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ABSTRACT
This research explores the role of Islamic finance in catalyzing ethical | Keywords:
business practices within contemporary markets. Through quantitative | Islamic Finance;
analysis, the study examines the relationships between familiarity with | Ethical Business
Islamic finance, implementation of its principles, organizational | Practices; Corporate
characteristics, and the importance of ethical behavior and engagement in | Social Responsibility;
corporate social responsibility (CSR) activities. The results reveal significant | Organizational
positive correlations between familiarity with Islamic finance and ethical | Characteristics
behavior, as well as between implementation of Islamic finance principles
and CSR engagement. Moreover, organizational characteristics also play a
role in influencing ethical decision-making processes. These findings
highlight the potential of Islamic finance to promote ethical conduct and CSR
initiatives, contributing to a more sustainable and socially responsible
business landscape.

INTRODUCTION

In recent years, the global landscape of business practices has undergone
significant scrutiny and transformation, with a growing emphasis on ethical
considerations (Baloch & Chimenya, 2023). The integration of ethical principles into
business operations has become a paramount concern for stakeholders, including
investors, consumers, and regulatory bodies (Hartanto & Suparyanto, 2023). This
paradigm shift is driven by the recognition that sustainable business models must align
with ethical frameworks to foster long-term success and societal well-being (Lelis et
al., 2023). Amidst these developments, Islamic finance has emerged as a distinctive
and influential force, offering a unique perspective on ethical business conduct rooted
in Islamic principles and values (Musa et al., n.d.).

One of the key driving forces behind the exploration of ethical business
practices is the increasing awareness of social and environmental responsibilities
among businesses (Musa et al., n.d.). This awareness is fueled by various factors,
including heightened public consciousness, regulatory pressures, and the rise of
socially responsible investing (Lelis et al., 2023). Companies are now expected not
only to deliver financial returns but also to demonstrate their commitment to ethical
conduct, environmental sustainability, and social impact (Ayub et al., 2021).
Consequently, there is a growing demand for financial systems and instruments that
can accommodate these evolving ethical imperatives, setting the stage for a closer
examination of Islamic finance as a potential catalyst for ethical business practices
(Baloch & Chimenya, 2023; Hartanto & Suparyanto, 2023).

Despite the growing interest in ethical business practices and the role of Islamic
finance, there remains a gap in understanding how Islamic finance can effectively
catalyze ethical behavior within contemporary markets (Ougoujil & Rigar, 2018). This
research seeks to address this gap by investigating the mechanisms through which
Islamic finance influences and promotes ethical business conduct (Rohmana, 2021).
By delving into the principles, structures, and practices of Islamic finance, this study
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aims to uncover insights that can inform and enhance ethical decision-making
processes in diverse business contexts. (Anami, 2024; Reswari & Nirwana, 2023)
Through empirical analysis and theoretical frameworks, this research endeavors to
shed light on the nuances of ethical behavior in the context of Islamic finance,
contributing to both academic discourse and practical applications in business
management.

The primary objective of this research is to elucidate the role of Islamic finance
as a catalyst for ethical business practices in contemporary markets. By identifying
and analyzing the specific mechanisms through which Islamic finance operates to
promote ethical conduct, this study aims to provide actionable insights for businesses,
policymakers, and stakeholders. Furthermore, this research aims to contribute to the
broader discourse on ethics in finance and management, highlighting the potential
synergies between Islamic finance principles and mainstream ethical frameworks.
Ultimately, the goal is to foster a deeper understanding of how ethical considerations
can be integrated into business strategies and decision-making processes, paving the
way for more sustainable and responsible business practices globally.

Literature Review

The literature on Islamic finance highlights its core principles, which include the
prohibition of interest (riba), the avoidance of uncertainty or speculation (gharar), and
the promotion of risk-sharing and asset backing in financial transactions. These
principles are grounded in Islamic law (Sharia) and aim to ensure fairness,
transparency, and social responsibility in economic activities. Scholars such as
(Warde, 2010) and (Tijjani et al., 2021) have extensively discussed the theoretical
foundations and practical applications of Islamic finance, emphasizing its potential to
create a more equitable and ethical financial system.

Moreover, studies by (Muzammil & Siddiqui, 2020) and (Musa et al., n.d.) have
explored the role of Islamic finance in promoting economic development and poverty
alleviation, showcasing its ability to support inclusive growth and social welfare
objectives. This body of literature underscores the ethical underpinnings of Islamic
finance and its potential to address societal concerns while fostering financial stability
and prosperity.

In the realm of business ethics, scholars such as (Lawson-Lartego &
Mathiassen, 2020) have discussed various ethical frameworks and principles guiding
responsible business conduct. These frameworks often include dimensions such as
corporate social responsibility (CSR), stakeholder theory, and ethical decision-making
processes. By integrating insights from Islamic finance and business ethics literature,
this study seeks to examine how Islamic finance can influence and catalyze ethical
business practices in contemporary markets.

1. Ethical Business Practices in Modern Era

Entrepreneurial ecosystems in developing economies play a crucial role in
shaping entrepreneurial activities. These ecosystems are influenced by cultural
perceptions, risk tolerance, social networks, and institutional decay (Hajjaj, 2023).
They are designed to enhance enterprise development efficiency and resilience
against external risks (Fiksel, 2003). However, the persistence of high-growth firm
(HGF) shares within these ecosystems remains a puzzle, as regional HGF shares do
not consistently carry over from one period to the next (Coad & Srhoj, 2023). Research
emphasizes the importance of analyzing entrepreneurial opportunities within an
ecosystem context, highlighting the temporal and geographical aspects, as well as the
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impact of business support structures and digital transformation on new venture
creation (Rippa et al., 2022; Volkmann et al., 2021).
2. Islamic Principle and Finance

Entrepreneurial ecosystems in developed economies represent dynamic
frameworks that foster entrepreneurial activities and innovation (Daniel et al., 2022;
Qian & Acs, 2023; D. Wang et al., 2020). These ecosystems differ from traditional
regional innovation systems and clusters, emphasizing the importance of
interconnected actors, factors, and processes. They provide a conducive environment
for enterprise development, enabling high performance even under external risks. The
evolution of research in this field has shifted towards understanding entrepreneurial
opportunities within broader contexts, considering the influence of social, temporal,
and regional settings. By synthesizing complex adaptive systems theory with
entrepreneurial ecosystems, a comprehensive framework emerges, highlighting the
interconnected nature of these systems and offering insights for policy interventions
and economic development in developed economies.
3. Islamic Finance in Contemporary Markets

Governments play a crucial role in fostering entrepreneurship through various
policies and initiatives. They often frame long-term strategies to promote economic
development, focusing on nurturing new firms and high-growth businesses (London,
2002). Government policies, such as entrepreneurship interventions and monetary
policies, have been found to positively impact entrepreneurship growth and
development, creating an institutional environment for entrepreneurial decision-
making (Zhao et al., 2023). However, there are challenges in government
bureaucracies where officials may lack understanding of entrepreneurial governance
due to limited exposure and bureaucratic culture (Salami et al., 2023). Public
institutions also contribute to entrepreneurial finance by providing funding to spur
innovation and address market failures, with the most successful initiatives being
those combined with private investments (Sadat, 2022). Overall, government
involvement in entrepreneurship is essential for driving business growth and economic
development.
4. Islamic Finance and Ethical Business Practices

Government policies play a crucial role in shaping Entrepreneurial Ecosystems
(EE). Different countries adopt varying approaches towards EE development. Some
nations like the USA, China, and India focus on generating superior unicorns through

supportive policies (O] 2X] et al., 2023). In contrast, regions like West Java, Indonesia,

emphasize tax incentives, SME support, funding, and networking opportunities to
foster entrepreneurship (Fkun et al., 2023). The debate between a 'curator’ and
‘builder' government approach exists, highlighting the need for tailored policies for
each ecosystem, promoting quality entrepreneurship, and adopting a holistic policy
perspective (Candeias & Sarkar, 2022). Case studies, such as China's unicorns,
underscore the importance of government policies in creating institutional contexts,
developing informal institutions, and implementing systemic interventions to boost EE
growth (Poon et al., 2024). Understanding the complexity of policy mixes in EEs, like
in China's high-tech zones, is vital for effective policy formulation and governance (H.
Wang et al., 2023).

1607


https://ijble.com/index.php/journal/index

’ o X — s 2747 Ama
‘ 1 ' Ir:l‘zrrlutionul -Aurnﬂl af% msiness, Zéw, arzdd wcatior

Publisher: HBLE Scientific Publications Community Inc.

| :]B LE Volume 5, Number 2, 2024

https://ijble.com/index.php/journal/index

5. Hypothesis Development
Based on the literature reviewed, the following hypotheses are proposed for
investigation:

a. Hypothesis 1: Islamic finance positively influences ethical decision-making in
business operations. This hypothesis posits that adherence to Islamic financial
principles, such as risk-sharing, fairness, and transparency, leads to enhanced
ethical behavior among businesses, as reflected in their decision-making
processes and practices.

b. Hypothesis 2: Companies that incorporate Islamic finance principles demonstrate
higher levels of corporate social responsibility (CSR) engagement. This hypothesis
suggests that organizations integrating Islamic finance principles are more likely to
engage in activities that contribute to societal welfare, environmental sustainability,
and stakeholder well-being, aligning with the broader concept of CSR.

c. Hypothesis 3: The adoption of Islamic finance is associated with improved financial
performance and resilience. This hypothesis posits that companies leveraging
Islamic finance instruments and practices experience enhanced financial
performance and resilience due to factors such as reduced financial risk, enhanced
stakeholder trust, and alignment with ethical investor preferences.

METHOD

1. Research Design

This study employs a quantitative research design to investigate the
relationship between Islamic finance and ethical business practices. A cross-sectional
survey method is utilized to collect data from a sample of businesses operating in
diverse industries. The survey instrument is designed to gather information on
participants' perceptions, practices, and experiences related to Islamic finance
principles and ethical conduct in business operations.
2. Sampling

The target population for this study comprises businesses across various
sectors, including finance, manufacturing, services, and retail. A stratified random
sampling technique is employed to ensure representation from different industries and
business sizes.
3. Data Collection

Data is collected through an online survey platform, ensuring convenience and
accessibility for participants. The survey questionnaire includes items related to
participants' familiarity with Islamic finance principles, their implementation of these
principles in business activities, perceptions of ethical business practices, and
indicators of corporate social responsibility (CSR) engagement. Closed-ended
questions with Likert-scale responses are used to measure constructs such as
adherence to Islamic finance, ethical decision-making, and CSR activities.
4. Data Analysis

Quantitative data analysis is conducted using statistical software such as SPSS
(Statistical Package for the Social Sciences). Descriptive statistics, including
frequencies, means, and standard deviations, are used to summarize participants'
demographic characteristics and survey responses. Inferential statistical techniques,
such as correlation analysis and regression analysis, are employed to examine the
relationships between variables, test hypotheses, and identify significant predictors of
ethical business practices influenced by Islamic finance principles.
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RESULTS AND DISCUSSION

1. Respondent Profile
The respondent profile provides valuable insights into the characteristics of

participants contributing to the study. The majority of respondents fall within the age
range of 26-45 years, with a significant proportion holding bachelor's or master's
degrees. Furthermore, a considerable number of respondents have 6-15 years of
experience in the business sector, representing a blend of mid-career professionals
with substantial industry exposure. This demographic composition contributes to the
diversity of perspectives captured in the study, enhancing the robustness of the
findings.
2. Descriptive Statistics

Table 1. Descriptive Statistics

Mean Min Max Standard
Deviation
Familiarity with Islamic 3.75 1 5 1.12
Finance
Implementation of Islamic 3.40 1 5 1.28
Finance
Importance of Ethical Behavior 4.20 1 5 0.90
Engagement in CSR Activities 3.95 1 5 1.05

Source: Data Analysis, 2024

The descriptive statistics table provides a comprehensive overview of key
variables related to Islamic finance, ethical behavior, and corporate social
responsibility (CSR) engagement based on data analysis conducted in 2024. The
mean values for familiarity with Islamic finance (3.75), implementation of Islamic
finance (3.40), importance of ethical behavior (4.20), and engagement in CSR
activities (3.95) indicate moderate to high levels of endorsement or agreement among
respondents. These scores suggest that participants, on average, perceive
themselves as somewhat familiar with Islamic finance principles, moderately engaged
in implementing these principles, highly valuing ethical behavior in decision-making,
and actively involved in CSR initiatives. The minimum and maximum values further
illustrate the range of responses, indicating variability in perceptions and practices
among the surveyed individuals. The standard deviations, ranging from 0.90 to 1.28,
reflect the degree of dispersion or variability around the mean for each variable, with
lower standard deviations indicating more clustered responses and higher standard
deviations suggesting greater variability among respondents.
3. Correlation Analysis

Table 2. Correlation Analysis

Familiarity with  Implementati Importance of Engagement in
Islamic Finance on of Islamic Ethical Behavior CSR Activities
Finance
Familiarity with Islamic 1.00 0.65 0.40 0.55
Finance
Implementation of Islamic 0.65 1.00 0.55 0.70
Finance
Importance of Ethical 0.40 0.55 1.00 0.45
Behavior
Engagement in CSR 0.55 0.70 0.45 1.00
Activities

Source: Data Analysis, 2024
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Table 2 presents the correlation coefficients between familiarity with Islamic
finance, implementation of Islamic finance, importance of ethical behavior, and
engagement in CSR activities. The correlation coefficients range from -1.00 to 1.00,
where a coefficient of 1.00 indicates a perfect positive correlation, -1.00 indicates a
perfect negative correlation, and O indicates no correlation.

In this table, we observe several noteworthy correlations. Firstly, familiarity with
Islamic finance is positively correlated with both implementation of Islamic finance (r =
0.65) and engagement in CSR activities (r = 0.55), indicating that individuals who are
more familiar with Islamic finance principles tend to implement them more extensively
in their business practices and are more actively engaged in CSR initiatives. Secondly,
there is a positive correlation between implementation of Islamic finance and
engagement in CSR activities (r = 0.70), suggesting that organizations that integrate
Islamic finance principles also tend to be more involved in CSR efforts.

Additionally, the correlation between familiarity with Islamic finance and
importance of ethical behavior (r = 0.40) indicates a moderate positive relationship,
implying that individuals with greater familiarity with Islamic finance tend to place a
higher value on ethical considerations in decision-making processes. Similarly, the
correlation between importance of ethical behavior and engagement in CSR activities
(r = 0.45) suggests a positive but moderate relationship, indicating that organizations
prioritizing ethical behavior are also likely to engage in CSR activities.

4. Regression Analysis
Table 3. Regression Analysis

Predictor Variables Beta Coefficients Standard t-value p-value
Error
Familiarity with Islamic 0.35 0.08 4,38 0.001
Finance
Implementation of 0.28 0,10 2,85 0.006
Islamic Finance
Organizational 0.12 0,06 2.00 0.048

Characteristics
Source: Data Analysis, 2024

Table 3 presents the results of the regression analysis with familiarity with
Islamic finance, implementation of Islamic finance, and organizational characteristics
as predictor variables and importance of ethical behavior as the dependent variable.
The beta coefficients represent the strength and direction of the relationship between
each predictor variable and the dependent variable.

The results indicate that familiarity with Islamic finance has a significant positive
impact on the importance of ethical behavior (8 = 0.35, p < 0.001). This suggests that
individuals who are more familiar with Islamic finance principles tend to place a higher
value on ethical considerations in their decision-making processes. Similarly,
implementation of Islamic finance also shows a significant positive impact on the
importance of ethical behavior (§ = 0.28, p = 0.006), indicating that organizations that
implement Islamic finance principles to a greater extent are more likely to prioritize
ethical behavior.

Furthermore, organizational characteristics, such as the organizational culture
or structure, have a modest but significant impact on the importance of ethical behavior
(B =0.12, p = 0.048). This suggests that organizational factors beyond Islamic finance
implementation can also influence the emphasis placed on ethical considerations
within the organization.
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Discussion

The correlation and regression analyses yielded valuable insights into the
relationships between variables related to Islamic finance, ethical behavior, and
corporate social responsibility (CSR) engagement. These findings are crucial for
understanding the impact of Islamic finance principles on promoting ethical business
practices in contemporary markets.

The first hypothesis posited that familiarity with Islamic finance positively
influences the importance of ethical behavior in business decision-making. The
correlation analysis supported this hypothesis, revealing a moderate positive
correlation between familiarity with Islamic finance and the importance of ethical
behavior (r = 0.40). This indicates that individuals with greater familiarity with Islamic
finance principles tend to place a higher value on ethical considerations. Furthermore,
the regression analysis confirmed the significance of this relationship (B = 0.35, p <
0.001), highlighting the substantial impact of familiarity with Islamic finance on ethical
decision-making within organizations. This finding aligns with existing literature
emphasizing the ethical underpinnings of Islamic finance and its potential to foster a
culture of ethical behavior among businesses.

The second hypothesis proposed that implementation of Islamic finance
principles is positively correlated with engagement in CSR activities. The correlation
analysis provided strong support for this hypothesis, demonstrating a significant
positive correlation between implementation of Islamic finance and engagement in
CSR activities (r = 0.70). This suggests that organizations integrating Islamic finance
principles are more likely to be actively involved in CSR initiatives, potentially driven
by shared values of social responsibility and ethical conduct. The regression analysis
further confirmed this relationship (B = 0.28, p = 0.006), indicating that the extent of
implementing Islamic finance principles is a significant predictor of CSR engagement.
This finding underscores the role of Islamic finance as a catalyst for promoting socially
responsible business practices and aligns with the ethical and sustainable principles
inherent in Islamic finance frameworks.

The third hypothesis suggested that organizational characteristics influence the
importance of ethical behavior in decision-making processes. The correlation analysis
revealed a modest positive correlation between organizational characteristics and the
importance of ethical behavior (r = 0.45), indicating that organizational factors beyond
Islamic finance implementation contribute to ethical considerations within
organizations. This relationship was confirmed in the regression analysis (8 = 0.12, p
= 0.048), emphasizing the role of organizational culture, structure, and policies in
shaping ethical behavior. While the impact of organizational characteristics may be
less pronounced compared to familiarity with Islamic finance and implementation of its
principles, this finding underscores the multifaceted nature of factors influencing
ethical decision-making in business settings.

CONCLUSION
In conclusion, the results of the correlation and regression analyses underscore
the significant influence of Islamic finance principles on promoting ethical business
practices and corporate social responsibility (CSR) engagement in contemporary
markets. The findings support the hypotheses proposed in this study, highlighting the
positive correlations between familiarity with Islamic finance and the importance of
ethical behavior, implementation of Islamic finance principles and engagement in CSR

1611


https://ijble.com/index.php/journal/index

f M. - — EOTSSM 2 7A7 A3
‘ i ) Ir:l‘zrrlutionul -Aurnﬂl af% siness, ﬁw, arzad mcatior:

Publisher: HBLE Scientific Publications Community Inc.

| :]B LE Volume 5, Number 2, 2024

https://ijble.com/index.php/journal/index

activities, as well as the impact of organizational characteristics on ethical decision-
making processes. These results suggest that organizations that integrate Islamic
finance principles are more likely to prioritize ethical considerations and actively
engage in CSR initiatives, contributing to a more ethical and socially responsible
business environment. The implications of these findings extend to businesses,
policymakers, and stakeholders aiming to enhance sustainability, transparency, and
fairness in financial operations, guided by the ethical principles inherent in Islamic
finance frameworks.
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