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ABSTRACT

Recurring global financial crises and widening distributive inequalities expose the systemic failures of the
conventional market efficiency paradigm in ensuring economic stability and justice. This article aims to
reconceptualize financial markets through a moral-economic equilibrium approach as an alternative to the
mainstream model. Employing a qualitative method via a critical literature review of conventional and Islamic
economics, the study deconstructs the underlying assumptions of both systems to produce a new theoretical
reconstruction. Research findings indicate that Islamic financial markets function as equilibrium systems that
simultaneously integrate economic efficiency, moral values, and social objectives. The core foundation lies in the
prohibition of Riba, Gharar, and Maysir, integrated with risk-sharing mechanisms and organic linkages to the real
sector. This moral-economic equilibrium demonstrates that market efficiency and distributive justice can
harmoniously synergize within the Maqashid al-shariah framework. In conclusion, the article asserts that Islamic
financial markets represent a value-based financial paradigm oriented toward socio-economic welfare and
sustainable development. The primary theoretical contribution is the provision of a new analytical framework that
synthesizes moral and economic dimensions into a single, cohesive equilibrium construct to address the limitations
of the efficiency paradigm in responding to contemporary global economic stability challenges.

Keywords: Islamic Financial Market, Moral-Economic Equilibrium, Risk Sharing, Economic Justice, Market
Efficiency

ABSTRAK

Krisis finansial global yang berulang dan ketimpangan distributif yang kian lebar mengungkap kegagalan sistemik
paradigma efisiensi pasar konvensional dalam menjaga stabilitas serta keadilan ekonomi. Artikel ini bertujuan untuk
merekonseptualisasi pasar keuangan melalui pendekatan moral-economic equilibrium sebagai alternatif terhadap
model arus utama. Dengan menggunakan metode kualitatif melalui tinjauan pustaka kritis terhadap literatur ekonomi
konvensional dan Islam, studi ini membedah asumsi dasar kedua sistem untuk menghasilkan rekonstruksi teoretis
baru. Temuan penelitian menunjukkan bahwa pasar keuangan Islam berfungsi sebagai sistem keseimbangan yang
mengintegrasikan efisiensi ekonomi, nilai moral, dan tujuan sosial secara simultan. Fondasi utamanya terletak pada
pelarangan riba, gharar, dan maysir yang dipadukan dengan mekanisme pembagian risiko (risk sharing) serta
keterkaitan organik dengan sektor riil. Keseimbangan moral-ekonomi ini membuktikan bahwa efisiensi pasar dan
keadilan distributif dapat bersinergi secara harmonis dalam kerangka maqashid al-shariah. Sebagai kesimpulan,
artikel ini menegaskan bahwa pasar keuangan Islam merupakan paradigma keuangan berbasis nilai yang berorientasi
pada kesejahteraan sosio-ekonomi dan pembangunan berkelanjutan. Kontribusi teoretis utama penelitian ini adalah
penyediaan kerangka kerja analitis baru yang mensintesis dimensi moral dan ekonomi ke dalam satu konstruksi
keseimbangan utuh untuk menjawab keterbatasan paradigma efisiensi dalam merespons tantangan stabilitas ekonomi
global saat ini.

Kata kunci: Pasar Keuangan Islam, Keseimbangan Moral-Ekonomi, Pembagian Risiko, Keadilan Ekonomi, Efisiensi
Pasar
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1. Introduction

Financial markets serve as the indispensable vascular system of the modern global economy (Chowdhury et al., 2022;
Karacsony et al., 2023; Yifu & Wang, 2022). They are theoretically designed to facilitate the seamless flow of capital
from surplus units to deficit units, thereby catalyzing productive investment and sustainable growth (Al Khatib, 2025;
Al Mustofa et al., 2025; Maharajabdinul, 2024). In the prevailing conventional paradigm, these markets are governed
by the Efficient Market Hypothesis (EMH), which posits that asset prices instantaneously incorporate all available
information (Nunes, 2025; Nyakurukwa & Seetharam, 2023). This mechanism is intended to ensure optimal resource
allocation through the use of interest rates as the primary price of risk and liquidity. Under this framework, financial
markets are often portrayed as value-neutral arenas where economic rationality dictates behavior, and equilibrium is
achieved through the continuous interaction of money supply and demand. However, the historical trajectory of the
late 20th and early 21st centuries has profoundly challenged these fundamental assumptions. The recurring specter of
global financial volatility, spanning from the 1997 Asian financial crisis and the 2008 subprime mortgage collapse to
the unprecedented market disruptions of the post-pandemic era (Moschella, 2024), suggests that the conventional
efficiency paradigm is fundamentally incomplete and systemically fragile.

The core of this systemic fragility lies in the phenomenon of financialization. According to Xu & Xuan (2021) and
Huber et al. (2022), this is defined as a process where financial motives, markets, and institutions gain an increasingly
dominant role in the operation of domestic and international economies. Ban & Bohle (2021) added this trend has led
to a dangerous decoupling of the financial sector from the real economy. As financial activities expand exponentially
through complex derivatives and debt-leveraged instruments, they often cease to support productive production and
instead focus on rent-seeking and speculative gains (Miguel Ahumada et al., 2025; van den Ecker et al., 2025). This
disconnect not only fosters asset bubbles but also exacerbates wealth concentration and distributive injustice. In an
interest-bearing debt-based system, the burden of risk is disproportionately shifted toward the borrower or the public
(Hartley & Kallis, 2021). Meanwhile, capital owners are often shielded by guaranteed returns, creating a moral hazard
that undermines social cohesion and structural stability. Consequently, the global economy is caught in a cycle of debt
expansion and crisis, where market efficiency serves the interests of capital accumulation at the expense of socio-
economic welfare.

The 2008 global financial crisis serves as a poignant example of these systemic flaws. The crisis originated in the
heart of the most sophisticated financial markets, driven by excessive risk-taking and the proliferation of interest-
based financial products that were far removed from any real underlying assets (Abdellatif, 2025; Bertillo & Bertillo,
2022). This event demonstrated that when the financial sector grows in isolation from the real sector, it creates an
illusion of wealth that is both unsustainable and destructive. Post-crisis analyses have highlighted that the focus on
short-term financial gains led to a systemic neglect of long-term economic health and social equity. Similarly, the
volatility seen during and after the COVID-19 pandemic further exposed the vulnerabilities of a global system that
relies heavily on liquidity and debt rather than on robust, shared-risk investment. These conditions indicate that
financial markets are not entirely value-neutral. Instead, they are fraught with ethical, social, and distributional
implications that the conventional paradigm fails to address.

In response to these systemic failures, Islamic economics emerges not merely as a religious alternative but as a robust
intellectual paradigm. According to Afnandito (2025) and Wulandari & Aziz (2025), this paradigm is founded on the
principles of tauhid or the oneness of God, justice (‘adl), and maslahah or the public interest. Unlike the conventional
focus on narrow individual utility maximization, the Islamic perspective views financial markets as instruments for
achieving falah (Omar & Khairi, 2024; Samad & Sugeng, 2022). This is a holistic prosperity encompassing economic,
social, and spiritual dimensions. The Islamic financial system is structurally designed to prevent the excesses of
financialization by mandating a close and inextricable link between financial transactions and real economic activities
(Asutay & Yilmaz, 2025). Central to this is the prohibition of Riba (interest), Gharar (excessive uncertainty), and
Maysir (gambling or speculation) (Kuyateh, 2025). These are viewed not as arbitrary restrictions but as institutional
safeguards against exploitation and market distortion. By replacing interest rates with risk-sharing mechanisms, such
as mudharabah and musyarakah, the Islamic paradigm shifts the market orientation from a creditor-debtor relationship
to one of partnership and mutual participation.

Despite the theoretical promise of Islamic finance, a significant gap exists between its foundational ideals and
contemporary academic discourse. Much of the existing literature on Islamic financial markets remains heavily
focused on Sharia compliance at the micro-institutional level (M. K. Hassan et al., 2024; Naghizadeh, 2025). This
often involves assessing whether specific instruments like sukuk (Zaheer & van Wijnbergen, 2025) or Islamic bank
products satisfy legalistic requirements (Uddin et al., 2024). Other studies concentrate on empirical performance
comparisons between Islamic and conventional banks (Al Rahahleh & Bhatti, 2023; Asutay et al., 2022; Parsa, 2022),
often using conventional metrics that do not fully capture the distinct ethical objectives of Islamic economics. While
these studies are valuable, they represent fragmented approaches that have failed to produce a comprehensive
theoretical framework. There is a noticeable absence of a macro-conceptual construct that integrates the moral
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imperatives of Islam with the technical mechanisms of market stability and distributive justice. Without such a
framework, Islamic finance is often perceived as a normative modification of the conventional system rather than a
transformative paradigm in its own right.

This intellectual fragmentation is particularly evident in the treatment of financial stability and social justice.
Conventional macroeconomics often treats stability as a technical monetary target, largely ignoring the moral and
distributional consequences of interest-rate manipulations. Conversely, Islamic economic literature often asserts the
superiority of its justice model without articulating the specific economic mechanisms that sustain a just equilibrium
in a complex, modern financial environment. Authors such as Hikmah & Yazid (2024), Ayu et al. (2025) and Zailani
et al. (2022) have emphasized that financial stability is an integral part of maqashid al-shariah because instability
breeds poverty and inequality. However, the literature has yet to synthesize these insights into a unified model that
can compete with or offer a genuine alternative to the pervasive efficiency paradigm. The need for a
reconceptualization is therefore urgent. Global policymakers are increasingly searching for financial models that can
withstand external shocks while promoting inclusive development and sustainable growth.

Furthermore, the contemporary global landscape provides a unique opportunity for Islamic economics to assert its
relevance (Ali, 2024; Igbal et al., 2024). This landscape is characterized by rapid digitalization and the rise of
sustainable finance. The principles of risk-sharing and the prohibition of speculative harm align closely with modern
movements toward Environmental, Social, and Governance (ESG) standards and stakeholder capitalism. Yet, the
Islamic finance industry continues to struggle with the mimicry of conventional debt-based products. This mimicry
weakens its link to the real sector and its ability to achieve social balance. This underscores the necessity of moving
beyond instrument-level analysis toward a systemic reconceptualization. This reconceptualization should position the
Islamic financial market as a value-based paradigm oriented toward the public good.

Islamic financial markets cannot be understood as mere interest-free versions of conventional markets. They represent
a fundamental shift in how capital, risk, and profit are organized within a society (Raimi et al., 2024; Tamanni et al.,
2022). The prohibition of riba (Setiawan, 2023), for instance, is an institutional mechanism to ensure that capital
remains a servant to the real economy rather than its master. When capital is tied to real production, the potential for
asset bubbles and systemic crises is significantly reduced. Moreover, the focus on risk-sharing ensures that the
relationship between investors and entrepreneurs is built on transparency and mutual benefit. This creates a more
resilient economic structure that is capable of distributing both wealth and risk more equitably among members of
society.

The novelty of this research lies in its introduction of the Moral-Economic Equilibrium as a foundational conceptual
framework. Unlike previous studies that treat Sharia compliance and economic efficiency as separate or occasionally
conflicting goals, this article proposes that in an authentic Islamic financial market, moral values and economic
mechanisms are endogenously linked. Together, they form a single, stable equilibrium. By synthesizing the
prohibition of riba, gharar, and maysir with the mechanisms of risk-sharing and real-sector connectivity, this study
constructs a model where market stability and distributive justice are not mere externalities. Instead, they are inherent
outcomes of the system's design. This approach transcends the conventional dichotomy between efficiency and ethics.
It demonstrates that a moral market is, in fact, a more resilient and sustainable market.

Based on the aforementioned gaps and the systemic challenges facing modern finance, this article aims to
reconceptualize the financial market from an Islamic economic perspective as a moral-economic equilibrium system.
The study seeks to deconstruct the underlying assumptions of the conventional efficiency paradigm and replace them
with a holistic framework. This framework integrates Sharia principles, risk-sharing mechanisms, and socio-
economic outcomes. By doing so, this research contributes to the development of a systematic theoretical paradigm
in Islamic economics. It moves beyond descriptive norms toward an applicable and resilient model that addresses the
dual imperatives of global financial stability and social welfare.

2. Research Methodology

This study adopts a qualitative approach through the method of critical literature review to achieve its objective of
theoretical reconstruction (Mahawariya, 2025; Mura & Wijesinghe, 2023). This design is strategically selected
because the primary goal is not to test empirical hypotheses but to develop and deepen the conceptual framework of
financial markets from an Islamic economic perspective. This method allows for an in-depth analysis of the concepts,
assumptions, and paradigms that underlie both conventional and Islamic financial market systems. By examining and
comparing key ideas, the study aims to produce a new theoretical synthesis that contributes to the advancement of
economic thought. The qualitative nature of this approach ensures that the research can address the fundamental
dimensions of financial equilibrium that are often overlooked in purely quantitative studies.

The research relies entirely on secondary data obtained from various relevant and credible literature sources to build
a solid foundation for reconceptualization. These sources include conventional macroeconomic textbooks that discuss
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the market efficiency paradigm, interest rate determination, and the role of central banks. Furthermore, classical and
contemporary Islamic economic literature focusing on risk sharing, the prohibition of usury, and the objectives of
magqashid al-shariah are utilized as primary references. The study also incorporates national and international
scientific journal articles to map current research gaps and strengthen the conceptual arguments. Data collection is
conducted through a systematic literature review involving the identification of key terms, the selection of
representative texts based on credibility, and the thematic grouping of literature into categories such as conventional
financial markets and the moral-economic balance approach.

Data analysis is executed through content analysis and comparative-conceptual analysis to identify the core
assumptions within the selected literature. The study systematically compares the conventional and Islamic paradigms
regarding their objectives, mechanisms for determining returns, and the implications for economic stability and
justice. The findings from this comparison are then synthesized in a logical and argumentative manner to construct
the new conceptual framework of moral-economic equilibrium. To ensure the validity and credibility of the research,
the author employs source triangulation by comparing various schools of thought and maintains consistency between
the research objectives and the synthesized results. This rigorous analytical process is designed to yield a systematic
and valid conceptual analysis that is relevant to the development of financial market studies.

3. Results and Discussion

3.1. Deconstructing the Financialization Gap and Market Inefficiency

The analysis begins by identifying the fundamental limitations of the market efficiency paradigm that serves as the
bedrock of modern conventional finance. Theoretically, the Efficient Market Hypothesis (Liu et al., 2022;
Nyakurukwa & Seetharam, 2023) assumes that financial markets optimally allocate capital through price and interest
rate mechanisms. However, empirical realities from recent decades suggest that these mechanisms often fail to prevent
catastrophic wealth inequality and systemic instability. According to Greenwood et al. (2024) and Omri (2022), the
conventional model relies on interest rates as the primary variable to balance the supply and demand for liquidity.
This approach is largely effective for explaining short-term monetary dynamics but lacks the analytical depth to
incorporate ethical and fairness dimensions. Consequently, financial markets have evolved based on narrow financial
considerations while the broader social implications of financial decisions are systematically marginalized or ignored.

Critical literature highlights that the dominance of interest-bearing instruments has catalyzed a process of
financialization, where the value of financial assets grows independently of productive economic activity. Awawdeh
et al. (2022) and He et al. (2023) underscores that this decoupling increases systemic vulnerability by widening the
gap between the financial sector and the real economy. This phenomenon creates a partial efficiency that does not
guarantee social welfare. In the conventional framework, the separation of capital from the risks of the real sector
leads to speculative bubbles, where financial returns are prioritized over long-term economic health. This research
argues that this instability is not a technical failure but a normative one, stemming from a paradigm that treats financial
markets as value-neutral arenas rather than institutions with profound ethical responsibilities.

3.2. The Teleological Foundation: From Individual Falah to Social Equilibrium

In contrast to the conventional paradigm, Alhammadi et al. (2022), Yilmaz (2024) and Fadillah et al. (2024) stated
that Islamic economics offers a holistic approach where financial markets are understood as institutions that carry
intrinsic moral values and social objectives. Market equilibrium in this context is not solely a function of price and
liquidity but is determined by the compatibility between financial activities and Islamic ethical principles (Azmat &
Subhan, 2022; Tuli & Dua, 2025). The conceptual synthesis of this approach is visualized in Figure 1, which illustrates
the multi-stage progression of the human being toward success in the hereafter, or falah.

As shown in Figure 1, the journey begins at Stage I with the human being and progresses to Stage II, where the
individual and society interact to create a foundation for broader development. Stage III highlights the critical
components of this development, including socio-economic gains, natural wealth, and spiritual satisfaction. These
elements are not viewed as competing interests but as mutually reinforcing pillars that lead to success in the world
and, ultimately, success in the hereafter. This teleological framework redefines the "rational actor" from a narrow
utility-maximizer to a value-driven agent seeking holistic prosperity. The proposed moral-economic equilibrium
occurs when economic efficiency is harmonized with moral justice, ensuring that market mechanisms serve the higher
purpose of human welfare rather than capital accumulation for its own sake.
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Figure 1. Conceptual Synthesis
3.3. Institutional Mechanisms of Risk-Sharing and Real Sector Linkages

The operationalization of this moral-economic equilibrium requires a robust set of institutional mechanisms that
distinguish Islamic finance from its conventional counterparts. Unlike interest-based systems that encourage
speculative financialization, the Islamic paradigm mandates a strong link between the financial sector and real
economic activities. This structural requirement is essential for maintaining macroeconomic stability and resilience.
Figure 2 outlines the key principles identified by international bodies to promote real economic development through
Islamic finance.

Deploying finance in
service of the real
economy

Risk-sharing modes of Prnsﬁtaznsol gtsrsuts:{]uargng

financing equity partnerships

Redistribution of
wealth and

opportunity

Figure 2. Principle of Islamic Finance

According to Figure 2, the four pillars of this system involve deploying finance in service of the real economy,
structuring equity partnerships through profit and loss sharing, redistributing wealth and opportunity, and utilizing
risk-sharing modes of financing. These principles act as normative constraints that prevent market distortions and
serve as a corrective mechanism against the excesses of financial capitalism. Khetan et al. (2023), E1 Maghrebi et al.
(2023) and Mahboob et al. (2025) emphasizes that the elimination of interest is a structural transformation that shifts
the market from guaranteed returns to fair risk-sharing. This transition ensures that the financial sector remains a
servant to the real economy, as capital is only productive when it is actively engaged in real investment and
production. Consequently, the potential for asset bubbles is significantly mitigated because financial growth is tied to
the actual growth of tangible assets and productive capacity.
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3.4. Structural Divergence in Risk Distribution Paradigms

A critical area of divergence between the two paradigms lies in how risk is distributed among economic actors. In the
conventional debt-based system, capital owners typically receive guaranteed returns while the borrower bears the
majority of the risk, creating a fundamental asymmetry (Kang et al., 2026; Mouna, 2025; Tlemsani et al., 2023).
Islamic financial markets, conversely, are built on the principle that profit must always go hand in hand with risk
(Abasimel, 2023; A. Hassan et al., 2022). Figure 3 provides a comparative illustration of how Islamic and
conventional models handle risks and financial obligations.

Conventional finance

o
&
ﬁ@ No Risk sharing

Eminent domain °

Y%
® ° Riba
x
Late payment fees

Figure 3. Islamic Financing Models

Figure 3 demonstrates that the Islamic model is characterized by risk-sharing and the absence of riba and late payment
fees, whereas the conventional model relies on riba and lacks a formal risk-sharing structure. Noviarita et al. (2025),
Kartika et al. (2026) and Hadizada & Nippel (2022) notes that risk-sharing mechanism creates a genuine partnership
between capital owners and business managers, replacing the often exploitative creditor-debtor relationship. By
institutionalizing instruments such as mudharabah and musyarakah, the Islamic system ensures that risks and returns
are distributed proportionally. This structural alignment is not merely a normative preference but an economic
necessity for stability, as it prevents the disproportionate accumulation of debt and ensures that financial growth is
sustainable. The prohibition of excessive speculation or gharar further safeguards the market from the zero-sum
dynamics that characterize many modern financial derivatives.

3.5. Magqashid al-Shariah as a Framework for Resilience and Justice

The final synthesis of the results confirms that the concept of moral-economic equilibrium has profound implications
for the twin goals of stability and justice. From a stability perspective, the prohibition of speculation and the emphasis
on real activities reduce market volatility. Islamic financial systems tend to be more cautious in credit expansion
because every investment decision involves risks that must be shared by all parties involved. This caution fosters a
more resilient financial environment that is better equipped to withstand external shocks. Furthermore, from the
perspective of distributive justice, Islamic financial markets prevent the concentration of wealth by rejecting fixed-
return mechanisms that favor capital owners over laborers and entrepreneurs.

Billah (2024), Hikmah & Yazid (2024) and Lestari et al. (2025) asserts that distributive justice is a prerequisite for
long-term social and economic stability, and that financial markets play a strategic role in achieving this balance. By
integrating the principles of maqashid al-shariah, the proposed equilibrium model demonstrates that economic
efficiency and moral justice are not mutually exclusive but are, in fact, complementary. The moral-economic
equilibrium thus becomes a relevant and necessary approach to responding to the failures of modern financial systems
that are overly oriented toward narrow, technical efficiency. Ultimately, this research positions the Islamic financial
market as a value-based paradigm oriented toward the holistic welfare of society and long-term sustainable
development. This framework provides a single, coherent conceptual construct that bridges the gap between modern
macroeconomic analysis and the ethical imperatives of Islamic economics.

4. Conclusion

This article achieves its primary objective of reconceptualizing financial markets from an Islamic economic
perspective by establishing the framework of moral-economic equilibrium as a viable alternative to the conventional
market efficiency approach. The analysis demonstrates that the structural limitations of conventional financial
markets, characterized by an over-reliance on interest-rate mechanisms and a systemic decoupling from the real
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sector, are the root causes of recurring instability and distributive inequality. In contrast, Islamic financial markets are
built upon the robust foundations of justice and risk-sharing, where the prohibition of riba, gharar, and maysir serves
as a vital institutional mechanism to prevent market distortions and economic exploitation. This study confirms that
market equilibrium is not merely a technical balance of price and liquidity but a harmonious synthesis of moral values
and economic mechanisms that ensures systemic resilience and socio-economic welfare.

The primary contribution of this research lies in its ability to broaden the theoretical horizons of Islamic economic
literature by transcending the traditional dichotomy between efficiency and justice. By integrating modern
macroeconomic analysis with the principles of maqashid al-shariah, the article offers a coherent conceptual construct
that positions Islamic finance as a comprehensive value-based paradigm rather than a collection of interest-free
instruments. From a policy perspective, these findings suggest that financial authorities should prioritize regulatory
designs that strengthen partnership-based financing and organic links to the real sector to foster an inclusive and
sustainable financial ecosystem. Such a strategy is particularly relevant in the Indonesian context, where the moral-
economic equilibrium approach can support productive sector financing and enhance national economic development.

While this research provides a strong theoretical foundation, it is important to acknowledge its primary limitation as
a conceptual study. Future research should aim to empirically test the extent to which risk-sharing mechanisms and
real-sector linkages contribute to financial stability and economic equality across different jurisdictions. Additionally,
comparative studies involving various economic systems could further validate the effectiveness of the moral-
economic equilibrium model in addressing global financial challenges. The development of such empirical models is
essential for reinforcing the position of Islamic economics as an applicable and relevant discipline capable of
responding to the complexities of the modern global economy. Ultimately, this reconceptualization affirms that
Islamic financial markets are a balanced system that integrates economic efficiency, moral justice, and social stability
to achieve long-term sustainability.
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