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ABSTRACT

This study explores the sustainable financial management strategies implemented by Islamic
banks amid global economic volatility. this study aims to identify and analyze the sustainable
financial management strategies implemented by Islamic banks in the face of global economic
volatility. Using a qualitative approach through a literature review, the research examines existing
studies and theoretical frameworks related to risk management, investment strategies, and financial
sustainability in Islamic banking. The findings reveal that Islamic banks prioritize Shariah-based
risk management, focusing on asset-backed instruments such as sukuk and mudharabah, which are
more stable and resilient during financial crises. Additionally, diversification strategies in sectors like
renewable energy, infrastructure, and social impact investments are increasingly adopted to mitigate
risk and ensure long-term stability. The study also highlights the role of sustainable investment
policies that align financial profitability with social responsibility, reflecting the ethical foundations
of Islamic finance. The study concludes by emphasizing the need for further empirical research to
better understand the implementation of these strategies across global contexts. The findings provide
insights for policymakers, financial institutions, and researchers seeking to strengthen the resilience
and sustainability of Islamic banks in a volatile economy.

Keywords: Financial Resilience, Global Economic Volatility, Islamic Finance Innovation, Risk
Management, Shariah Compliance, Sustainable Financial Management.

ABSTRAK

Studi ini mengeksplorasi strategi manajemen keuangan berkelanjutan yang diterapkan oleh
bank-bank Islam di tengah wvolatilitas ekonomi global. Penelitian ini bertujuan untuk
mengidentifikasi dan menganalisis strategi pengelolaan keuangan berkelanjutan yang diterapkan
oleh bank syariah dalam menghadapi volatilitas ekonomi global. Dengan menggunakan
pendekatan kualitatif melalui tinjauan pustaka, penelitian ini mengkaji studi dan kerangka teoritis
yang ada terkait manajemen risiko, strategi investasi, dan keberlanjutan keuangan dalam
perbankan Islam. Temuan penelitian ini mengungkapkan bahwa bank-bank Islam
memprioritaskan manajemen risiko berbasis syariah, dengan fokus pada instrumen yang didukung
aset seperti sukuk dan mudharabah, yang lebih stabil dan tangguh selama krisis keuangan. Selain
itu, strategi diversifikasi di sektor-sektor seperti energi terbarukan, infrastruktur, dan investasi
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berdampak sosial semakin banyak diadopsi untuk memitigasi risiko dan memastikan stabilitas
jangka panjang. Studi ini juga menyoroti peran kebijakan investasi berkelanjutan yang
menyelaraskan profitabilitas keuangan dengan tanggung jawab sosial, yang mencerminkan fondasi
etika keuangan Islam. Studi ini diakhiri dengan menekankan perlunya penelitian empiris lebih
lanjut untuk lebih memahami implementasi strategi-strategi ini di seluruh konteks global. Temuan
ini memberikan wawasan bagi para pembuat kebijakan, lembaga keuangan, dan peneliti yang
berupaya memperkuat ketahanan dan keberlanjutan bank-bank Islam dalam ekonomi yang
bergejolak.

Kata kunci: Ketahanan Keuangan, Volatilitas Ekonomi Global, Inovasi Keuangan Islam,
Manajemen Risiko, Kepatuhan Syariah, Manajemen Keuangan Berkelanjutan.

INTRODUCTION

The global banking industry faces a major challenge in the face of increasing economic
uncertainty. One of the factors that contributes to global economic volatility is the
frequent financial crisis, both due to international market turmoil and geopolitical
tensions that threaten the stability of the world economy (Anwar et al., 2020; Yousfi &
Bouzgarrou, 2024). In facing these conditions, Islamic banks, which operate on sharia
principles, must face a double challenge, namely maintaining financial stability and
complying with the principles set by Islamic law (Visser, 2019). Therefore, the
implementation of a sustainable financial management strategy is very important for
Islamic banks to survive in the midst of global economic volatility (Ahmed et al., 2015;
Kasri et al., 2024).

Islamic banking, which must avoid riba, gharar, and maysirin its operations, faces more
complex challenges in risk management and financial sustainability than conventional
banks. This makes the study of sustainable financial management strategies in the context
of global economic volatility highly relevant to enhancing resilience and performance
(Siyamto, 2023; Mu'min et al., 2023). Although prior research has addressed the
application of sharia principles in Islamic banking, there is still a lack of focused analysis
on how these banks implement sustainable finance strategies amid global economic
uncertainty. Most studies remain theoretical and do not specifically address the impact of
such volatility (Cattelan, 2009; Azhgaliyeva et al., 2020). Therefore, this research aims to
fill that gap by exploring how Islamic banks manage sustainable financial strategies in
uncertain global conditions (Gogo & Arundina, 2021).

This research has a high urgency because the increasing global economic volatility can
have a significant impact on the operational sustainability of Islamic banks. In the face of
economic uncertainty, Islamic banks need to design strategies that not only guarantee
financial stability, but also are in accordance with sharia principles. This is crucial for
enhancing the resilience of Islamic banks in the face of the global crisis, while also
ensuring their long-term financial sustainability (Hassan & Mollah, 2014; Visser, 2019).
Therefore, this research is expected to provide valuable insights for stakeholders in the
Islamic banking sector in formulating policies that are more adaptive to global economic
conditions.

Several previous studies have explored risk management and financial strategies in
Islamic banks, particularly in relation to the application of Sharia principles in asset
management and financing (Al Muhairi & Nobanee, 2019; Muhiuddin & Jahan, 2020).
However, research focusing on financial sustainability strategies in the face of global
economic uncertainty is still limited. For example, a study showed that Islamic banks
have greater resilience to economic crises compared to conventional banks, but the study
emphasizes more on the aspect of short-term resilience and discusses less sustainable long-
term strategies (Grassa & Gazdar, 2014; QOuerghi, 2014). Another study highlights the
importance of diversifying investment portfolios for Islamic banks, but has not addressed
much about the impact of global economic volatility on long-term investment decisions
(Gamra & Plihon, 2011; Ishak et al. 2025).



This study differs from prior works by explicitly focusing on long-term sustainable
financial strategies amid global economic volatility, rather than short-term crisis
responses. It fills the gap by offering empirical insight into how Islamic banks align sharia
compliance with strategic financial resilience under dynamic global conditions. This
research presents novelty by analyzing sustainable financial management strategies
implemented by Islamic banks in the midst of increasing global economic volatility. This
research focuses on identifying effective strategies to maintain long-term financial stability
while adhering to sharia principles. In addition, the study also integrates the theoretical
analysis of sustainable financial management in the context of Islamic banking by taking
into account external factors such as global crises and geopolitical tensions.

The main objective of this study is to identify and analyze the sustainable financial
management strategies implemented by Islamic banks in the face of global economic
volatility. Specifically, this study aims to analyze the approaches applied by Islamic banks
in managing risk and ensuring financial sustainability, identify the factors that influence
managerial decisions in an unstable economic context, and provide policy
recommendations that can increase the resilience of Islamic banks in the face of the global
€conomic crisis.

LITERATURE REVIEW
Theoretical Foundation

Islamic banking operates within a unique financial framework governed by sharia
principles, which emphasize justice, risk-sharing, and ethical transactions. These
principles prohibit 7iba (interest), gharar (excessive uncertainty), and maysir (speculation),
promoting stability and fairness in financial activities (Visser, 2019; Gundogdu, 2018).
This foundation distinguishes Islamic banking from conventional systems and forms the
core theoretical basis of its financial operations. In line with these values, sustainable
finance becomes a key priority, defined as financial strategies that not only ensure long-
term profitability but also support ethical, social, and environmental objectives (Al
Mubhairi & Nobanee, 2019). The integration of Environmental, Social, and Governance
(ESG) criteria in Islamic banking further reinforces this alignment with both global
sustainability goals and Islamic ethical mandates.

Amid rising global economic volatility triggered by geopolitical tensions, trade
disruptions, and market instability, Islamic banks face growing pressure to maintain
financial sustainability (Paltrinieri et al., 2021; Faruqg & Chowdhury, 2025). The
theoretical foundation for addressing this challenge draws from risk management theory
and financial sustainability frameworks, particularly those that emphasize resilience
through portfolio diversification, real-sector investment, and ethical finance (Muhiuddin
& Jahan, 2020; Alsadi, 2025). While previous studies focus largely on crisis response, this
literature highlights the need for a more proactive and holistic approach. By embedding
Islamic values into sustainable financial strategies, Islamic banks can build long-term
resilience that balances profitability, social responsibility, and risk mitigation under
persistent global uncertainty.

Sharia-Based Resilience and Risk Management Strategies in Islamic Banking

Islamic banking is characterized by its adherence to sharia principles, which strictly
prohibit 7iba (interest), gharar (uncertainty), and maysir (gambling), thereby differentiating
its financial management practices from those of conventional banks (Gundogdu, 2018;
Visser, 2019). Although Islamic banks are widely acknowledged to have stronger
resilience during financial crises, the current trend of heightened global economic
volatility presents new challenges. Islamic banks must now develop adaptive strategies to
maintain financial sustainability amid external disruptions such as international financial
market instability, trade wars, and global crises (Abduh & Azmi Omar, 2012; Khan, 2013;
Paltrinieri et al., 2021; Faruq & Chowdhury, 2025).

A critical component of financial sustainability in Islamic banks is risk management.
Unlike conventional banks, Islamic financial institutions emphasize real asset-backed
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financing that avoids speculation (gharar) and interest-bearing activities (riba), thereby
reducing exposure to high-risk market fluctuations (Jahan, 2020; Kato, 2022). This
approach builds a more stable financial structure over the long term, safeguarding
institutions from systemic market shocks. Research by Muhiuddin and Jahan (2020) and
Alsadi (2025) indicates that this model enhances the crisis resilience of Islamic banks,
particularly because their investments are grounded in tangible economic activity. Real
asset orientation in financing not only upholds sharia compliance but also offers built-in
safeguards against speculative bubbles and abrupt financial downturns. Thus, Islamic
banking’s emphasis on ethical risk avoidance and stable asset growth is well-suited to
ensure continuity and resilience during uncertain global economic conditions.

Portfolio Diversification and Sustainable Investment Policies in Islamic Banking

Beyond risk mitigation, Islamic banks also rely on portfolio diversification and
sustainable investment policies to promote long-term financial stability. Portfolio
diversification allows Islamic banks to spread risk across various sectors, ensuring returns
that comply with skaria values while enhancing economic resilience. In practice, Islamic
banks are encouraged to allocate investments into socially and environmentally
responsible sectors, such as renewable energy, infrastructure, and real-sector development
(Al Muhairi & Nobanee, 2019; Visser, 2019; Anis & Hamdi, 2022). This strategy aligns
with the Islamic principle of promoting welfare and avoiding harm (maslahah and
mafsadah), making diversified, ethical investment an integral component of financial
sustainability. Moreover, financing sectors like housing and microfinance help Islamic
banks support inclusive economic development while maintaining portfolio health.

Sustainable investment policies in Islamic banking are gaining prominence as
institutions increasingly integrate Environmental, Social, and Governance (ESG) criteria
into their decision-making. This shift is driven by a growing awareness of Corporate
Social Responsibility (CSR) and its alignment with Islamic ethical principles (Visser,
2019; Faruq & Chowdhury, 2025). Research by Ghosh et al. (2022) and Hermala et al.
(2025) affirms that Islamic banks that adopt sustainable investment strategies often enjoy
enhanced reputational standing and attract value-conscious investors. However, despite
these promising strategies, existing research tends to focus predominantly on short-term
crisis management (Malik et al., 2020; Zhao et al., 2024), often neglecting the broader,
long-term financial sustainability framework required under prolonged economic
uncertainty. Therefore, further exploration is essential to understand how Islamic banks
can systematically implement sustainable financial management in the context of ongoing
global economic volatility.

RESEARCH METHOD

This study employs a qualitative approach, utilizing a literature review method, to
explore sustainable financial management strategies adopted by Islamic banks in the
context of global economic volatility. Rather than collecting primary data, this research
relies on secondary sources derived from reputable academic literature. The unit of
analysis in this study comprises concepts, strategies, and findings related to financial
sustainability, risk mitigation, and Shariah-compliant investment practices within Islamic
banking systems. The analysis is guided by the theoretical framework of sustainable
finance and risk management, informed by Islamic economic principles.

Data sources are selected through purposive sampling, not in the statistical sense, but
as a technique to identify and analyze only the most relevant and high-quality scholarly
works. These sources include peer-reviewed journal articles, books, and institutional
research reports, which have been published primarily in the past decade to ensure
conceptual relevance and empirical accuracy. Databases such as Google Scholar, JSTOR,
ScienceDirect, and Scopus are utilized for systematic literature retrieval using specific
keywords, such as Islamic banking, sustainable finance, economic volatility, and risk
management.



It is essential to clarify that, in the context of this qualitative research, the term
“sampling” refers to the deliberate inclusion of literature based on its relevance,
credibility, and contribution to the research objectives, rather than as a population
sampling technique. Therefore, the study does not treat books or journals as a population
in the statistical sense but as sources of knowledge that inform theoretical understanding
and analysis. The literature is analyzed thematically to identify recurring patterns,
conceptual frameworks, and practical implications for Islamic banks in the face of
economic uncertainty.

Measurement is conducted using content analysis to extract and interpret the core
themes from the selected literature. Each document is reviewed in-depth to identify the
strategies used by Islamic banks to manage financial sustainability. The findings are then
categorized into thematic areas, including risk management practices, investment
diversification, and sustainable financial policies. These categories are further analyzed
for their applicability in the context of global economic instability. The analysis is
qualitative, emphasizing conceptual understanding rather than numerical data, and aims
to highlight best practices that may enhance the resilience and long-term performance of
Islamic banking institutions.

RESULTS
Sharia-Based Risk Management and Strategic Investment Instruments

This study reveals that Islamic banks adopt sustainable financial management
strategies deeply rooted in sharia principles, particularly in the face of global economic
volatility. The literature consistently emphasizes that these banks avoid high-risk financial
instruments, such as derivatives and interest-based securities, due to prohibitions against
gharar (excessive uncertainty), maysir (speculation), and rba (interest). Instead, they
prioritize asset-backed financing methods, such as sukuk (Islamic bonds), mudharabah
(profit-sharing), and #jarak (leasing), which are more closely aligned with real economic
activities. For instance, Al-Omar and Abdel-Haq (1996) highlight how the use of sukuk
during the 2008 global financial crisis helped Islamic banks remain resilient, as these
instruments were tied to infrastructure and public projects rather than volatile speculative
markets. Similarly, Khan and Bhatti (2008) emphasize that Islamic banks in the Gulf
Cooperation Council (GCC) countries successfully shielded themselves from severe
capital erosion due to their limited exposure to toxic assets. However, while these
strategies enhance long-term stability, some scholars, such as EI-Gamal (2006), argue that
the conservative nature of sharia-compliant financing may restrict profit-maximization in
the short term, especially when compared to conventional banks that exploit interest-
based instruments for higher returns. This trade-off between stability and profitability
forms a central tension in the literature on Islamic banking resilience. Moreover,
variations in implementation across regions, such as the greater reliance on murabahah in
Southeast Asia versus mudharabah in the Middle East, reflect how interpretations of sharia
compliance can shape risk profiles differently. Thus, while a common framework exists,
its application is nuanced by the varying economic and regulatory contexts.

Portfolio diversification is a strategy employed by many Islamic banks to mitigate risk
and ensure their financial stability. The results of the analysis show that Islamic banks are
not only focusing on traditional financial instruments, but also on more stable and
predictable sectors. Sectors selected for diversification include renewable energy, housing,
and sustainable infrastructure. This diversification not only helps reduce dependence on
a single type of investment or sector but also reflects the commitment of Islamic banks to
sustainable development and social responsibility. Nonetheless, some studies suggest that
reliance on specific sectors, such as renewable energy, can bring additional risks due to
fluctuations in global energy prices. This indicates that while diversification is crucial,
Islamic banks must also consider the risks associated with shifting global market trends.

Sustainable investment policies that consider social and environmental aspects have
become a key focus in sustainable finance strategies for Islamic banks. In the numerous
literature reviews, it was found that Islamic banks are increasingly choosing to invest in
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projects that support social and environmental sustainability, such as the renewable
energy sector and initiatives that focus on enhancing people's quality of life. This is in line
with sharia principles that prioritize social welfare and not only financial gains. Islamic
banks that prioritize sustainable investments tend to gain greater trust from the public and
are more likely to attract investors who are highly aware of environmental and social
issues. On the other hand, these policies can add to the challenges for Islamic banks, as
they need to ensure that any investments made not only meet financial standards but also
comply with sharia ethics and have a positive social impact.

Liquidity Management and Financial Technology Adoption

Another key insight from the study is the pivotal role of conservative and prudent
liquidity management in strengthening the resilience of Islamic banks during periods of
global economic volatility. Islamic banks tend to maintain substantial cash reserves and
favor highly liquid investment instruments, such as short-term sukuk, which provide them
with the flexibility to respond quickly to liquidity pressures or unexpected financial
shocks. This approach ensures that banks can fulfill their financial obligations and
maintain stability even in highly uncertain economic environments. The strategy aligns
with the risk-averse nature of Islamic finance and emphasizes responsible financial
stewardship. However, while this conservative liquidity approach contributes to
institutional stability, some scholars argue that it may also constrain the bank's long-term
growth potential. By prioritizing liquidity over investment, banks may miss opportunities
to allocate idle funds into more profitable ventures, thereby limiting their capacity to
maximize returns and expand operations. Thus, while effective in preserving financial
soundness, such a strategy requires careful balance to avoid undermining future growth
prospects.

As financial technology advances, Islamic banks are increasingly adopting technology
to enhance operational efficiency and expand their service offerings. The use of
blockchain-based platforms and Islamic mobile banking applications enables banks to
reduce transaction costs and increase transparency, which is a valuable added benefit in
the eyes of customers. This digital innovation also supports sharia principles by increasing
openness and accountability, thereby building greater trust among customers. While these
technological innovations are up-and-coming, some challenges arise related to the strict
integration of the skaria system into this sophisticated digital platform. Therefore, Islamic
banks need to ensure that the technology used does not contradict skaria principles.

Social Finance, Micro-Sector Empowerment, and Comparative Resilience

Islamic banks are also increasingly focusing on the micro sector and SMEs as part of
their contribution to social sustainability. This microfinance allows banks to reach
underserved communities, thus playing a role in empowering the community's economy.
This financing program is more likely to be used for businesses that are not only
financially profitable but also provide social benefits, such as the sustainable agriculture
sector or the development of environmentally friendly small businesses. Thus, Islamic
banks are not only focused on financial gains, but are also committed to creating positive
social impact. However, the sustainability of these micro-sectors also depends on the
stability of macroeconomic and financial sectors, which are often vulnerable to market
turmoil and unstable economic policies.

Islamic banks have demonstrated greater resilience than conventional banks during
periods of financial crises and global economic instability. This resilience is attributed
mainly to their avoidance of financial instruments that are particularly vulnerable to
market volatility, such as derivatives and interest-based products, which are prohibited
under sharia law. Instead, Islamic banks adopt fundamental asset-based investment
strategies and implement stringent risk management practices, enabling them to maintain
financial stability even amidst turbulent economic conditions. By grounding their
operations in tangible economic activities and avoiding speculative instruments, Islamic
banks reduce their exposure to sudden market shocks. These characteristics not only align



with ethical finance principles but also reinforce institutional stability. However, despite
these advantages, some scholars point out that strict adherence to skaria principles can
reduce the operational flexibility of Islamic banks, potentially limiting their ability to seize
high-return investment opportunities in dynamic financial markets. Thus, while their
conservative model enhances crisis resilience, it may come at the cost of reduced
competitiveness in high-risk, high-reward financial environments.

DISCUSSION

According to Kato (2022), Islamic banks tend to avoid speculative and interest-based
instruments, such as derivatives and 7iba, opting instead for real asset-based financial tools
like sukuk and mudharabah, which are more resilient during times of financial volatility.
Muhiuddin and Jahan (2020) argue that this approach enables Islamic banks to
demonstrate greater stability compared to conventional banks, particularly in the wake of
global crises such as the COVID-19 pandemic, which has significantly increased financial
market uncertainties. Ebrahim (2011) supports this by highlighting that sharia-based risk
management promotes prudence and avoidance of immeasurable risks, enabling Islamic
banks to resist the effects of global economic shocks (Ahmed, 2010). However, while these
strategies enhance resilience, they also limit access to high-yield but riskier opportunities,
which may constrain short-term profitability, as stable instruments like sukuk typically
offer lower returns than equities or derivatives (Romanova & Masalkova, 2021).

Almustafa (2025) notes that diversification has become a crucial component of Islamic
banking strategies, particularly in directing investments toward sustainable sectors such
as renewable energy, green infrastructure, and environmentally friendly housing
(Muhiuddin & Jahan, 2020). This trend aligns with global shifts in financial markets that
favor investments supporting sustainable development goals. Schoenmaker (2017)
explains that sustainable finance principles emphasize long-term returns that integrate
environmental and social value, a direction well-matched with Islamic banking’s ethical
orientation (Rabbani et al., 2020). Consequently, Islamic banks embracing these strategies
are not only adhering to sharia principles but also capitalizing on evolving investor
preferences toward ethical and impact investing. Romanova and Masalkova (2021)
caution, however, that diversification into sectors like renewable energy is not without
risk, as these sectors are often subject to volatility in global commodity prices and
regulatory uncertainties. This means that even when Islamic banks diversify to reduce
concentration risk, they must continuously reassess sector-specific exposures to avoid
unexpected downturns due to fluctuating market conditions.

Meskovic et al. (2021) emphasize that sustainable investment policies reflect Islamic
banks’ commitment not only to profitability but also to broader socio-economic
development, such as financing SMEs and microenterprises that empower communities
(Tabash & Dhankar, 2014). This aligns with the Islamic principle of justice, ensuring
financial resources are used for the common good. Nonetheless, challenges persist in
ensuring that such investments, while socially beneficial, meet strict sharia compliance
and provide financially viable returns, especially in projects with high upfront costs or
extended payback periods.

Zaheer and Farooq (2014) highlight the importance of conservative liquidity strategies
among Islamic banks, including the use of short-term sukuk and large cash reserves, which
help maintain flexibility during market disruptions (Mohd. Yusof & Bahlous, 2013). This
approach enhances operational stability but may also limit banks' ability to pursue more
profitable long-term investments, underscoring the need for a balance between liquidity
and growth. Rabbani et al. (2020) highlight the promising role of fintech adoption in
enhancing service delivery and efficiency in Islamic banks, through innovations such as
blockchain and Islamic digital banking (Hachicha & Ben Amar, 2015; Hermala et al.,
2025). These technologies align with sharia principles of transparency and accountability.
However, they must be carefully integrated to avoid conflicts with Islamic legal standards,
which can pose obstacles to full-scale digital transformation.
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Farooq and Zaheer (2015) conclude that Islamic banks' adherence to real asset-based
investments and prudent financial practices makes them more resilient to economic
shocks compared to their conventional counterparts. However, to sustain this resilience,
Islamic banks must continually adapt to global financial trends without compromising the
core values of sharia compliance that define their unique financial identity (Sadiq &
Mushtaq, 2015).

Conclusion

This study reaffirms that Islamic banks exhibit greater financial resilience than
conventional banks due to their adherence to skaria principles, particularly the avoidance
of speculative and interest-based instruments such as derivatives and riba. Instead, they
rely on real asset-based instruments, such as sukuk and mudharabah, which offer greater
stability during economic volatility. Additionally, Islamic banks are increasingly engaging
in diversification strategies that target sustainable sectors, such as renewable energy and
green infrastructure. These strategies align both with ethical finance principles and
evolving investor preferences for socially responsible investment. Furthermore, the
adoption of conservative liquidity management and financial technology enhances
operational stability and service efficiency, although it introduces new integration
challenges with sharia compliance.

Practically, these findings highlight the importance of aligning Islamic financial
practices with global sustainability trends while maintaining risk-averse frameworks. For
practitioners, the implication is to pursue greater innovation in sharia-compliant fintech
and diversify portfolios without compromising Islamic legal standards. Theoretically, the
findings contribute to the literature by synthesizing how Islamic finance principles
intersect with sustainable finance and digital transformation, offering a multidimensional
model of financial resilience. However, this study is limited by its reliance on secondary
literature and lacks empirical data that could substantiate the comparative performance
of Islamic and conventional banks across different crises. Future research should
incorporate quantitative and longitudinal data to assess the long-term performance
impacts of sharia-compliant diversification, fintech adoption, and liquidity strategies.
Moreover, exploring regional differences in sharia interpretation could reveal nuanced
insights into how contextual regulatory environments shape financial decision-making in
Islamic banks globally.
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