both in environmental and social aspects. This makes the Islamic capital
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market an ideal platform for developing sustainability-focused financial instruments
(Sasongko et al., 2024).

One of the popular instruments in the Islamic capital market is sukuk. Sukuk is a
financing instrument based on real assets and in accordance with sharia principles
(Susanto etal., 2023). Green sukuk, which is a variant of sukuk, has emerged as one of the
solutions to finance environmentally friendly projects, such as renewable energy, waste
management, and green infrastructure development. Green sukuk not only fulfill sharia
principles, but also make a significant contribution in supporting the sustainable
development goals (SDGs) set by the United Nations.

The sustainable investment sector has become one of the main focuses in today's
global economy. Companies and investors are increasingly interested in incorporating
sustainability factors in their investment decisions. In addition, countries around the
world are beginning to design policies that support sustainable investment. The Islamic
capital market, with its existing systems and regulations, can offer financing alternatives
that meet the principles of sustainability, taking into account social, economic and
environmental aspects. In this case, the Islamic capital market offers instruments that
emphasize moral values and sustainability in line with Islamic principles.

However, while the Islamic capital market has great potential in promoting
sustainable investment, its implementation still faces a number of challenges. One of the
main challenges is the lack of adequate understanding of the concept of sustainable
investment among market participants and the general public. In addition, the lack of
regulations that support the development of sustainable financial instruments in the
I[slamic capital market is also an obstacle that needs to be overcome. Therefore, strategic
steps are needed to increase understanding, build appropriate regulations, and introduce
more financial instruments that support sustainability in the Islamic capital market.

The role of Islamic capital markets in promoting sustainable investment also
depends on close collaboration between the public sector, private sector, and the
community. The government can create policies that support the development of Islamic
capital markets, while the private sector, particularly companies, can adopt ESG
principles in their business activities. Communities should also be empowered with
knowledge and understanding of sustainable investment and how Islamic capital
markets can provide solutions that suit their needs (Sauri, 2023).

[tis important to note that Islamic capital markets do not only focus on the financial
aspects, but also pay attention to the social and environmental impacts of investments
made. This includes aspects such as job creation, poverty reduction, and protection of
natural resources. As such, Islamic capital markets can play an important role in creating
a more inclusive, equitable and sustainable investment ecosystem.

In addition, the development of digital technology and advanced information
systems can accelerate the growth of Islamic capital markets. Using blockchain
technology, for example, transparency and accountability in sukuk transactions and other
financial instruments can be enhanced, thereby attracting more investors who are
concerned about sustainability. Utilizing this technology can also expand the access of the
I[slamic capital market to various groups, including retail investors who are interested in
sustainable investment.

On the other hand, sustainable investments based on Islamic capital markets are
not only beneficial for investors and companies, but also have a positive impact on society
at large. By supporting projects that are environmentally friendly and focused on social
welfare, the Islamic capital market can be a driving force for the achievement of
sustainable development goals, both at the national and global levels (Nuraini & Hayati,
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2024). Therefore, the Islamic capital market has the potential to be a very effective
instrument in supporting efforts to create a more sustainable future.

This study aims to explore the role of the Islamic capital market in promoting
sustainable investment. Through this research, it is expected to find various
opportunities and challenges faced by the Islamic capital market in encouraging
investments that are in accordance with the principles of sustainability. The results of
this study are expected to provide new insights into the potential of the Islamic capital
market as an effective instrument in supporting sustainable development goals and
creating a more equitable and sustainable investment ecosystem in the future.

METHOD

This research method is carried out systematically to obtain a good workflow that
can be used as a guide for researchers in carrying out this research, so that the results
obtained do not deviate and the desired goals can be achieved properly and in accordance
with the previously set objectives. The research method used in this journal is the
literature study method. This method is a data collection technique carried out by
scanning previously written sources, such as academic journals, books, research reports,
and related documents.

This method is used to collect data and information on Islamic capital markets and
sustainable economic development. The process of data collection in literature study
involves three important steps, namely editing, organizing, and searching. Since this
research is conducted through literature research, the data obtained is in the form of
primary legal materials in the form of binding legal materials, such as national laws and
regulations, especially those relating to the capital market, as well as their implementing
regulations through Bapepam Decrees and other related regulations. In addition,
secondary legal materials that include legal references and non-legal research results,
legal papers, and third-party legal materials such as dictionaries, encyclopedias, and
various articles in the print media were also used in this research.

After the data is collected, the researcher continues with an in-depth analysis of the
results of organizing the data using predetermined principles, theories, and methods so
that conclusions can be found which are answers to the problem formulation. Data
analysis and conclusion drawing from the research results were carried out using
qualitative methods, which were then presented in descriptive form. This qualitative
method was chosen because it provides flexibility in exploring deeper meaning and
context regarding the role of Islamic capital markets in encouraging sustainable
investment.

In the analysis stage, the researcher will compare and review various relevant
literature sources to gain a comprehensive understanding of the Islamic capital market,
financial instruments that support sustainability, as well as the impacts and challenges
faced in implementing sustainable investment in the Islamic capital market. We will also
examine existing regulations related to the issuance of green sukuk and other
sustainability-focused investment instruments, and how they can strengthen the role of
I[slamic capital markets in promoting sustainable investment.

The conclusions of this research are expected to provide new insights into how
I[slamic capital markets can play a strategic role in driving sustainable economic
development, as well as provide recommendations for the development of Islamic
financial instruments that focus more on sustainability and support the achievement of
sustainable development goals (SDGs). The results of this research will be presented in
descriptive form using in-depth qualitative analysis, which is expected to contribute to
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the understanding of the potential of Islamic capital markets as a tool to achieve more
sustainable investment

RESULTS AND DISCUSSION

Results of Literature Study on Islamic Capital Market and Sustainable Investment

Based on the results of the literature study that has been conducted, the Islamic
capital market turns out to have a very strategic position in promoting and supporting
sustainable investment, especially in the context of a market that emphasizes sharia
principles. The Islamic capital market offers a different alternative to conventional capital
markets, as it is based on the principles of Islamic law that guide all transactions and
investment decisions. The main principle of Islamic capital markets is to prohibit
transactions that contain usury (interest), gharar (excessive uncertainty), and haram
(forbidden), such as the alcohol, gambling, tobacco sectors, as well as industries that are
contrary to Islamic moral values (Putra et al.,, 2023).

The uniqueness of the Islamic capital market lies in the way it prioritizes
investments that are not only financially beneficial, but also seeks to ensure that they do
not harm society, the environment, or create social inequality (Abidin & Kadarsih, 2024).
By avoiding sectors that can damage the environment and have negative social impacts,
[slamic capital markets offer a more ethically responsible investment framework.
Therefore, in addition to providing economic benefits, investing through Islamic capital
markets can also support the achievement of sustainable development goals that
emphasize environmental sustainability and social welfare.

One of the main instruments in the Islamic capital market is sukuk, which serves
as a certificate or securities based on real assets and must comply with sharia principles.
Sukuk are an increasingly popular financing alternative in the Islamic capital market and
can be used to fund large projects, both in the infrastructure sector and environmentally
friendly social projects. Green sukuk, as a variant of sukuk, is growing rapidly and is
becoming one of the most relevant financing instruments to support sustainability. Green
sukuk are used to finance projects that have a positive impact on the environment, such
as renewable energy projects (such as solar and wind power plants), sustainable
management of natural resources, waste treatment, and carbon footprint reduction.

A search of the existing literature shows that green sukuk issuance has begun to
be implemented in various countries with rapidly growing Islamic capital markets, such
as Malaysia, Indonesia and Bahrain. In Malaysia, for example, green sukuk have become
an important instrument in funding sustainable development projects, including green
infrastructure projects and renewable energy development. The Malaysian government
also supports the issuance of green sukuk as part of national efforts to reduce greenhouse
gas emissions and support the clean energy transition. The same goes for Indonesia,
which started green sukuk issuance in 2018 to fund environmentally sound
infrastructure development projects, with support from the capital market regulator.

However, despite the existence of regulations governing the issuance of green
sukuk and similar instruments, the overall development of the Islamic capital market is
still limited to the aspect of issuing sukuk and investment instruments that focus on the
environmental sector. Other important sectors, such as investments based on ESG
(Environmental, Social, and Governance) principles, are still minimally regulated in the
I[slamic capital market framework. The development of broader ESG-based investment
instruments, which include social responsibility and good governance, is needed so that
the Islamic capital market can develop more holistically and accommodate various
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projects that are not only environmentally friendly, but also provide significant social
benefits.

[t is important to note that while the Islamic capital market has great potential in
supporting sustainable development, there are several challenges that need to be
addressed. One of the biggest challenges is the gap in understanding of the concept of
sustainability in the Islamic capital market, especially in relation to ESG-based
investment instruments that are not yet widely understood in depth by market
participants, including investors and companies. The lack of market literacy regarding
ESG principles in the context of the Islamic capital market causes investors and
companies to prefer conventional investments that are more easily understood and
widely accepted.

In addition, although green sukuk have been issued in some countries, the absence
of clear social and environmental impact reporting standards remains a major obstacle.
With clear and measurable standards, investors will be able to ensure that the funds they
invest are actually used for purposes that are in line with sustainability principles and
have a positive impact on society and the environment. Therefore, the government and
capital market regulators need to work together with international institutions to
establish global standards that can be followed by all countries in the issuance of green
sukuk and other sustainable instruments.

In the future, to encourage the development of a more inclusive and sustainability-
focused Islamic capital market, there needs to be stronger collaboration between the
public and private sectors. Market regulators need to continuously update and adjust
their regulations to better support the development of sharia-compliant sustainability-
based investment instruments. On the other hand, the private sector, especially
companies engaged in renewable energy, green infrastructure and natural resource
management, needs to be more active in accessing Islamic capital markets to fund their
sustainable projects. In this regard, more in-depth education on Islamic capital markets
and sustainability should be a top priority for all parties involved.

With a more comprehensive development of ESG-based investment instruments
and increased regulation on green sukuk issuance, Islamic capital markets have
enormous potential to become a key driver in financing projects that support social and
environmental sustainability. In the future, Islamic capital markets can play a broader
role in creating a more equitable, transparent and sustainable global financial ecosystem.

The Role of Islamic Capital Markets in Promoting Sustainable Investment

[slamic capital markets offer an innovative and ethical alternative in the world of
global finance, especially in promoting sustainable investment. By using Islamic
instruments such as green sukuk, Islamic capital markets are able to provide financing
for projects that are not only oriented towards financial returns, but also have a positive
impact on the environment and society (Putri et al., 2024).

a. Green Sukuk: Supporting Sustainable Projects

Green sukuk, as the most prominent Islamic capital market instrument in support
of sustainability, are specifically designed to fund projects that focus on environmental
preservation. Unlike conventional sukuk, green sukuk are not only oriented towards
profitable yield sharing, but also ensure that the funds raised are used for projects that
have positive social and environmental impacts. Renewable energy projects, such as wind
and solar power plants, as well as clean water management and reduction of greenhouse
gas emissions, are some examples of initiatives that can be funded through green sukuk
(Karina, 2019).
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One concrete example is the use of green sukuk to finance the construction of solar
power plants in developing countries. These projects will not only provide financial
returns to investors, but also provide long-term benefits to society by providing an
environmentally friendly source of energy and reducing dependence on fossil fuels.

b. Conformity with Sustainable Development Goals (SDGs)

The Islamic capital market, through its Islamic instruments, is also closely linked
to the Sustainable Development Goals (SDGs) that have been launched by the United
Nations. The SDGs aim to address social, economic and environmental issues across the
board, and Islamic capital markets can contribute significantly to achieving these goals.
For example, green sukuk support projects that focus on poverty reduction, improving
the quality of education, access to clean water, affordable energy, and sustainable
management of natural resources (Alfa, 2019).

With sustainability-focused investment instruments, Islamic capital markets
allow investors to select projects that are in line with these goals. The existence of green
sukuk facilitates the achievement of the SDGs, which in this context also includes the goal
of achieving inclusive and sustainable economic growth and reducing social inequality.
[slamic capital markets are therefore an ideal platform for investors who not only seek
financial returns, but also want to make a positive impact on society and the environment.

c. Sharia Principles and Social Justice in Investment

In addition to sustainability, Islamic capital markets also integrate sharia
principles that emphasize social justice and transparency in every investment decision.
Shariah principles regulate fair profit sharing between investors and project owners, and
ensure that investments are made without involving elements that harm other parties,
such as riba (interest), gharar (uncertainty), and maysir (gambling) (Kholid, 2018).

With these principles, Islamic capital markets seek to avoid exploitation and
create a fairer and more transparent financial system. In the context of sustainable
investment, this means that Islamic capital markets not only seek financial returns for
investors, but also ensure that funded projects do not harm society or the environment.
For example, development projects funded through green sukuk must meet strict
environmental standards and not cause ecological damage.

In addition, Islamic capital markets also focus on sectors that can provide broader
social benefits, such as social infrastructure development, education, and healthcare.
These Shariah principles make the Islamic capital market a more inclusive investment
platform that is oriented towards fairer social and economic welfare.

d. Challenges and Opportunities for Islamic Capital Markets in Sustainable

Investment

Although Islamic capital markets have great potential in promoting sustainable
investment, there are some challenges that need to be faced, such as the lack of in-depth
understanding of sharia principles among global investors and limited knowledge of
I[slamic financial instruments in some countries. On the other hand, this also opens up
great opportunities for education and development of Islamic capital markets, especially
in countries with large Muslim populations (Atikah & Sayudin, 2024).

In addition, regulatory challenges are also a concern, as Islamic capital markets
require a clear legal framework to ensure that investment instruments such as green
sukuk are viable and accountable. For this reason, cooperation between the government,
financial institutions, and the private sector is needed to develop an Islamic capital
market ecosystem that supports sustainability.
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Challenges in the Development of a Sustainability-Focused Islamic Capital Market

While Islamic capital markets have great potential in promoting sustainable
investment, several significant challenges still need to be overcome to realize this goal.
One of the main obstacles is the limited understanding of the concept of sustainable
investment among market participants. Many investors still view Islamic capital markets
as an investment alternative that focuses solely on financial returns, without considering
social and environmental impacts. This is contrary to the basic principles of sustainable
investment, which aims to generate financial returns without harming the environment
or society. This change in mindset is an important step to ensure that Islamic capital
markets do not only prioritize material returns, but also make a positive contribution to
social and environmental sustainability (Norrahman, 2023).

In addition, regulatory challenges are also a major obstacle in the development of
sustainable investment in Islamic capital markets. Although instruments such as green
sukuk have been introduced in several countries, regulations related to reporting the
social and environmental impacts of projects funded through green sukuk are still very
limited. In the absence of clear and transparent reporting standards, it is difficult to
ensure that funds raised through green sukuk are actually used to fund projects that meet
sustainability criteria. Therefore, there is a need for more detailed and comprehensive
regulations regarding the reporting of social and environmental impacts of funded
projects, as well as stricter oversight to ensure that such standards are adhered to. This
will increase transparency and accountability in fund management, and give investors
confidence that their investments are supporting truly sustainable initiatives.

Limited education and understanding of Islamic capital markets and sustainable
investment is also a major obstacle to their development. Many investors, both individual
and institutional, lack in-depth knowledge of Shariah principles and how Islamic capital
markets can play a role in supporting sustainability (Hikmah & Selasi, 2025). Without a
good understanding, many of them are hesitant to invest in Islamic instruments,
including green sukuk. Therefore, more in-depth education on Islamic capital markets,
especially in relation to Shariah principles and how sustainable investment instruments
can provide both financial and social benefits, is essential. This increased understanding
will not only encourage more participation in Islamic capital markets, but also help
change the perception that Islamic investments are only for material gain. By providing
greater knowledge of the social and environmental benefits of sustainable investments,
Islamic capital markets can evolve into a more inclusive and sustainable platform.

Contribution of Government and Regulators in Supporting Sustainable Islamic
Capital Market

Governments and capital market regulators have a crucial role to play in creating
and developing a sustainability-focused Islamic capital market. The first step is to ensure
clear and consistent regulations that encourage the issuance of Islamic instruments, such
as green sukuk, and incentivize companies and investors that commit to sustainable
projects. One way the government can do this is by introducing tax incentive policies,
such as tax reduction or exemption for green sukuk issuers and companies that invest in
environmentally friendly projects. These incentives are expected to attract more market
players to participate in investment initiatives that are in line with sharia principles and
sustainability goals. By providing fiscal incentives, the government can create a more
conducive and attractive investment climate for the private sector to develop projects
that have a positive impact on the environment and society (Bengu, 2024).

However, incentive policies alone are not enough. To ensure that funds raised
through Islamic investment instruments are actually used for sustainable projects, the
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government also needs to establish more transparent and accountable reporting
standards. Issuers of green sukuk and other instruments should be required to report on
the social and environmental impacts of the projects they finance. With detailed reporting
regulations in place, as well as the implementation of a rigorous audit system, the
government can directly monitor how the funds are being used, ensuring that the projects
being funded are not only financially beneficial but also have a positive impact on
sustainability. This will increase transparency, which in turn will build investor and
public confidence in Islamic capital markets, and encourage greater participation in
[slamic instruments.

In addition, it is important for the government to encourage close collaboration
between the public sector, private sector, and international financial institutions. This
cooperation will accelerate the sustainable development of Islamic capital markets by
building a supportive ecosystem. The government can work with international
institutions such as the World Bank and Islamic Development Bank (IDB) to provide
funding as well as technical support in the development of sustainable financial
instruments (Widjaya & Fasa, 2024). Such collaboration could also include the creation
of international standards that integrate sharia principles with sustainability practices,
so that sharia investment instruments issued can be accepted and recognized globally.
Such collaboration will help developing countries access global markets and enhance the
competitiveness of Islamic capital markets internationally.

Clear policy development should also include giving more attention to small and
medium-sized enterprises (SMEs) sectors that have the potential to contribute to
sustainable development. Governments need to create policies that not only favor large
companies, but also open up opportunities for SMEs to gain access to sustainable finance
(Windusancono, 2021). SMEs often find it difficult to access funds from traditional capital
markets, even though they have great potential in supporting sustainable social and
environmental projects (Helvira et al., 2024). By providing the right policy support, such
as the provision of funding facilities or access to sharia-based financing, governments can
ensure that these small sectors can also participate in sustainable Islamic capital markets.

An effective supervisory system is also integral to the sustainable development of
[slamic capital markets. Capital market regulators must ensure that adequate oversight
mechanisms are in place to prevent potential misuse or non-transparency in the
management of investment funds. One way to strengthen oversight is to engage
independent audit institutions that routinely conduct checks on funded projects.
Regulators also need to provide channels for investors to report any irregularities or
violations that may occur. In this way, Islamic capital markets can be more accountable,
and more investors will feel safe to invest in sustainability-focused instruments (Wafa &
Rohmah, 2024).

In addition, regulators also need to facilitate wider education to the public and
investors on the benefits and potential of Islamic capital markets. Many investors still
lack an understanding of how Islamic capital markets operate, particularly in relation to
sharia principles and the application of sustainable investment. Improving this
knowledge will help investors make more informed decisions, as well as change their
views on the potential for investments that are not only financially beneficial but also
have a positive impact on society and the environment.

Overall, the contribution of governments and regulators in supporting sustainable
I[slamic capital markets is crucial. Through incentive policies, clear regulations, strict
supervision, and collaboration with the private sector and international institutions, the
I[slamic capital market can evolve into a more inclusive, transparent, and sustainable
platform. With such measures, Islamic capital markets will be able to create more
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investments that not only provide financial returns, but also promote a more just and
environmentally friendly world

CONCLUSION

The Islamic capital market plays an important role in supporting sustainable
investment by promoting sharia principles that prioritize fairness, transparency, and
sustainability. This market offers financing alternatives that comply with Islamic
principles, such as the prohibition of usury, gharar, and investment in sectors that are
against [slamic moral values. Key instruments such as green sukuk provide a solution in
financing environmentally friendly projects that support the Sustainable Development
Goals (SDGs). However, the main challenges remain in terms of understanding the
concept of sustainable investment among market participants and inadequate
regulations. To maximize the potential of the Islamic capital market, further education
for investors and the development of stronger regulations, as well as collaboration
between the public, private and community sectors are needed. The government also
needs to encourage policies that support the development of ESG (Environmental, Social,
Governance) based investment instruments. With these measures, the Islamic capital
market has great potential to become a key driver in sustainable and fairer investments,
creating a more transparent and environmentally friendly financial ecosystem..
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